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CONSOLIDATED STATEMENTS OF FINANCIAL

POSITION

Assets
(millions of euros) note 12/31/2014 of which | 12/31/2013 | of which
related related
parties parties
Non-current assets
Intangible assets
Goodwill 5) 29,943 29,932
Other intangible assets 6) 6,827 6,280
36,770 36,212
Tangible assets 7)
Property, plant and equipment owned 12,544 12,299
Assets held under finance leases 843 920
13,387 13,219
Other non-current assets
Investments in associates and joint ventures
accounted for using the equity method 8) 36 65
Other investments 8) 43 42
Non-current financial assets 9) 2,445 374 1,256 122
Miscellaneous receivables and other non-current
assets 10) 1,571 1,607
Deferred tax assets 11) 1,118 1,039
5,213 4,009
Total Non-current assets (a) 55,370 53,440
Current assets
Inventories 12) 313 365
Trade and miscellaneous receivables and other current
assets 13) 5,615 152 5,389 217
Current income tax receivables 11) 101 123
Current financial assets 9)
Securities other than investments, financial
receivables and other current financial assets 1,611 66 1,631 50
Cash and cash equivalents 4,812 174 5,744 48
6,423 240 7,375 98
Current assets sub-total 12,452 13,252
Discontinued operations/Non-current assets held for
sale 14)
of a financial nature 165 657
of a non-financial nature 3,564 19 2,871 27
3,729 3,528
Total Current assets (b) 16,181 16,780
Total Assets (a+b) 71,551 70,220
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Equity and Liabilities

(millions of euros) note 12/31/2014 of which | 12/31/2013 | of which
related related
parties parties

Equity 15)

Share capital issued 10,723 10,693

less: Treasury shares (89) (89)

Share capital 10,634 10,604

Paid-in capital 1,725 1,704

Other reserves and retained earnings (accumulated

losses), including profit (loss) for the year 5,786 4,753

Equity attributable to owners of the Parent 18,145 17,061

Non-controlling interests 3,554 3,125

Total Equity (c) 21,699 20,186

Non-current liabilities

Non-current financial liabilities 16) 32,325 469 31,084 206

Employee benefits 21) 1,056 889

Deferred tax liabilities 11) 438 234

Provisions 22) 720 699

Miscellaneous payables and other non-current

liabilities 23) 697 1 779 2

Total Non-current liabilities (d) 35,236 33,685

Current liabilities

Current financial liabilities 16) 4,686 107 6,119 386

Trade and miscellaneous payables and other current

liabilities 24) 8,376 213 8,649 251

Current income tax payables 11) 36 20

Current liabilities sub-total 13,098 14,788

Liabilities directly associated with Discontinued

operations/Non-current assets held for sale 14)

of a financial nature 43 27

of a non-financial nature 1,475 16 1,534 48

1,518 1,561

Total Current Liabilities (e) 14,616 16,349

Total Liabilities (f=d+e) 49,852 50,034

Total Equity and Liabilities (c+f) 71,551 70,220
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SEPARATE CONSOLIDATED INCOME

STATEMENTS

note Year of which Year | of which
related related
parties parties
(millions of euros) 2014 2013
Revenues 26) 21,573 544 23,407 706
Other income 27) 401 10 324 24
Total operating revenues and other income 21,974 23,731
Acquisition of goods and services 28) (9,430) (352) (10,377) (510)
Employee benefits expenses 29) (3,119) (107) (3,087) (107)
Other operating expenses 30) (1,175) (1) (1,318) (1)
Change in inventories (52) 48
Internally generated assets 31) 588 543
Operating profit before depreciation and
amortization, capital gains (losses) and impairment
reversals (losses) on non-current assets (EBITDA) 8,786 9,540
of which: impact of non-recurring items 42) 72 (99)
Depreciation and amortization 32) (4,284) (4,553)
Gains (losses) on disposals of non-current assets 33) 29 (82)
Impairment reversals (losses) on non-current assets 34) (1) (2,187)
Operating profit (loss) (EBIT) 4,530 2,718
of which: impact of non-recurring items 110 (2,383)
Share of profits (losses) of associates and joint
ventures accounted for using the equity method 8) (5) -
Other income (expenses) from investments 35) 16 3)
Finance income 36) 2,400 102 2,003 63
Finance expenses 36) (4,594) (159) (4,186) (100)
Profit (loss) before tax from continuing operations 2,347 532
of which: impact of non-recurring items 42) 123 (2,383)
Income tax expense 11) (928) (1,111)
Profit (loss) from continuing operations 1,419 (579)
Profit (loss) from Discontinued operations/Non-current
assets held for sale 14) 541 70 341 67
Profit (loss) for the year 37) 1,960 (238)
of which: impact of non-recurring items 42) 107 (2,402)
Attributable to:
Owners of the Parent 1,350 (674)
Non-controlling interests 610 436
(euros) Year Year
2014 2013
Earnings per share:
Basic and Diluted Earnings Per Share (EPS)(*): 38)
Ordinary Share 0.07 (0.03)
Savings Share 0.08 (0.03)
of which:
from Continuing operations
Ordinary share 0.05 (0.05)
Savings share 0.06 (0.05)
from Discontinued operations/Non-current assets held for sale
Ordinary share 0.02 0.02
Savings share 0.02 0.02

(*) Basic EPS is equal to Diluted EPS.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE

INCOME

Note 15
(millions of euros) Year Year
2014 2013
Profit (loss) for the year (a) 1,960 (238)
Other p ts of the C: lidated Stat t of Comprehensive
Income
Other components that will not be reclassified subseq tly to Separate
Consolidated Income Statements
R ts of employee defined benefit plans (IAS 19):
Actuarial gains (losses) (209) (29)
Income tax effect 53 7
(b) (156) (22)
Share of other comprehensive income (loss) of associates and joint
ventures accounted for using the equity method:
Profit (loss) = -
Income tax effect - -
(c) - -
Total other components that will not be reclassified subsequently
to Separate Consolidated Income Statement (d=b+c) (156) (22)
Other components that will be reclassified subsequently to Separate
Consolidated Income Statement
Available-for-sale fi ial assets:
Profit (loss) from fair value adjustments 74 3
Loss (profit) transferred to the Separate Consolidated Income
Statements (23) (11)
Income tax effect (15) 4
(e) 36 (4)
Hedging instruments:
Profit (loss) from fair value adjustments 767 (563)
Loss (profit) transferred to Separate Consolidated Income Statements (871) 314
Income tax effect 28 71
(f) (76) (178)
Exchange differences on translating foreign operations:
Profit (loss) on translating foreign operations (225) (1,747)
Loss (profit) on translating foreign operations transferred to Separate
Consolidated Income Statements - -
Income tax effect - -
(€3] (225) (1,747)
Share of other comprehensive income (loss) of associates and joint
ventures accounted for using the equity method:
Profit (loss) = 1
Loss (profit) transferred to Separate Consolidated Income Statements - -
Income tax effect - -
(h) - 1
Total other components that will be reclassified subsequently to
Separate Consolidated Income Statements (i=e+f+g+h) (265) (1,928)
Total other components of the Consolidated Statements of
Comprehensive Income (k=d+i) (421) (1,950)
Total comprehensive income (loss) for the year (a+k) 1,539 (2,188)
Attributable to:
Owners of the Parent 1,123 (1,758)
Non-controlling interests 416 (430)
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Changes in Equity from January 1 to December 31, 2013

Equity attributable to owners of the Parent

(millions of euros) Share | Paid-in Reserve for Reserve for | Reserve for |  Reserve for Share of Other Total | Non-controlling Total
capital | capital | available-for- cash flow exchange | remeasureme other | reserves and interests equity
sale financial hedges | differences nts of profits retained
assets on employee | (losses) of eamings
translating defined | associates | (accumulated
foreign | benefit plans and joint losses),
operations (IAS 19) ventures including
accounted profit (loss)
for using for the year
the equity
method
Balance at December 31,2012 10,604 1,704 43 (383) 504 154 (1) 6,753 19,378 3,634 23,012
Changes in equity during the year:
Dividends approved (452)  (452) (183) (635)
Total comprehensive income (loss)
for the year (4) (178) (881) (22) 1 (674) (1,758) (430) (2,188)
Effect of equity transactions of Tl
Media (25) (25) 25 -
Effect of equity transactions of the
Sofora - Telecom Argentina group (67) (67) 71 4
Grant of equity instruments 1 1 - 1
Other changes (16) (16) 8 (8)
Balance at December 31,2013 10,604 1,704 39 (561) (377) 132 - 5,520 17,061 3,125 20,186
Changes in Equity from January 1 to December 31, 2014 Note 15
Equity attributable to owners of the Parent
(millions of euros) Share | Paid-in Reserve for Reserve for | Reserve for |  Reserve for Share of Other Total Non- Total
capital | capital | available-for- cash flow | exchange | remeasurem other | reserves and controlling equity
sale financial hedges | differences ents of profits retained interests
assets on employee | (losses) of eamings
translating defined | associates | (accumulated
foreign | benefit plans and joint losses),
operations (IAS 19) ventures including
accounted profit (loss)
for using for the year
the equity
method
Balance at December 31,2013 10,604 1,704 39 (561) (377) 132 - 5,520 17,061 3,125 20,186
Changes in equity during the year:
Dividends approved (166)  (166) (177) (343)
Total comprehensive income (loss)
for the year 36 (76) (31) (156) 1,350 1,123 416 1,539
Effect of acquisition of Rete A - 40 40
Effect of equity transactions of the
Sofora - Telecom Argentina group 58 10 68 92 160
Grant of equity instruments 30 21 13 64 64
Other changes (72) 67 (5) 58 53
Balance at December 31, 2014 10,634 1,725 75 (637) (350) (96) - 6,794 18,145 3,554 21,699
Telecom ltalia Group
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(millions of euros) note Year Year
2014 2013
Cash flows from operating activities:
Profit (loss) from continuing operations 1,419 (579)
Adjustments for:
Depreciation and amortization 4,284 4,553
Impairment losses (reversals) on non-current assets (including
investments) 13 2,197
Net change in deferred tax assets and liabilities 187 347
Losses (gains) realized on disposals of non-current assets (including
investments) (29) 82
Share of losses (profits) of associates and joint ventures accounted for
using the equity method 5 -
Change in provisions for employee benefits (59) (49)
Change in inventories 55 (23)
Change in trade receivables and net amounts due from customers on
construction contracts (125) 1,074
Change in trade payables (325) (489)
Net change in current income tax receivables/payables 355 (104)
Net change in miscellaneous receivables/payables and other
assets/liabilities (583) (268)
Cash flows from (used in) operating activities (a) 5,197 6,741
Cash flows from investing activities:
Purchase of intangible assets on an accrual basis 6) (2,422) (1,895)
Purchase of tangible assets on an accrual basis 7) (2,562) (2,505)
Total purchase of intangible and tangible assets on an accrual basis (*) (4,984) (4,400)
Change in amounts due to fixed asset suppliers 325 9
Total purchase of intangible and tangible assets on a cash basis (4,659) (4,391)
Acquisition of control of companies or other businesses, net of cash
acquired 9) (8)
Acquisitions/disposals of other investments 2) -
Change in financial receivables and other financial assets (1,118) 604
Proceeds from sale that result in a loss of control of subsidiaries or other
businesses, net of cash disposed of = (104)
Proceeds from sale/repayment of intangible, tangible and other non-
current assets 78 88
Cash flows from (used in) investing activities (b) (5,710) (3,811)
Cash flows from financing activities:
Change in current financial liabilities and other 1,305 (1,785)
Proceeds from non-current financial liabilities (including current portion) 4,377 4,153
Repayments of non-current financial liabilities (including current portion) (5,877) (5,651)
Share capital proceeds/reimbursements (including subsidiaries) 14 9
Dividends paid (*) (252) (537)
Changes in ownership interests in consolidated subsidiaries 160 79
Cash flows from (used in) financing activities (c) (273) (3,632)
Cash flows from (used in) Discontinued operations/Non-current assets
held for sale (d) 14) (499) 127
Aggregate cash flows (e=a+b+c+d) (1,285) (575)
Net cash and cash equivalents at beginning of the year (f) 6,296 7,397
Net foreign exchange differences on net cash and cash equivalents (8) (101) (526)
Net cash and cash equivalents at end of the year (h=e+f+g) 4,910 6,296
(*) of which related parties:
Total purchase of intangible and tangible assets on an accrual basis 186 164
Dividends paid = 62
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Additional Cash Flow Information

(millions of euros) Year Year
2014 2013

Income taxes (paid) received (427) (863)

Interest expense paid (4,985) (4,456)

Interest income received 3,301 2,729

Dividends received 5 2

Analysis of Net Cash and Cash Equivalents

(millions of euros) Year Year
2014 2013

Net cash and cash equivalents at beginning of the year

Cash and cash equivalents - from continuing operations 5,744 6,947

Bank overdrafts repayable on demand - from continuing operations (64) (39)

Cash and cash equivalents - from Discontinued operations/Non-current

assets held for sale 616 489

Bank overdrafts repayable on demand - from Discontinued operations/Non-

current assets held for sale - -
6,296 7,397

Net cash and cash equivalents at end of the year

Cash and cash equivalents - from continuing operations 4,812 5,744

Bank overdrafts repayable on demand - from continuing operations (19) (64)

Cash and cash equivalents - from Discontinued operations/Non-current

assets held for sale 117 616

Bank overdrafts repayable on demand - from Discontinued operations/Non-

current assets held for sale - -
4,910 6,296

Telecom ltalia Group
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NOTE 1
FORM, CONTENT AND OTHER GENERAL
INFORMATION

FORM AND CONTENT

Telecom ltalia S.p.A. (the “Parent”) and its subsidiaries form the “Telecom lItalia Group” or the “Group”.
Telecom ltalia is a joint-stock company (S.p.A.) organized under the laws of the Republic of Italy.

The registered offices of the Parent are located in Milan at Via Gaetano Negri 1, Italy.

The duration of the company, as stated in the company’s Bylaws, extends until December 31, 2100.

The Telecom Italia Group operates mainly in Europe, the Mediterranean Basin and South America.

The Group is engaged principally in the communications sector and, particularly, the fixed and mobile
national and international telecommunications sector.

The Telecom lItalia Group consolidated financial statements for the year ended December 31, 2014
have been prepared on a going concern basis (for further details see Note “Accounting policies”) and in
accordance with the International Financial Reporting Standards issued by the International Accounting
Standards Board (designated as “IFRS”), as well as the laws and regulations in force in Italy (particularly
the measures enacted implementing art. 9 of Legislative Decree 38 of February 28, 2005).

In 2014, the Group has applied the accounting policies on a basis consistent with those of the previous
years, except for the new standards and interpretations adopted since January 1, 2014 and described
below.

The consolidated 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
consolidated financial statements is, unless otherwise indicated, that of the preceding years.

The Telecom lItalia Group consolidated financial statements are expressed in euro (rounded to the
nearest million, unless otherwise indicated).

Publication of the Telecom Italia Group consolidated financial statements for the year ended December
31, 2014 was approved by resolution of the Board of Directors’ meeting held on March 19, 2015.

FINANCIAL STATEMENT FORMATS

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

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

o the separate consolidated 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 Group, conforms to internal reporting and is in line with Telecom ltalia
Group’s industrial sector.

In addition to EBIT or Operating profit (loss), the separate consolidated 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 the operating performance of the
Group (as a whole and at the Business Unit level). EBIT and EBITDA are calculated as follows:

Telecom ltalia Group Note 1
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Profit (loss) before tax from continuing operations

+  Finance expenses

- Finance income

+/- Other expenses (income) from investments

+/- Share of losses (profits) of associates and joint ventures accounted for using the equity method

EBIT- Operating profit (loss)

+/- Impairment losses (reversals) on non-current assets

+/- Losses (gains) on disposals of non-current assets

+  Depreciation and amortization expense

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

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

e the consolidated 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 consolidated
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 consolidated financial statements.

SEGMENT REPORTING

An operating segment is a component of an entity:

o that engages in business activities from which it may earn revenues and incur expenses (including
revenues and expenses relating to transactions with other components of the same entity);

e whose operating results are regularly reviewed by the entity’s chief operating decision maker to
make decisions about resources (for the Telecom Italia Group, the Board of Directors of the Parent)
to be allocated to the segment and assess its performance; and

e for which discrete financial information is available.

In particular, the operating segments of the Telecom lItalia Group are organized according to the relative
geographical location for the telecommunications business (Domestic and Brazil) and according to the
specific businesses for the other segments. Furthermore, as a result of including, during the fourth
quarter of 2013, the Sofora - Telecom Argentina group in Discontinued operations, the Argentina
Business Unit is no longer separately presented.

The term “operating segment” is considered synonymous with “Business Unit”.

The operating segments of the Telecom ltalia Group are as follows:
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Domestic: includes operations in Italy for voice and data services on fixed and mobile networks for
final customers (retail) and other operators (wholesale), the operations of the Telecom lItalia Sparkle
group (International wholesale), the operations of the Olivetti group (products and services for
Information Technology) as well as the related support activities. Since 2014, the operations of
Olivetti group have been consolidated under the Domestic Business Unit. This different presentation
reflects the commercial and business placement of the Olivetti group and the process of integrating
its products and services with those offered by Telecom lItalia in the domestic market. Accordingly,
the figures for the previous years have been reclassified on a consistent basis;

Brazil: includes mobile (TIM Celular) and fixed (TIM Celular and Intelig) telecommunications
operations in Brazil;

Media: operates in the management of Digital Multiplexes through Persidera S.p.A. (formerly
Telecom Italia Media Broadcasting S.r.L.);

Other Operations: includes finance companies and other minor companies not strictly related to the
core business of the Telecom Italia Group.

Telecom ltalia Group Note 1
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NOTE 2
ACCOUNTING POLICIES

GOING CONCERN

The consolidated financial statements for the year ended December 31, 2014 have been prepared on a
going concern basis as there is the reasonable expectation that Telecom Italia 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, do not raise doubts as to the Group’s ability to continue as a going concern:
e the main risks and uncertainties (that are for the most part of an external nature) to which the
Group and the various activities of the Telecom Italia Group are exposed:
— changes in the general macroeconomic condition in the Italian, European and South American
markets, as well as the volatility of financial markets in the Eurozone;
— variations in business conditions;
— changes to laws and regulations (price and rate variations);
— outcomes of legal disputes and proceedings with regulatory authorities, competitors and other
parties;
— financial risks (interest rate and/or exchange rate trends, changes in credit rating by rating
agencies);
e the optimal mix between risk capital and debt capital as well as the policy for the remuneration of
risk capital, described in the paragraph “Share capital information” under the Note “Equity”;
e the policy for financial risk management (market risk, credit risk and liquidity risk) described in the
Note “Financial risk management”.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the financial statements of all subsidiaries from the date

control over such subsidiaries commences until the date that control ceases.

The statement of financial position date of all the subsidiaries’ financial statements coincides with that

of the Parent.

Control exists when the Parent has all the following:

e power over the investee, which includes the ability to direct the relevant activities of the investee, i.e.
the activities that significantly affect the investee’s returns;

e exposure, or rights, to variable returns from its involvement with the investee;

o the ability to use its power over the investee to affect the amount of the investor’s returns.

Telecom lItalia assesses whether it controls an investee if facts and circumstances indicate that there

are changes in one or more of the three control elements.

In the preparation of the consolidated financial statements, assets, liabilities, revenues and expenses of

the consolidated companies are consolidated on a line-by-line basis and non-controlling interests in

equity and in the profit (loss) for the year are disclosed separately under appropriate items, respectively,

in the consolidated statement of financial position, in the separate consolidated income statement and

in the consolidated statement of comprehensive income.

Under IFRS 10 (Consolidated financial statements), the total comprehensive loss (including the profit or

loss for the year) is attributed to the owners of the parent and to the non-controlling interests even if this

results in the non-controlling interests having a deficit balance.

All intragroup balances and transactions and any gains and losses arising from intragroup transactions

are eliminated in consolidation.

The carrying amount of the investment in each subsidiary is eliminated against the corresponding share

of equity in each subsidiary, after adjustment, if any, to fair value at the acquisition date of control. At

Telecom ltalia Group Note 2
Consolidated Financial Statements Accounting policies | 166



that date, goodwill is recorded as an intangible asset, as described below, whereas any gain from a
bargain purchase or negative goodwill is recognized in the separate consolidated income statement.
Assets and liabilities of foreign consolidated subsidiaries expressed in currencies other than euro are
translated using the exchange rates in effect at the statement of financial position date (the current
method); income and expenses are translated at the average exchange rates for the year. Exchange
differences resulting from the application of this method are classified as equity until the entire disposal
of the investment or upon loss of control of the foreign subsidiary. Upon partial disposal, without losing
control, the proportionate share of the cumulative amount of exchange differences related to the
disposed interest is recognized in non-controlling interests. The cash flows of foreign consolidated
subsidiaries expressed in currencies other than Euro included in the consolidated statement of cash
flows are translated into Euro at the average exchange rates for the year.

Goodwill and fair value adjustments arising from the allocation of the purchase price of a foreign entity
are recorded in the relevant foreign currency and are translated using the year-end exchange rate.

Under IFRS 10, changes in a parent’s ownership interest in a subsidiary that do not result in a loss of
control are accounted for as equity transactions. In such circumstances the carrying amounts of the
controlling and non-controlling interests shall be adjusted to reflect the changes in their relative
interests in the subsidiary. Any difference between the amount by which the non-controlling interests are
adjusted and the fair value of the consideration paid or received shall be recognized directly in equity
and attributed to the owners of the Parent.

Under IFRS 10, the parent company in case of loss of control of a subsidiary:

e derecognizes:
— the assets (including any goodwill) and liabilities of the subsidiary;
— the carrying amount of any non-controlling interests in the former subsidiary;

e recognizes:
— the fair value of the consideration received, if any, from the transaction;
— any investment retained in the former subsidiary at its fair value at the date when control is lost;
— any gain or loss, resulting from the transaction, in the separate consolidated income statement;
— the reclassification to the separate consolidated income statement, of the amounts previously

recognized in other comprehensive income in relation to the subsidiary.

In the consolidated financial statements, investments in associates and joint ventures are accounted for
using the equity method, as provided, respectively, by IAS 28 (Investments in Associates and Joint
Ventures) and IFRS 11 (Joint Arrangements).

Associates are enterprises in which the Group holds at least 20% of the voting rights or exercises
significant influence, but no control or joint control over the financial and operating policies.

A joint venture is a joint arrangement whereby the parties that have joint control of the arrangement
have rights to the net assets of the arrangement.

Joint control is the contractually agreed sharing of control of an arrangement, which exists only when
decisions about the relevant activities require the unanimous consent of the parties sharing control.
Associates and joint ventures are included in the consolidated financial statements from the date that
significant influence or joint control commences until the date such significant influence or joint control
ceases.

Under the equity method, on initial recognition the investment in an associate or a joint venture is
recognized at cost, and the carrying amount is increased or decreased to recognize the investor’'s share
of the profit or loss of the investee after the date of acquisition. The investor’s share of the investee’s
profit or loss is recognized in the investor’s income statement. Dividends received from an investee
reduce the carrying amount of the investment.

Adjustments to the carrying amount may also be necessary for changes in the investee’s other
comprehensive income (i.e. those arising from foreign exchange translation differences). The investor’s
share of those changes is recognized in the investor’'s other comprehensive income.

If an investor’s share of losses of an associate or a joint venture equals or exceeds its interest in the
associate or joint venture, the investor discontinues recognizing its share of further losses. After the
investor’s interest is reduced to zero, additional losses are provided for, and a liability is recognized, only
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to the extent that the investor has incurred legal or constructive obligations or made payments on behalf
of the associate or joint venture. If the associate or joint venture subsequently reports profits, the
investor resumes recognizing its share of those profits only after its share of the profits equals the share
of losses not recognized.

Gains and losses resulting from “upstream” and “downstream” transactions between an investor
(including its consolidated subsidiaries) and its associate or joint venture are recognized in the investor’s
financial statements only to the extent of unrelated investors’ interests in the associate or joint venture.
Gains and losses arising from transactions with associates or joint ventures are eliminated to the extent
of the Group’s interest in those entities.

INTANGIBLE ASSETS

Goodwill

Under IFRS 3 (Business Combinations), goodwill is recognized as of the date of acquisition of control
and measured as the excess of (a) over (b) below:
a) the aggregate of:

— the consideration transferred (measured in accordance with IFRS 3; it is generally recognized on
the basis of the acquisition date fair value);

— the amount of any non-controlling interest in the acquiree measured at the non-controlling
interest’s proportionate share of the acquiree’s identifiable net assets at the acquisition date fair
value;

— in a business combination achieved in stages, the acquisition date fair value of the acquirer’'s
previously held equity interest in the acquiree;

b) the acquisition date fair value of the identifiable assets acquired net of the identifiable liabilities
assumed measured

at the acquisition date of control.

IFRS 3 requires, inter alia, the following;:

e incidental costs incurred in connection with a business combination are charged to the separate
consolidated income statement;

e in a business combination achieved in stages, the acquirer shall remeasure its previously held
equity interest in the acquiree at its fair value at the acquisition date of control and recognize the
resulting gain or loss, if any, in the separate consolidated income statement.

Goodwill is classified in the statement of financial position as an intangible asset with an indefinite

useful life.

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, reported

below. In case of loss of control of a subsidiary, the relative amount of goodwill is taken into account in
calculating the gain or loss on disposal.

In the context of IFRS first-time adoption, the Group elected not to apply IFRS 3 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, after having been tested for impairment.

Telecom ltalia Group Note 2
Consolidated Financial Statements Accounting policies | 168



Other intangible assets with an indefinite useful life

Other intangible assets with an indefinite useful life are not amortized systematically. Instead, they
undergo impairment testing at least annually.

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 produced 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 comprise only expenditures that can be attributed directly to the
development process for new products and services.

Capitalized development costs are amortized systematically over the estimated product or service life so
that the amortization method reflects the way which 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 intangible 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 that estimated previously. The effect of such changes is

recognized prospectively in the separate consolidated income statement. For a small portion of mobile

and broadband offerings, the Group capitalizes directly attributable subscriber acquisition costs,

currently mainly consisting of commissions for the sales network, when the following conditions are met:

e the capitalized costs can be measured reliably;

e 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 a penalty.

Capitalized subscriber acquisition costs are amortized on a straight-line basis over the foreseen
minimum period of the underlying contract (between 18 and 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 at its present value as a provision
in the statement of financial position when the obligation arises. These capitalized costs are depreciated
and charged to the separate consolidated income statement over the useful life of the related tangible
assets.

The recalculation of estimates for dismantling costs, discount rates and the dates in which such costs
are expected to be incurred is reviewed annually, at each financial year-end. Changes in the above
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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. The excess if any, should be
recorded immediately in the separate consolidated income statement, conventionally under the line
item “Depreciation”.

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 estimated previously. The effect of such changes is recognized prospectively in the separate
consolidated income statement.

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 Group, are initially recognized as assets of the Group 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 consolidated 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 that for
depreciable assets that are owned. 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 consolidated
income statement on a straight-line basis over the lease term.

CAPITALIZED BORROWING COSTS

Under IAS 23 (Borrowing Costs), the Group capitalizes borrowing costs only if they are directly
attributable to the acquisition, construction or production of 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 consolidated income statement and deducted
from the “finance expense” line item to which they relate.

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 consolidated income statement.
The impairment loss is first recognized as a deduction of the carrying amount of goodwill allocated to the

Telecom ltalia Group Note 2
Consolidated Financial Statements Accounting policies [ 170



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 between three and five
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, country or market in which the
cash-generating unit (or group of cash-generating units) operates.

The value in use of cash-generating units denominated in foreign currency is estimated in the local
currency by discounting cash flows to present value on the basis of an appropriate rate for that currency.
The present value obtained is translated to euro at the spot rate on the date of the impairment test (in
the case of the Telecom Italia Group, the date of the financial statements).

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.

For the purpose of calculating 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 (that is, financial assets, deferred tax assets and net non-
current assets held for sale) and includes the goodwill attributable to non-controlling interests.

After conducting the goodwill impairment test for the cash-generating unit (or groups 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), including also those cash-generating units to which no goodwill was
allocated, and the corporate assets.

Intangible and tangible assets with a finite useful life

At every closing date, the Group 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, trend 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 Group 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 Group estimates the recoverable amount of the cash-generating unit to which the asset belongs.
Impairment losses are recognized in the separate consolidated 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 consolidated income statement.
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FINANCIAL INSTRUMENTS

Other investments

Other investments (other than those in subsidiaries, associates and joint ventures) are classified as non-
current or current assets if they will be kept in the Group’s portfolio for a period of more or not more
than 12 months, respectively.

Upon acquisition, investments are classified in the following categories:

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

e “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 under the other
components of the statement of comprehensive income (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 consolidated 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 consolidated income statement, as required by IAS 39 (Financial instruments: recognition and
measurement).

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 consolidated 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, on initial recognition, are stated at acquisition cost, including
transaction costs, 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, if any.

Securities other than investments classified as current assets are those that, by decision of the
directors, are intended to be kept in the Group’s portfolio for a period of not more than 12 months, and
are included in the following categories:

e 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;

e 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 (Reserve for
available-for-sale financial assets) which is reversed to the separate consolidated income
statement when the financial asset is disposed of or impaired.

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 consolidated 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 described 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.

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 consolidated 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.
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Derivatives

Derivatives are used by the Telecom Italia Group 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;

e 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:

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 consolidated
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 consolidated income
statement.

e 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 consolidated income statement at
the same time the hedged transaction affects the separate consolidated income statement. The
gain or loss associated with the ineffective portion of a hedge is recognized in the separate
consolidated 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 consolidated income statement.

If hedge accounting is not appropriate, gains or losses arising from the measurement of the fair value of
derivative financial instruments are directly recognized in the separate consolidated income statement.

SALES OF RECEIVABLES

The Telecom ltalia Group 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, therefore meeting
the requirements of IFRS 39 for derecognition. Specific servicing contracts, through which the buyer
confers a mandate to Telecom ltalia 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 in accordance with the percentage of completion method and classified under current
assets.

Losses on such contracts, if any, are recorded in full in the separate consolidated income statement
when they become known.
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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 other assets

and liabilities in the consolidated statement of financial position. The corresponding amounts for the

previous year are not reclassified in the consolidated statement of financial position but are instead

shown separately in a specific column in the changes in assets and liabilities in the year in which the

non-current assets held for sale or the disposal groups are classified as such.

An operating asset sold (Discontinued Operations) is a component of an entity that has been disposed of

or classified as held for sale and:

e represents a major line of business or geographical area of operations;

e is part of a single coordinated plan to dispose of a separate major line of business or geographical
area of operations; or

e s asubsidiary 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 consolidated income statement, net of tax effects. The
corresponding values for the previous periods, where present, are reclassified and reported separately
in the separate consolidated 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 fair value, less costs to sell.

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

As required by IFRS 5 (Non-current assets held for sale and discontinued operations), an entity shall not
depreciate (or amortize) a non-current asset while it is classified as held for sale or while it is part of a
disposal group classified as held for sale.

The finance expenses and other expenses attributable to the liabilities of a disposal group classified as
held for sale must continue to be recognized.

EMPLOYEE BENEFITS

Provision for employee severance indemnity

Employee severance indemnity, 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.

The remeasurements of actuarial gains and losses are recognized in other components of other
comprehensive income. Service cost of Italian companies that employ less than 50 employees, as well
as interest expenses related to the “time value” component of the actuarial calculations (the latter
classified as Finance expenses), are recognized in the separate consolidated income statement.
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Starting from January 1, 2007, Italian Law gave employees the choice to direct their accruing indemnity
either to supplementary pension funds or leave the indemnity as an obligation of the Company.
Companies that employ at least 50 employees should transfer the employee severance indemnity to the
“Treasury fund” managed by INPS, the Italian Social Security Institute. Consequently, the Group’s
obligation to INPS and the contributions to supplementary pension funds take the form, under IAS 19, of
a “Defined contribution plan”.

Equity compensation plans

The companies of the Group provide additional benefits to certain managers of the Group through equity
compensation plans (stock options and long-term incentive plans). The above 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 the 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 consolidated
income statement in “Employee benefits expenses” 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”.

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.

PROVISIONS

The Group 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 Group
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 accrued 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 treasury shares are
reported as a deduction from the share capital issued in the amount corresponding to the “accounting
par value”, that is the ratio of total share capital and the number of issued shares, while the excess cost
of acquisition over the accounting par value is presented as a deduction from “Other reserves and
retained earnings (accumulated losses), including profit (loss) for the year”.
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FOREIGN CURRENCY TRANSACTIONS

Transactions in foreign currencies are recorded at the foreign exchange rate prevailing at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are translated at the
foreign exchange rate prevailing at the statement of financial position 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
consolidated income statement.

REVENUES

Revenues are the gross inflows of economic benefits during the period arising in the course of the
ordinary activities of an entity. 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 Group
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 consolidated 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 Group. In the event that the
Group 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 (in Italy generally 8 years for retail
customers and 3 years for wholesale customers). In particular, costs from the activation of
telephone services are deferred taking also 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 consolidated statement of financial position.

e Revenues from sales and bundled 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, the Telecom ltalia
Group 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 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 residual of the amount paid by the customer
exceeding the services value.
A small portion of the offerings in the mobile and broadband businesses are contracts with a
minimum contractual period between 18 and 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.
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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 consolidated 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, the changes in fair value
of derivatives and other financial instruments measured at fair value through profit or loss, gains and
losses on foreign exchange and financial instruments (including derivatives).

DIVIDENDS

Dividends received from companies other than subsidiaries, associates and joint ventures are
recognized in the separate consolidated income statement in the year in which they become receivable
following the resolution 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.

TAXES

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

Income taxes are recognized in the separate consolidated 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. In the Statement of comprehensive income the amount of income taxes
relating to each item included as “Other components of the Statement of comprehensive income” is
indicated.

The income tax expense that could arise on the remittance of a subsidiary’s retained earnings is only
recognized where there is the actual intention to remit such earnings.

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 consolidated financial statements, except for non tax-deductible goodwill and
for those differences related to investments in subsidiaries which will not reverse in the foreseeable
future. Deferred tax assets relating to unused tax loss carry-forwards 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 in the respective jurisdictions in which the Group operates 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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EARNINGS PER SHARE

Basic earnings per ordinary share is calculated by dividing the Group’s profit attributable to ordinary
shares by the weighted average number of ordinary shares outstanding during the year, including the
shares relating to the bond issued in November 2013 by Telecom Italia Finance S.A. with mandatory
conversion to Telecom ltalia shares and excluding treasury shares. Similarly, basic earnings per savings
share is calculated by dividing the Group’s profit attributable to savings shares by the weighted average
number of savings shares outstanding during the year.

For diluted earnings per ordinary share, the weighted average number of shares outstanding during the
year is adjusted by all dilutive potential shares (for example, the exercise of rights on shares with dilutive
effects). The Group profit is also adjusted to reflect the impact of these transactions net of the related
tax effects.

USE OF ESTIMATES

The preparation of consolidated financial statements and related disclosure in conformity with IFRS
requires management to make estimates and assumptions based also on subjective judgments, past
experience and assumptions 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 financial statements, as well as the
amount of revenues and costs during the period. 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 detailed below:

Financial statement area ‘ Accounting estimates

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”.

Business combinations The recognition of business combinations requires that assets and liabilities of the
acquiree be recorded at their fair value at the acquisition date of control, as well as the
possible recognition of goodwill, through the use of a complex process in determining such

values.

Provision for bad debts 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.
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Depreciation and amortization Changes in the economic conditions of the markets, technology and competitive forces

expense 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.

Accruals, contingent liabilities As regards the provisions for restoration costs the estimate of future costs to dismantle

and employee benefits 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.
The accruals related to legal, arbitration and fiscal 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 tax expense Income taxes (current and deferred) are calculated in each country in which the Group
operates 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 carry-forwards to future
years and deductible differences, takes into account the estimate of future taxable
income and is based on conservative tax planning.

Derivative instruments and The fair value of derivative instruments and equity instruments is determined both using

equity instruments valuation models which also take into account subjective measurements such as, for
example, cash flow estimates, expected volatility of prices, etc., or on the basis of either
prices in regulated markets or quoted prices provided by financial counterparts. For
further details please see also Note “Supplementary disclosures on financial
instruments”.

As required by IAS 8 (Accounting Policies, Changes in Accounting Estimates and Errors) par. 10, 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 Group, which reflect the economic
substance of the transactions, are neutral, prepared on a prudent basis and complete in all material
respects.

NEW STANDARDS AND INTERPRETATIONS ENDORSED BY
EU IN FORCE FROM JANUARY 1, 2014

As required by IAS 8 (Accounting Policies, Changes in Accounting Estimates and Errors), the following is
a brief description of the IFRS in force from January 1, 2014.

o Amendments to IAS 36 (Impairment of Assets - Recoverable Amount Disclosures for Non-Financial
Assets)
On December 19, 2013, Regulation EU no. 1374-2013 was issued, applying several amendments to
IAS 36 governing the disclosure of information about the recoverable amount of impaired assets if
that amount is based on fair value less cost of disposal. The amendments are effective
retrospectively starting from January 1, 2014.
The adoption of these amendments had no impact on these consolidated financial statements at
December 31, 2014.
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Amendments to IAS 39 (Financial instruments: Recognition and Measurement - Novation of
Derivatives and Continuation of Hedge Accounting)

On December 19, 2013 Regulation EU no. 1375-2013 was issued, applying an amendment to IAS
39, allowing hedge accounting to continue in a situation where a derivative, which has been
designated as a hedging instrument, is novated to effect clearing with a central counterparty as a
result of laws or regulation, if specific conditions are met. Similar relief has also been included in
IFRS 9 Financial Instruments. The amendments are effective retrospectively starting from January 1,
2014.

The adoption of these amendments had no impact on these consolidated financial statements at
December 31, 2014.

Amendments to IAS 32 (Financial Instruments: Presentation - Offsetting Financial Assets and
Financial liabilities)

On December 13, 2012, Regulation EU no. 1256-2012 was issued, applying within the EU several
amendments made by the IASB to IAS 32 in order to clarify the application of certain offsetting
criteria for financial assets and financial liabilities in IAS 32. These amendments shall be applied
retrospectively starting from January 1, 2014.

The adoption of these amendments had no impact on these consolidated financial statements at
December 31, 2014.

IFRIC 21: Levies

On June 13, 2014, the EU issued Regulation no. 634-2014 that endorsed in the EU the IFRIC
Interpretation 21 Levies, an interpretation of IAS 37 Provisions, Contingent Liabilities and Contingent
Assets, on the accounting for levies imposed by governments other than income taxes.

This interpretation clarifies that the obligating event that gives rise to a liability to pay a levy is the
activity described in the relevant legislation that triggers the payment of the levy and includes
guidance illustrating how it should be applied. The interpretation is effective retrospectively starting
from January 1, 2014.

The adoption of these amendments had no impact on these consolidated financial statements at
December 31, 2014.

NEW STANDARDS AND INTERPRETATIONS ISSUED BY
IASB NOT YET IN FORCE

New Standards and Interpretations issued by IASB not yet in force are listed below.

Improvements to the IFRS (2011-2013 cycle)

On December 18, 2014, Regulation EC no. 1361-2014 was issued, applying several improvements
to the IFRS for the period 2011 -2013, at EU level.

The improvements to the IFRS specifically concern the following aspects:

— “Amendment to IFRS 3 - Business combinations”; the amendment clarifies that IFRS 3 does
not apply to the accounting for the formation of a joint arrangement in the financial statements
of the joint arrangement itself (IFRS 11);

— “Amendment to IFRS 13 - Fair value measurement”; the amendment clarifies that the
exception from the principle of measuring assets and liabilities based on net portfolio exposure
also applies to all contracts that come under the scope of IAS 39/IFRS 9 even if they do not
meet the requirements established by IAS 32 to be classified as financial assets/liabilities;

—  “Amendment to IAS 40 - Investment property”.

These amendments - which will take effect from January 1, 2015 - are not expected to have a
significant effect on the consolidated financial statements of the Group.
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¢ Improvements to the IFRS (2010-2012 cycle)
On December 17, 2014, Regulation EC no. 28-2015 was issued, applying several improvements to
the IFRS for the period 2010 -2012, at EU level. These amendments included in particular:
“Amendment to IFRS 2 - Share-based payment”: the amendment consists of clarifications of
the characteristics of some of the vesting conditions;

— “Amendment to IFRS 3 - Business combinations”: the amendments clarify the accounting for
contingent consideration in a business combination;

— “Amendment to IFRS 8 - Operating segments”: the amendment introduces an additional
disclosure to be presented in the financial statements regarding the methods of aggregating
operating segments;

—  “Amendment to IAS 16 - Property, plant and equipment (Revaluation method - proportionate
restatement of accumulated depreciation and amortization);

—  “Amendment to IAS 24 - Related Party disclosures” (Key management personnel);

“Amendment to IAS 38 - Intangible assets” (Revaluation method - proportionate restatement
of accumulated amortization).

These amendments - which will be applied from January 1, 2015 - are not expected to have a
significant effect on the consolidated financial statements of the Group.

e Amendments to IAS 19 (Employee Benefits): Defined Benefit Plans - Employee Contributions
On December 17, 2014, Regulation EC no. 29-2015 was issued, applying some amendments to IAS
19 at EU level. These amendments are aimed at clarifying the accounting for employee contributions
under a defined benefit plan.
These amendments - which will be applied from January 1, 2015 - are not expected to have a
significant effect on the consolidated financial statements of the Group.

NEW STANDARDS AND INTERPRETATIONS ISSUED BY
IASB BUT NOT YET ENDORSED BY THE EU

At the date of preparation of these consolidated financial statements, the following new standards and
interpretations had been issued by IASB but not yet endorsed by the EU.

Mandatory
application
starting
from

IFRS 14 (Regulatory Deferral Accounts) 1/1/2016
Accounting for Acquisitions of Interests in Joint Operations (Amendments to IFRS 11 - Joint

Arrangements) 1/1/2016
Amendments to IAS 16 (Property, Plant and Equipment) and IAS 38 (Intangible Assets) -

Clarification of acceptable methods of depreciation and amortization 1/1/2016

Amendments to IFRS 10 (Consolidated Financial Statements) and to IAS 28 (Investments in
Associates and Joint Ventures): Sale or contribution of assets between an investor and its

1/1/2016
associate/joint venture
Improvements to the IFRS (2012-2014 cycle) 1/1/2016
Amendments to IFRS 12, IFRS 10 and IAS 28 (Investment entities - Exception to consolidation) 1/1/2016
Amendments to IAS 1 (Disclosure initiative) 1/1/2016
IFRS 15 (Revenue from Contracts with Customers) 1/1/2017
IFRS 9 (Financial Instruments) 1/1/2018

The potential impacts on the consolidated financial statements from application of these amendments
are currently being assessed.
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NOTE 3

SCOPE OF CONSOLIDATION

INVESTMENTS IN CONSOLIDATED SUBSIDIARIES

Composition of the Group

Telecom Italia holds a majority of the voting rights in all the subsidiaries included in the scope of

consolidation.

A complete list of consolidated subsidiaries is provided in the Note “List of companies of Telecom lItalia

Group”.

SCOPE OF CONSOLIDATION

The changes in the scope of consolidation at December 31, 2014 compared to December 31, 2013 are

listed below.

These changes did not have any significant impacts on the Consolidated Financial Statements of the
Telecom Italia Group at December 31, 2014.

Continuing operations:

Entry/merger of subsidiaries into the scope of consolidation:

Company Business Unit | Month

Entry:
Trentino NGN S.r.l. Acquisition of control Domestic February 2014
TIMB 2 S.r.l. New company Media May 2014
Rete A S.p.A. subsequently merged into New acquisition Media June 2014
Persidera S.p.A.
Telecom Italia Ventures S.r.l. New company Domestic July 2014

Merger:
Flagship Store Bologna 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Bolzano 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Catania 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Firenze 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Milano 1 S.r.I. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Milano 2 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Modena 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Roma 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Roma 2 S.r.I. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Sanremo 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Taranto 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Torino 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Verona 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Flagship Store Vicenza 1 S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
TLC Commercial services S.r.l. Merged into 4G Retail S.r.l. Domestic July 2014
Advalso S.p.A. Merged into Olivetti S.p.A. Domestic July 2014
Med 1 Netherlands BV Merged into Med 1 Italy S.r.I. Domestic December 2014
Med 1 Italy S.r.l. Merged into Med Nautilus Italy Domestic December 2014

S.p.A.
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Discontinued operations/Non-current assets held for sale

Subsidiaries entering/exiting the scope of consolidation

Company Business Unit Month
Entry:

Personal Envios S.A. New company Argentina December 2014
Exit:

Springyville S.A. Sold Argentina February 2014

The breakdown by number of Telecom Italia Group subsidiaries, associates and joint ventures at
December 31, 2014 and December 31, 2013 is as follows:

12/31/2013
Companies: Italy | Outside Italy Total
subsidiaries consolidated line-by-line® 38 62 100
joint ventures accounted for using the equity method - - -
associates accounted for using the equity method 14 - 14
Total companies 52 62 114
(*) Including subsidiaries posted under Discontinued operations/Non-current assets held for sale.
12/31/2014
Companies: Italy ‘ Outside Italy ‘ Total
subsidiaries consolidated line-by-linex 24 61 85
joint ventures accounted for using the equity method - - -
associates accounted for using the equity method 16 - 16
Total companies 40 61 101

(*) Including subsidiaries posted under Discontinued operations/Non-current assets held for sale.

Further details are provided in the Note “List of companies of the Telecom lItalia Group”.

SUBSIDIARIES WITH SIGNIFICANT NON-CONTROLLING
INTERESTS

At December 31, 2014, Telecom lItalia Group held equity investments in subsidiaries with significant
non-controlling interests in Sofora - Telecom Argentina group and Tim Brasil group.

For information on Sofora - Telecom Argentina group, see the disclosures provided in the Note
“Discontinued operations/Non-current assets held for sale”.

As concerns Tim Brasil group, the figures provided below, stated before the netting and elimination of
intragroup accounts, have been prepared in accordance with IFRS and reflect adjustments made due to
differences in the accounting policies adopted, as well as adjustments made at the acquisition date to
align the assets and liabilities acquired to their fair value.

Tim Brasil group - Brazil Business Unit
Non-controlling interests held at December 31, 2014 amounted to 33.4% of the share capital of Tim

Participagdes (which in turn holds 100% of the share capital of the operating companies Tim Celular S.A.
and Intelig Telecomunicac¢des Ltda.), equivalent to the corresponding share of voting rights.
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Financial Position Data Tim Brasil group

(millions of euros) 12/31/2014 12/31/2013
Non-current assets 7,666 6,373
Current assets 3,484 ‘ 3,343
Total Assets 11,150 | 9,716
Non-current liabilities 2,305 ‘ 1,701
Current liabilities 3,010 ‘ 2,420
Total Liabilities 5,315 ‘ 4,121
Equity 5,835 5,595
of which Non-controlling interests 1,622 ‘ 1,540

Income statement Data Tim Brasil group

(millions of euros) 2014 2013
Revenues 6,244 6,945
Profit (loss) for the year 497 | 531
of which Non-controlling interests 166 ‘ ir7

Financial Data Tim Brasil group

In 2014, aggregate cash flows generated was a negative 12 million euros (in the presence of a positive
exchange difference of 4 million euros) and reflected, among other things, the outlay for the acquisition
of the 700 MHz license (around 540 million euros). In 2013 this item was a negative 12 million euros,
essentially due to a negative exchange rate effect of 307 million euros; excluding that effect, cash flow
would have generated a positive 295 million euros.

Lastly, again with reference to the Tim Brasil group and in line with the information given in the Report

on Operations - Main risks and uncertainties Section, the main risk factors that could, even significantly,

restrict the operations of the Tim Brasil group are listed below:

e strategic risks (risks related to macroeconomic and political factors, as well as risks associated with
foreign exchange restrictions and competition);

e operational risks (risks related to business continuity and development of the fixed and mobile
networks, as well as risks associated with litigation and disputes);

o financial risks;

e Regulatory and Compliance risks.
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NOTE 4
BUSINESS COMBINATIONS

Acquisition of control of Rete A S.p.A.

On June 30, 2014, after having received the authorizations required by the applicable regulations, the
business combination was completed of the digital terrestrial network operator for TV transmission
businesses controlled by Persidera S.p.A., formerly Telecom Italia Media Broadcasting S.r.l., and Rete A
S.p.A. (Rete A), respectively. Rete A was merged into Persidera S.p.A. on December 1, 2014.

Telecom Italia Media and Gruppo Editoriale L’'Espresso hold 70% and 30% of the shares of Persidera
respectively.

Persidera is an independent network operator in Italy, with five digital multiplexes and nationwide high-
coverage infrastructure, based on next generation technologies. It will be the primary supplier for the
leading non-integrated national and foreign television content providers operating on the Italian market.
The transaction will also enable industrial synergies.

The accounting effects of the business combination may be summarized as follows:

e the valuation of the consideration is 40 million euros and corresponds to the value of the capital
increase of Persidera to the seller Gruppo Editoriale L’Espresso on June 30, 2014;

o all the Assets acquired and Liabilities assumed of the acquired company have been measured at fair
value for their recognition. In addition to the value of the Assets acquired and the Liabilities
assumed, goodwill has been recognized, amounting to 8 million euros, calculated as detailed in the
following table:

(millions of euros) Fair Value Amounts
Valuation of consideration (a) 40
Value of assets acquired (b) 71
Value of liabilities assumed (c) (39)
Goodwill (a-b-c) 8
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Rete A - values at the acquisition date

(millions of euros) Fair Value Carrying Amounts
Amounts

Goodwill 8

Other non-current assets 64 45

Current assets 7 7

of which Cash and cash equivalents

Total assets (a) 79 52

Total non-current liabilities 12 6

of which Non-current financial liabilities

Total current liabilities 27 27

of which Current financial liabilities 21 21
Total liabilities (b) 39 33
Net assets (a-b) 40 19

If the acquisition had been completed on January 1, 2014, the consolidated financial statements at
December 31, 2014 of the Telecom Italia Group would have reported higher Revenues of around 10
million euros and higher Operating profit (loss) (EBIT) of around 1 million euros.

Acquisition of control of Trentino NGN S.r.L.

On February 28, 2014, Telecom ltalia S.p.A. acquired control of Trentino NGN S.r.l., of which it already
held 41.07%. The price paid was 17 million euros, bringing the stake in Trentino NGN S.r.l. up to 97.4%.
The ownership interest held before the acquisition of control, previously measured using the equity
method, was remeasured at fair value at the date of acquisition of control and amounted to
approximately 36 million euros.

The fair value of net assets acquired corresponded to the carrying amount of the assets and the
acquisition of control did not result in the recognition of any goodwill.

In the second half of 2014, the percentage ownership further increased to 99.3%.

(millions of euros) Fair Value Amounts
Valuation of consideration (a) 17
Fair value of the ownership interest held before the acquisition of control (b) 36
Total (c=a+th) 53
Net value of assets acquired (d) 53
Goodwill (c-d)
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Trentino NGN - values at the date of acquisition of control

(millions of euros) Current Carrying
amounts at Amounts
fair value

Goodwill - -
Other non-current assets 36 36
Current assets 17 17
of which Cash and cash equivalents 8 8
Total assets (a) 53 53
Total non-current liabilities - -
Total current liabilities - -
Total liabilities (b) - -
Net assets (a-b) 53 53

If the acquisition had been completed on January 1, 2014, the consolidated financial statements at
December 31, 2014 of the Telecom Italia Group would not have reported any change in Revenues and

Operating profit (loss) (EBIT) with respect to those presented in this Annual Financial Report.
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NOTE 5

GOODWILL

Goodwill shows the following breakdown and changes during 2013 and 2014:

(millions of euros) 12/31/2012 ‘ Discontinued Increase Decrease | Impairments Exchange | 12/31/2013
operations differences
Domestic 30,630 (2,187) 28,443
Core Domestic 30,215 (2,187) 28,028
International Wholesale 415 415
Brazil 1,759 (291) 1,468
Argentina - - -
Media 21 21
Other Operations - -
Total 32,410 - - - (2,187) (291) 29,932
(millions of euros) 12/31/2013 ‘ Increase Decrease Impairments Exchange | 12/31/2014
differences
Domestic 28,443 28,443
Core Domestic 28,028 3 28,031
International Wholesale 415 (3) 412
Brazil 1,468 3 1,471
Media 21 8 29
Other Operations - -
Total 29,932 8 - - 3 29,943

The increase of 11 million euros recognized in 2014 was attributable to:

e 8 million euros relating to the Media Business Unit following the recognition of goodwill resulting
from the acquisition of control and consequent consolidation of Rete A S.p.A. (then merged into
Persidera S.p.A.), and 3 million euros due to the exchange differences relating to the goodwill of the

Brazil Business Unit;

e the increases and decreases, relating respectively to Core Domestic and International Wholesale,
are connected to the assignment of a portion of goodwill following the transfer by Telecom Italia
Sparkle S.p.A. to Telecom ltalia S.p.A. of the entire investment held in Telecom Italia San Marino.

With effect from the consolidated financial statements at December 31, 2013, the interest held in the
Sofora - Telecom Argentina group was classified under Discontinued operations.
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The gross carrying amounts of goodwill and the relative accumulated impairment losses from January 1,
2004 (date of allocation to the Cash Generating Units) to December 31, 2014 and 2013 can be
summarized as follows:

12/31/2014 12/31/2013

(millions of euros) Gr?ss A<_:cum_u|ated r_det Gr?ss A?cum.ulated Itlet
carrying impairment carrying carrying impairment carrying

amount losses amount amount losses amount

Domestic 42,251 (13,808) 28,443 42,251 (13,808) 28,443
Core Domestic 41,833 (13,802) 28,031 41,830 (13,802) 28,028
International Wholesale 412 - 412 415 - 415
Olivetti 6 (6) - 6 (6) -
Brazil 1,478 (7) 1,471 1,475 (7) 1,468
Media 189 (160) 29 181 (160) 21
Other Operations - - - - - -
Total 43,918 (13,975) 29,943 43,907 (13,975) 29,932

Following its classification as Discontinued Operations, the Sofora - Telecom Argentina group is no longer a Business Unit, therefore,
the relative amounts are no longer stated (goodwill allocated to the unit, totaling 979 million Argentine pesos, was written down
completely in 2012).

Goodwill allocated to the Brazil Business Unit is stated in euros, converted at the spot exchange rate at
the closing date of the financial statements. The gross carrying amount of goodwill for the Brazil
Business Unit corresponds to 4,742 million Brazilian reais.

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.

The impairment test at December 31, 2014 was carried out on two levels. At a first level, an estimate
was made of the recoverable amount of the individual Cash Generating Units (or groups of units) to
which goodwill is allocated; at a second level the group was considered as a whole.

The Cash Generating Units (or groups of units) to which goodwill has been allocated are the following:

Segment ‘ Cash Generating Units (or groups of units)

Domestic Core Domestic
International Wholesale

Brazil Tim Brasil group
Media Telecom Italia Media Group

The value used to determine the recoverable amount of the Cash Generating Units (or groups of units) to
which goodwill has been allocated is the value in use for the CGUs of the Domestic segment; the
recoverable amount of the Brazil and Media CGUs is instead based on market capitalization (fair value).

The impairment test at December 31, 2014, with continuity of method, did not reveal any impairment
loss, as the estimate of the recoverable amount of all the CGUs examined was higher than their carrying
amount. With regard in particular to the amount of goodwill allocated to the Core Domestic CGU this
amount includes the goodwill directly attributable to the copper access network of 10.6 billion euros.
This amount derives from the difference between the value of the copper access network reconstructed
on the basis of resolution 747/13/CONS (of 14.9 billion euros) and its net carrying amount (of 4.3
billion euros).

The main variables that had a significant influence on the value in use, for the two CGUs for which this
value is used (Core Domestic and International Wholesale), are detailed in the table below:
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Core Domestic International Wholesale

EBITDA Margin (EBITDA/revenues) EBITDA Margin (EBITDA/revenues)
during the period of the plan during the 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

In keeping with the new procedure already adopted for the annual impairment test, the estimate of the
value in use for the Core Domestic CGU is based on the analytical forecasts of plan cash flows (2015-
2017) extended to cover a time period of five years (2015-2019).

For the estimate of the value in use of the Core Domestic CGU, the analytical forecasts of EBITDA -
Capex flows used over the plan period were brought within the range of the analyst forecasts produced
following the announcement of the industrial plan, after having taken account of downside scenarios
with respect to the plan scenarios.

The estimate of the value in use for the International Wholesale CGU was also based on an explicit time
period of five years, consisting of the forecasts of the 2015-2017 industrial plan extended for an

additional two years (covering the period 2015-2019), in line with the approach adopted for the Core
Domestic CGU.

The nominal growth rates used to estimate the terminal value are the following:

Core Domestic International Wholesale

+0.0% +0.0%

In particular, the growth rates for the CGUs of the Domestic segment are in line with the range of growth
rates applied by the analysts who follow Telecom lItalia shares (even though they are lower than the
median of the analysts' forecasts that can be gathered from reports published after the presentation of
the industrial 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
analysts' terminal year forecasts (equal to 19.06%) was used.

The cost of capital was estimated by considering the following:

e the criterion applied was the Capital Asset Pricing Model - CAPM estimate (the criterion used by the
Group to estimate the value in use 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; for the Core Domestic CGU, a Group
target financial structure was assumed in line with the average of the European telephone
incumbents, including Telecom ltalia;

o the Beta coefficient for the Core Domestic CGU and the International Wholesale CGU 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 (Core Domestic CGU Beta coefficient = 1.15;
International Wholesale CGU Beta coefficient = 0.80 (unlevered Beta));

o for the Core Domestic CGU a base estimate of weighted average cost of capital (WACC) was used.

On the basis of these elements, the post-tax and pre-tax weighted average cost of capital and the
related capitalization rates (WACC-g) have been estimated for each Cash Generating Unit as follows:
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Core Domestic International Wholesale

% %
WACC post tax 7.00 6.90
WACC post tax - g 7.00 6.90
WACC pre tax 9.99 10.08
WACC pre tax - g 9.99 10.08

The differences between the value in use and the carrying amounts before impairment test at December
31, 2014 for the two CGUs considered amounted to:

(millions of euros) Core Domestic International Wholesale

Difference between values in use and carrying amounts +2,136 + 122

For purposes of the sensitivity analysis, four principal variables were considered for the two CGUs whose
value in use is in excess of the carrying amount: the WACC pre-tax discount rate, the growth rate in the
terminal value (g), the compound annual growth rate of EBITDA (CAGR '14-‘19 Core Domestic; CAGR '14-
'19 International Wholesale) and capital expenditures in proportion to revenues (capex/revenues). The
following tables show the values of the key variables used in estimating the value in use and the
changes in those variables needed to render the recoverable amount of the respective CGUs equal to
their carrying amount.

VALUE OF KEY VARIABLES USED IN ESTIMATING THE VALUE IN USE

Core Domestic International Wholesale

% %

Pre-tax discount rate 9.99 10.08
Long-term growth rate (g) (] (]
Compound Annual Growth Rate (CAGR) of EBITDA 1.41 -12.21
Capital expenditures rate (Capex/Revenues) from 19.16 to 25.04 from 4.30t0 6.78

CHANGES IN KEY VARIABLES NEEDED TO RENDER THE RECOVERABLE AMOUNT
EQUAL TO THE CARRYING AMOUNT

Core Domestic International Wholesale

% %

Pre-tax discount rate +0.49 +1.46
Long-term growth rate (g) -0.72 -2.30
Compound Annual Growth Rate (CAGR) of EBITDA -1.04 -3.28
Capital expenditures rate (Capex/Revenues) +1.55 +1.15

A second level impairment test was then conducted to test for impairment at the level of the entire
Group, in order to include the Central Functions and the financial Cash Generating Units of the Group
without any goodwill allocation (Olivetti). The total recoverable amount of all the Cash Generating Units
of the Group was compared to the carrying amount of the total operating capital referring to the same
units/segments post-first level impairment testing. No impairment losses were recorded at this
additional level of testing.
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NOTE 6

OTHER INTANGIBLE ASSETS

Other intangible assets increased by 547 million euros compared to December 31, 2013. Details of the
breakdown and movements are as follows:

(millions of euros) 12/31/2012 | Discontinued Additions Amortization Impairment Disposals | Exchange Other | 12/31/2013
operations (losses) / differences changes
reversals

Industrial patents and
intellectual property rights 2,335 1,262 (1,392) - (1) (159) 287 2,332
Concessions, licenses,
trademarks and similar rights 3,170 (664) 236 (369) (132) 1,153 3,394

of which Licenses with an

indefinite useful life 378 (378) - -
Other intangible assets with a
finite useful life 795 (565) 281 (251) (4) 1 257
Work in progress and advance
payments 1,627 116 (4) 2) (1,440) 297
Total 7,927 (1,229) 1,895 (2,012) - (5) (297) 1 6,280
(millions of euros) 12/31/2013 Additions Amortization Impairment Disposals Exchange | Capitalized Other | 12/31/2014

(losses) / differences borrowing changes
reversals costs

Industrial patents and
intellectual property rights 2,332 991 (1,297) (2) 199 2,223
Concessions, licenses,
trademarks and similar rights 3,394 90 (370) (60) 26 40 3,120

of which Licenses with an

indefinite useful life - =
Other intangible assets with a
finite useful life 257 63 (187) 1 134
Work in progress and
advance payments 297 1,278 (1) (30) 5 (199) 1,350
Total 6,280 2,422 (1,854) - (61) (5) 40 6,827

Additions in 2014 included 310 million euros of internally generated assets (307 million euros in 2013).
Further details are provided in the Note “Internally generated assets”.
Other net changes were essentially attributable to the effects of the acquisition of control of Rete A now
merged into Persidera S.p.A. (Media Business Unit) on June 30, 2014.

Industrial patents and intellectual property rights at December 31, 2014 consisted mainly of
application software purchased outright and user license rights acquired, amortized over a period
between 2 and 5 years. They mainly related to Telecom lItalia S.p.A. (1,251 million euros) and to the
Brazil Business Unit (938 million euros).

Concessions, licenses, trademarks and similar rights at December 31, 2014 mainly related to:
e the remaining cost of telephone licenses and similar rights (2,130 million euros for Telecom ltalia

S.p.A. and 427 million euros for the Brazil Business Unit);

e Indefeasible Rights of Use - IRU (275 million euros) mainly relating to companies of the Telecom
Italia Sparkle group (International Wholesale);
e the television frequencies of the Media Business Unit (134 million euros) which include the effects
of the recent acquisition of Rete A whose frequencies measured at fair value amounted to
approximately 38 million euros. The expiry of the user licenses for the frequencies used for digital
terrestrial transmission held by Persidera S.p.A. was rescheduled as a result of their definitive
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assignment up to 2032. Accordingly, the amortization period will end in that year instead of in 2028,
without significant impacts on either the current or future periods.

The net carrying amount of telephone licenses and similar rights, totaling 2,557 million euros, and their
useful lives are detailed below:

Type Net carrying amount at Amortization Amortization charge for
12/31/2014 period in years 2014
(millions of euros) (millions of euros)

Telecom Italia S.p.A.:

UuMTS 940 18 134
UMTS 2100 MHz 52 12

Wireless Local Loop 2 15

WiMax 8 15

LTE 1800 MHz 129 18

LTE 800 MHz 900 17 60
LTE 2600 MHz 99 17 7
Tim Brasil group:

GSM and 3G (UMTS) 330 815 97
4G (LTE) 97 15 10

Other intangible assets with a finite useful life at December 31, 2014 essentially consisted of 114
million euros of capitalized subscriber acquisition costs (SAC) connected with certain commercial deals
offered by Telecom lItalia S.p.A.. Subscriber acquisition costs are amortized over the underlying minimum
contract period (between 24 or 30 months).

In this regard, from this year, Telecom Italia S.p.A. new market strategy is aimed at gradually ending the
subsidizing of handsets in “bundle deals”. The decision to use subsidies as a purchasing incentive was
part of a market scenario where the prices of next generation handsets were very high. It was therefore
crucial, in order to aid penetration and spread of services, for deals to be combined with the subsidized
sale of next generation devices. The market has evolved, with ever-increasing development and use of
cutting edge handsets providing access to new services at more affordable prices. Accordingly, a plan
has been formulated for the gradual reduction in subsidies, effectively eliminating them in offers
targeted at segments that provide lower contributions in terms of ARPU. In 2013 the capitalized handset
subsidies amounted to 188 million euros.

Work in progress and advance payments, showed an increase of 1,053 million euros mainly due to the
recognition of the value of the user right for the 700 MHz frequencies awarded to the Tim Brasil group at
the end of 2014, which will enable it to offer fourth Generation technology mobile services (4G). The
assignment of the license also resulted in the assumption of the obligation to participate in the
consortium that will carry out the cleaning up of the 700 MHz spectrum, currently used by television
broadcasters. The investment for the two components is around 929 million euros (in addition to the
transaction costs of around 7 million euros).

Since the assets require a period of more than 12 months to be ready for use, borrowing costs of 5
million euros have been capitalized, as they are directly attributable to the acquisition. The rate used for
the capitalization of borrowing costs is 11.36%.

Capitalized borrowing costs have been recorded as a direct reduction of the item “interest expenses to
banks”.

Amortization and impairment losses are recorded in the income statement as components of the
operating result.
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The gross carrying amount, accumulated impairment losses and accumulated amortization at December

31, 2014 and 2013 can be summarized as follows:

12/31/2013

(millions of euros) Gross | Accumulated | Accumulated Net
carrying impairment | amortization | carrying

amount losses amount

Industrial patents and intellectual property rights 12,597 (8) (10,257) 2,332
Concessions, licenses, trademarks and similar rights 6,387 (234) (2,759) 3,394
Other intangible assets with a finite useful life 783 - (526) 257
Work in progress and advance payments 299 (2) 297
Total intangible assets with a finite useful life 20,066 (244) (13,542) 6,280
Total Other intangible assets 20,066 (244) (13,542) 6,280

12/31/2014

(millions of euros) Gross | Accumulated Accumulated Net
carrying impairment amortization | carrying

amount losses amount

Industrial patents and intellectual property rights 12,831 (7) (10,601) 2,223
Concessions, licenses, trademarks and similar rights 6,498 (266) (3,112) 3,120
Other intangible assets with a finite useful life 668 - (534) 134
Work in progress and advance payments 1,352 (2) 1,350
Total intangible assets with a finite useful life 21,349 (275) (14,247) 6,827
Total Other intangible assets 21,349 (275) (14,247) 6,827

Impairment losses on “Concessions, licenses, trademarks and similar rights,” relating mainly to
reporting periods prior to 2004, refer to the Indefeasible Rights of Use (IRU) for the transmission
capacity and cables for international connections acquired by the LanMed group. The change shown is
essentially due to the translation into euros of accounts denominated in U.S. dollars.
The item “Other intangible assets with a finite useful life”, includes gross disposals of 177 million euros
of Telecom ltalia S.p.A. connected with Subscriber Acquisition Costs (SAC) that have been fully

amortized.
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NOTE 7/
TANGIBLE ASSETS (OWNED AND UNDER
FINANCE LEASES)

PROPERTY, PLANT AND EQUIPMENT OWNED

Property, plant and equipment owned increased by 245 million euros compared to December 31, 2013.
The breakdown and movements are as follows:

(millions of euros) 12/31/2012 | Discontinued Additions | Depreciation Impairment Disposals |  Exchange Other | 12/31/2013
operations (losses) / differences changes
reversals
Land 232 (93) (1) (3) 135
Buildings (civil and industrial) 698 (282) 12 (44) (1) (4) 1 380
Plant and equipment 11,837 (876) 1,986 (2,166) (14) (414) 241 10,594
Manufacturing and
distribution equipment 39 (3) 14 (14) - 5 a1
Other 677 (191) 155 (194) (5) (30) 42 454
Construction in progress and
advance payments 982 (236) 296 - (1) (43) (303) 695
Total 14,465 (1,681) 2,463 (2,418) - (22) (494) (14) 12,299
(millions of euros) 12/31/2013 Additions Depreciation Impairment Disposals Exchange | Otherchanges | 12/31/2014
(losses) / differences
reversals
Land 135 (1) (3) 131
Buildings (civil and industrial) 380 8 (41) (34) 6 320
Plant and equipment 10,594 1,913 (2,075) (10) 481 10,912
Manufacturing and distribution
equipment 41 13 (14) 40
Other 454 91 (176) (3) 74 440
Construction in progress and
advance payments 695 501 (1) 3 (497) 701
Total 12,299 2,526 (2,306) 1) (51) 13 64 12,544

Land comprises both built-up land and available land and is not subject to depreciation. The balance at
December 31, 2014 mainly related to Telecom ltalia S.p.A. (112 million euros).

Buildings (civil and industrial) almost exclusively includes buildings for industrial use hosting telephone
exchanges or for office use, and light constructions. The figure at the end of 2014 was mainly
attributable to Telecom lItalia S.p.A. (267 million euros). Disposals, of 34 million euros, mainly related to
the sale of a property located in Milan.

Plant and equipment includes the aggregate of all the structures used for the functioning of voice and
data telephone traffic. The figure at December 31, 2014 was mainly attributable to Telecom lItalia S.p.A.
(8,156 million euros) and to companies of the Brazil Business Unit (2,362 million euros).

Manufacturing and distribution equipment consists of instruments and equipment used for the
running and maintenance of plant and equipment; the amount was in line with the end of the prior year
and primarily related to Telecom lItalia S.p.A..

The Media Business Unit, also as a result of the merger by absorption of Rete A S.p.A. into Persidera
S.p.A., has re-estimated the useful life of the transceivers (mainly set at 6 years) bringing it to 10 years.
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This change resulted in a reduction in the amortization charge for the year 2014 of 10 million euros,
with an expected reduction in 2015 and 2016 of 7 and 4 million euros respectively.

The item Other mainly consists of hardware for the functioning of the Data Center and for work stations,
furniture and fixtures and, to a minimal extent, transport vehicles and office machines.

Construction in progress and advance payments refer to the internal and external costs incurred for
the acquisition and internal production of tangible assets, which are not yet in use.

Additions in 2014 included 278 million euros of internally generated assets (236 million euros in 2013).
Further details are provided in the Note “Internally generated assets”.

Depreciation, impairment losses and reversals have been recorded in the income statement as
components of the operating result.

Depreciation for the years 2014 and 2013 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%

The gross carrying amount, accumulated impairment losses and accumulated depreciation at December
31, 2014 and 2013 can be summarized as follows:

12/31/2013

(millions of euros) Gross Accumulated | Accumulated Net
carrying impairment | depreciation | carrying

amount losses amount

Land 135 135
Buildings (civil and industrial) 1,424 (2) (1,042) 380
Plant and equipment 64,370 (51) (53,725) 10,594
Manufacturing and distribution equipment 276 (1) (234) 41
Other 3,866 3) (3,409) 454
Construction in progress and advance payments 696 (1) - 695
Total 70,767 (58) (58,410) 12,299

12/31/2014

(millions of euros) Gross | Accumulated Accumulated Net
carrying impairment depreciation | carrying

amount losses amount

Land 132 (1) 131
Buildings (civil and industrial) 1,388 (2) (1,066) 320
Plant and equipment 65,911 (58) (54,941) 10,912
Manufacturing and distribution equipment 283 (1) (242) 40
Other 3,999 (2) (3,557) 440
Construction in progress and advance payments 702 (1) 701
Total 72,415 (65) (59,806) 12,544

With regard to the gross carrying amounts of tangible assets, in 2014 Telecom ltalia S.p.A. carried out
disposals for a gross carrying amount of 845 million euros mainly in relation to fully depreciated assets.
Disposals mainly involved plant and equipment (779 million euros), including, in particular, disposals for
the replacement of mobile network transmission systems (275 million euros); disposals of subscriber
connection units (63 million euros); and disposals of fixed-line/mobile switching systems (150 million
euros).
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ASSETS HELD UNDER FINANCE LEASES

Assets held under finance leases decreased by 77 million euros compared to December 31, 2013. The
breakdown and movements are as follows:

(millions of euros) 12/31/2012 Discontinued Additions | Depreciation Other | 12/31/2013
operations changes
Buildings (civil and industrial) 972 - 21 (117) 7 883
Other 17 (8) 2 (6) - 5
Construction in progress and
advance payments 25 - 19 (12) 32
Total 1,014 (8) 42 (123) (5) 920
(millions of euros) 12/31/2013 Additions Depreciation Other | 12/31/2014
changes
Buildings (civil and industrial) 883 19 (120) 31 813
Other 5 1 (4) 2
Construction in progress and advance payments 32 16 (20) 28
Total 920 36 (124) 11 843

The item Buildings (civil and industrial) includes buildings under long rent contracts and related
building adaptations, almost exclusively attributable to Telecom lItalia S.p.A.. With regard to the latter,
the other changes include the positive amount of 21 million euros resulting from the revision of lease
contracts.

Other essentially comprises the capitalization of finance leases of Data Center hardware.

Depreciation and impairment losses are recorded in the income statement as components of the
operating result.

The gross carrying amount, accumulated impairment losses and accumulated depreciation at December
31, 2014 and 2013 can be summarized as follows:

12/31/2013
(millions of euros) Gross Accumulated | Accumulated Net
carrying impairment | depreciation | carrying
amount losses amount
Buildings (civil and industrial) 2,106 (27) (1,196) 883
Other 90 - (85) 5
Construction in progress and advance payments 32 - - 32
Total 2,228 (27) (1,281) 920
12/31/2014
(millions of euros) Gross | Accumulated Accumulated Net
carrying impairment depreciation | carrying
amount losses amount
Buildings (civil and industrial) 2,141 (27) (1,301) 813
Other 91 (89) 2
Construction in progress and advance payments 28 28
Total 2,260 (27) (1,390) 843
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At December 31, 2014 and 2013, finance lease payments due in future years and their present value

are as follows:

12/31/2014

Present value of

12/31/2013

Minimum lease

Present value

- Minimum lease . payments of minimum
(millions of euros) minimum lease
payments lease
payments
payments
Within 1 year 216 191 215 194
From 2 to 5 years 879 566 ' 882 582
Beyond 5 years 560 249 | 741 379
Total 1,655 1,006 | 1,838 1,155
(millions of euros) 12/31/2014 12/31/2013
Future net minimum lease payments 1,655 1,838
Interest portion (649) (683)
Present value of lease payments 1,006 1,155
Finance lease liabilities 1,153 1,293
Financial receivables for lease contracts (147) (138)
Total net finance lease liabilities 1,006 1,155

At December 31, 2014, the inflation adjustment to finance lease payments was 38 million euros (35

million euros at December 31, 2013) and related to Telecom ltalia S.p.A..
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NOTE 8
INVESTMENTS

Investments accounted for using the equity method consisted exclusively of investments in associates.
They amounted to 36 million euros (65 million euros at December 31, 2013) and were broken down as

follows:
(millions of euros) 12/31/2012 Additions Disposals and Valuation using Other changes | 12/31/2013
reimbursements equity method
of capital
Trentino NGN S.r.l. 25 25
Tiglio | 15 (1) 14
Tiglio Il 1 1
Other 24 1 25
Total 65 - - - - 65
(millions of euros) 12/31/2013 Additions Disposals and Valuation using Other changes | 12/31/2014
reimbursements equity method
of capital
Trentino NGN S.r.l. 25 (25) =
Tiglio | 14 (6) 8
Tiglio Il 1
Other 25 1 27
Total 65 1 - (5) (25) 36

As a result of the acquisition of control of the interest in Trentino NGN, on February 28, 2014, the
company is now consolidated on a line-by-line basis.
The amount held prior to acquisition of control has been remeasured at fair value at the acquisition
date, resulting in a positive impact of 11 million euros on the separate consolidated income statement

for the period.

The list of investments accounted for using the equity method is presented in the Note “List of

companies of the Telecom lItalia Group”.

Investments in associates accounted for using the equity method of the Telecom Italia Group are not
material either individually or in aggregate form.
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Investments in structured entities

Telecom Italia Group does not hold investments in structured entities.

Other investments

Other investments refer to the following:

(millions of euros) 12/31/2012 Additions Disposals and Valuation at fair Other changes | 12/31/2013
reimbursements value
of capital
Assicurazioni Generali 3 - 3
Fin.Priv. 10 4 14
Sia 11 11
Other 15 (1) 14
Total 39 - - 4 (1) 42
(millions of euros) 12/31/2013 Additions Disposals and Valuation at fair Other changes | 12/31/2014
reimbursements value
of capital
Assicurazioni Generali 3 - 3
Fin.Priv. 14 1 15
Sia 11 11
Other 14 14
Total 42 - - 1 - 43

In accordance with IAS 39, Other investments represent “Available-for-sale financial assets”.
Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial

instruments”.
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NOTE 9
FINANCIAL ASSETS (NON-CURRENT AND
CURRENT)

Financial assets (non-current and current) were broken down as follows:

(millions of euros) 12/31/2014 12/31/2013

Non-current financial assets

Securities, financial receivables and other non-current financial assets

Securities other than investments 6 6
Financial receivables for lease contracts 92 58
Hedging derivatives relating to hedged items classified as non-current

assets/liabilities of a financial nature 2,163 1,018
Receivables from employees 30 31
Non-hedging derivatives 149 137
Other financial receivables 5 6
Total non-current financial assets (a) 2,445 1,256

Current financial assets

Securities other than investments
Held for trading = -

Held-to-maturity = -

Available-for-sale 1,300 1,348
1,300 1,348

Financial receivables and other current financial assets

Liquid assets with banks, financial institutions and post offices (with
maturity over 3 months) = -

Receivables from employees 12 12
Financial receivables for lease contracts 55 80
Hedging derivatives relating to hedged items classified as current
assets/liabilities of a financial nature 223 173
Non-hedging derivatives 18 7
Other short-term financial receivables 3 11
311 283
Cash and cash equivalents 4,812 5,744
Total current financial assets (b) 6,423 7,375
Financial assets relating to Discontinued operations/Non-current
assets held for sale (c) 165 657
Total non-current and current financial assets (a+b+c) 9,033 9,288

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

Financial receivables for lease contracts refer to:

e Teleleasing lease contracts entered into directly with customers in previous years and for which
Telecom ltalia is the guarantor;

e the portion of rental contracts, with the rendering of accessory services under the “full rent” formula;

e finance leases on rights of use (Brazil Business Unit).

“Hedging derivatives relating to hedged items classified as non-current assets/liabilities of a financial
nature” refer mainly to the mark-to-market component of the hedging derivatives, whereas “Hedging
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derivatives relating to hedged items classified as current assets/liabilities of a financial nature” mainly
consist of accrued income on derivative contracts. Further details are provided in the Note “Derivatives”.

Securities other than investments (included in current assets) relate to listed securities, classified as
available-for-sale due beyond three months. They consist of 254 million euros of Italian treasury bonds
purchased by Telecom lItalia S.p.A. and 656 million euros of ltalian treasury bonds purchased by
Telecom lItalia Finance S.A.; 5 million euros of Italian Treasury Certificates (CCTs) (assigned to Telecom
Italia S.p.A. as the holder of trade receivables, as per Italian Ministry of the Economy and Finance
Decree of December 3, 2012); and 385 million euros of bonds purchased by Telecom lItalia Finance S.A.
with different maturities, all with an active market and consequently readily convertible into cash. The
purchases of the above government bonds and CCTs, which, pursuant to Consob Communication
DEM/11070007 of August 5, 2011, represent investments in “Sovereign debt securities”, have been
made in accordance with the Guidelines for the “Management and control of financial risk” adopted by
the Telecom ltalia Group since August 2012, in replacement of the previous policies in force.

Cash and cash equivalents decreased by 932 million euros compared to December 31, 2013 and were
broken down as follows:

(millions of euros) 12/31/2014 12/31/2013
Liquid assets with banks, financial institutions and post offices 3,224 4,131
Checks, cash and other receivables and deposits for cash flexibility 1 1
Securities other than investments (due within 3 months) 1,587 1,612
Total 4,812 5,744

Cash and cash equivalents at December 31, 2014 do not include amounts relating to the Sofora -
Telecom Argentina group (classified as Discontinued operations), totaling 130 million euros (616 million
euros at December 31, 2013).

The different technical forms of investing available cash at December 31, 2014 can be analyzed as

follows:

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

e counterparty risk: deposits have been made with leading high-credit-quality banks and financial
institutions with a rating of at least BBB- according to Standard & Poor’s with regard to Europe, and
with leading local counterparts with regard to investments in South America;

e Country risk: deposits have been made mainly in major European financial markets.

Securities other than investments (due within 3 months) included 1,585 million euros (1,610 million

euros at December 31, 2013) of Brazilian bank certificates of deposit (Certificado de Depédsito Bancario)

held by the Brazil Business Unit with premier local banking and financial institutions.
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NOTE 10
MISCELLANEOUS RECEIVABLES AND OTHER
NON-CURRENT ASSETS

Miscellaneous receivables and other non-current assets decreased by 36 million euros compared to
December 31, 2013. They included:

(millions of euros) 12/31/2014 Of which | 12/31/2013 Of which
IAS 39 IAS 39

Financial Financial

Instrumen Instrumen

ts ts

Miscellaneous receivables and other non-current assets:

Miscellaneous receivables 584 ‘ 338 782 248
Medium/long-term prepaid expenses 987 ‘ 825
Total 1,571 338 1,607 248

Miscellaneous receivables and other non-current assets amounted to 1,571 million euros (1,607 million
euros at December 31, 2013) and included Income tax receivables of 63 million euros (363 million
euros at December 31, 2013).

Miscellaneous receivables mainly relate to the Brazil Business Unit (512 million euros) including
receivables for court deposits of 310 million euros.

In August 2014, IRES tax receivables, previously recognized under “Miscellaneous receivables” were
sold to Mediocredito Italiano for 303 million euros. More details are provided in the Note “Income tax
expense”.

Medium/long-term prepaid expenses totaled 987 million euros (825 million euros at December 31,
2013) and mainly related to the deferral of costs in connection with the activation of telephone
contracts, essentially attributable to the Domestic Business Unit.

Further details on Financial Instruments are provided in the Note “Supplementary disclosure on financial
instruments”.
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NOTE 11
INCOME TAXES

INCOME TAX RECEIVABLES

Non-current and current income tax receivables at December 31, 2014 amounted to 164 million euros

(486 million euros at December 31, 2013).

Specifically, they consisted of:

e non-current receivables of 63 million euros (363 million euros at December 31, 2013). The figure at
December 31, 2013 included 352 million euros for the Domestic Business Unit for the taxes and
interest resulting from the recognized deductibility from IRES tax of the IRAP tax calculated on labor
costs, relating to years prior to 2012, following the entry into force of Decree Law 16/2012. In
August 2014, part of this receivable was sold to Mediocredito Italiano for 303 million euros and
generated net proceeds of 231 million euros. A total of 53 million euros continue to be recognized,
which include the receivables for the interest component - amounting to 35 million euros - accrued
on the receivable sold. These interest receivables were transferred to Mediocredito Italiano through
a recourse clause, but without any financial advance. As a result the counterparty risk remains with
the Telecom ltalia Group;

e current income tax receivables of 101 million euros (123 million euros at December 31, 2013)
mainly relating to receivables of the Domestic Business Unit companies (83 million euros) and the
Brazil Business Unit companies (17 million euros).

DEFERRED TAX ASSETS AND DEFERRED TAX LIABILITIES

The net balance of 680 million euros at December 31, 2014 (805 million euros at December 31, 2013)
was broken down as follows.

(millions of euros) 12/31/2014 12/31/2013
Deferred tax assets 1,118 1,039
Deferred tax liabilities (438) (234)
Total 680 805

Deferred tax assets mainly consisted of 778 million euros for the Domestic Business Unit (617 million
euros at December 31, 2013) and 276 million euros for the Brazil Business Unit (330 million euros at
December 31, 2013).
Deferred tax liabilities mainly consisted of 149 million euros for the Brazil Business Unit (105 million
euros at December 31, 2013) and 225 million euros for Telecom lItalia Capital (74 million euros at
December 31, 2013).

Since the presentation of deferred tax assets and liabilities in the financial statements takes account of
offsets to the extent that such offsets are legally enforceable, the composition of the gross amounts is
presented below:

(millions of euros) 12/31/2014 12/31/2013
Deferred tax assets 1,402 1,334
Deferred tax liabilities (722) (529)
Total 680 805
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The temporary differences which made up this line item at December 31, 2014 and 2013, as well as
the movements during 2014 were as follows:

(millions of euros) 12/31/2013 | Recognized | Recognized Change in | 12/31/2014
in profit or in equity scope of
loss consolidation
and other
changes
Deferred tax assets:
Tax loss carryforwards 278 (95) 3 186
Derivatives 484 4 193 681
Provision for bad debts 213 (26) 8 195
Provisions 141 (26) 3 118
Provisions for pension fund integration Law
58/92 10 2) 8
Capital grants 4 (1) 3
Taxed depreciation and amortization 138 (21) 117
Other deferred tax assets 66 16 16 (4) 94
Total 1,334 (151) 209 10 1,402
Deferred tax liabilities:
Derivatives (299) (26) (171) (496)
Business combinations - for step-up of net
assets in excess of tax basis (105) (18) 1 (122)
Deferred gains (19) (7) 5 (21)
Accelerated depreciation (36) 6 (30)
Discounting of provision for employee
severance indemnities (30) 1 29 =
Other deferred tax liabilities (40) 1 (6) (8) (53)
Total (529) (43) (143) (7) (722)
Total Net deferred tax assets (liabilities) 805 (194) 66 3 680

The expirations of deferred tax assets and deferred tax liabilities at December 31, 2014 were as follows:

(millions of euros) Within 1 year Beyond 1 year Total at

12/31/2014
Deferred tax assets 393 1,009 1,402
Deferred tax liabilities (36) (686) (722)
Total Net deferred tax assets (liabilities) 357 323 680

At December 31, 2014, the Telecom Italia Group had unused tax loss carryforwards of 3,186 million
euros, mainly relating to the Brazil Business Unit and the companies Telecom lItalia Finance and
Telecom ltalia International, with the following expiration dates:

Year of expiration (millions of euros)
2015 -
2016 1
2017 2
2018 1
2019 3
Expiration after 2019 148
Without expiration 3,031
Total unused tax loss carryforwards 3,186

Tax loss carryforwards considered in the calculation of deferred tax assets amounted to 557 million
euros at December 31, 2014 (869 million euros at December 31, 2013) and mainly referred to the
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Brazil Business Unit. Deferred tax assets are recognized when it is considered probable that taxable
income will be available in the future against which the tax losses can be utilized.

On the other hand, deferred tax assets of 802 million euros (803 million euros at December 31, 2013)
have not been recognized on 2,629 million euros of tax loss carryforwards since, at this time, their
recoverability is not considered probable.

At December 31, 2014, deferred tax liabilities have not been recognized on approximately 1 billion
euros of tax-suspended reserves and undistributed earnings of subsidiaries, because the Telecom ltalia
Group is in a position to control the timing of the distribution of those reserves and it is probable that
those accumulated earnings will not be distributed in the foreseeable future. The contingent liabilities
relating to taxes that should be recognized when these reserves are distributed are in any case not
significant.

INCOME TAX PAYABLES

Income tax payables amounted to 95 million euros (75 million euros at December 31, 2013). They were
broken down as follows:

(millions of euros) 12/31/2014 12/31/2013
Income tax payables:
non-current 59 55
current 36 20
Total 95 75

Specifically, the non-current portion, amounting to 59 million euros, related entirely to the Brazil
Business Unit, while the current portion, amounting to 36 million euros, related primarily to the Brazil
Business Unit (23 million euros).

INCOME TAX EXPENSE

Income tax expense amounted to 1,218 million euros, also including income taxes on Discontinued
operations, and decreased by 118 million euros compared to 2013 (1,336 million euros).

Details are as follows:

(millions of euros) 2014 2013
Current taxes for the year 802 ‘ 925
Net difference in prior years estimates (68) ‘ (93)
Total current taxes 734 | 832
Deferred taxes 194 279
Total taxes on continuing operations (a) 928 ‘ 1,111
Total taxes on Discontinued operations/Non-current assets held for ‘

sale (b) 290 225
Total income tax expense for the year (a+b) 1,218 ‘ 1,336
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The reconciliation between the theoretical tax expense, using the IRES tax rate in force in ltaly (27.5%),

and the effective tax expense for the years ended December 31, 2014 and 2013 is the following:

(millions of euros) 2014 2013
Profit (loss) before tax
From continuing operations 2,347 532
From Discontinued operations/Non-current assets held for sale 831 566
Total profit (loss) before tax 3,178 1,098
Theoretical income tax 874 302
Income tax effect on increases (decreases) in variations:
Tax losses of the year not considered recoverable 11 17
Tax losses from prior years not recoverable (recoverable) in future years 2) (10)
Non-deductible costs 69 60
Non-deductible goodwill impairment charge = 601
Other net differences 30 95
Effective income tax recognized in income statement, excluding IRAP tax 982 1,065
IRAP tax 236 271
Total effective income tax recognized in income statement 1,218 1,336

The impact of IRAP tax is not taken into consideration in order to avoid any distorting effect, since such

tax only applies to Italian companies and is calculated on a tax base other than pre-tax profit.
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NOTE 12
INVENTORIES

Inventories decreased by 52 million euros compared to December 31, 2013 and consisted of the
following:

(millions of euros) 12/31/2014 12/31/2013
Raw materials and supplies 1 2
Work in progress and semifinished products 4 3
Finished goods 308 360
Total 313 365

Inventories mainly consisted of 231 million euros for the Domestic Business Unit (273 million euros at
December 31, 2013) and 82 million euros for the companies of the Brazil Business Unit (92 million
euros at December 31, 2013).

Within the Domestic Business Unit the following is noted in particular: 111 million euros for Telecom
Italia S.p.A. (154 million euros at December 31, 2013), 88 million euros for Olivetti S.p.A. (74 million
euros at December 31, 2013). The inventories mainly consist of equipment, handsets and relative fixed
and mobile telecommunications accessories, as well as office products, specialized printers and gaming
terminals.

In 2014, inventories were written down by 7 million euros (6 million euros in 2013), mainly to adjust the
carrying amount of fixed and mobile equipment and handsets for marketing to their estimated realizable
value.

No inventories are pledged as collateral.
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NOTE 13
TRADE AND MISCELLANEOUS RECEIVABLES AND
OTHER CURRENT ASSETS

Trade and miscellaneous receivables and other current assets increased by 226 million euros compared
to December 31, 2013 and are composed of the following;:

(millions of euros) 12/31/2014 of which IAS| 12/31/2013 | of which IAS
39 39
Financial Financial
Instruments Instruments
Amounts due on construction contracts 58 45

Trade receivables:

Receivables from customers 3,300 3,300 3,269 3,269
Receivables from other telecommunications operators 774 774 675 675
4,074 4,074 3,944 3,944
Miscellaneous receivables and other current assets:
Other receivables 911 183 898 201
Trade and miscellaneous prepaid expenses 572 502
1,483 183 1,400 201
Total 5,615 4,257 5,389 4,145

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 and other current
assets” at December 31, 2014 and December 31, 2013 was as follows:

overdue:
(millions of euros) 12/31/2014 Total Total 0-90 91-180 | 181-365 More
current | overdue days days days | than 365
days
Trade and miscellaneous
receivables and other current
assets 4,257 3,330 927 309 151 184 283
overdue:
(millions of euros) 12/31/2013 Total Total 090| 91-180| 181-365 More
current | overdue days days days | than 365
days
Trade and miscellaneous
receivables and other current
assets 4,145 3,141 1,004 332 174 217 281

The change in current receivables compared to December 31, 2013 (+189 million euros) essentially
related to Telecom ltalia S.p.A. and were mainly due to the lower amount of sales of receivables due
from other operators.

“Overdue” receivables decreased by 77 million euros compared to December 31, 2013, as a result of
the reduction in receivables due within 365 days. This performance was influenced by the improvement
in collection capability and the performance of sales, together with additional write-offs.

Trade receivables amounted to 4,074 million euros (3,944 million euros at December 31, 2013) and
were net of the provision for bad debts of 685 million euros (776 million euros at December 31, 2013).
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They included 114 million euros (99 million euros at December 31, 2013) of medium/long-term
receivables from customers, principally in respect of agreements for the sale of Indefeasible Rights of
Use (IRU).

Trade receivables mainly related to Telecom lItalia S.p.A. (2,515 million euros) and the Brazil Business
Unit (1,107 million euros).

Movements in the provision for bad debts were as follows:

(millions of euros) 12/31/2014 12/31/2013
At January 1 776 910
Provision charges to the income statement 272 272
Utilization and decreases (364) (344)
Discontinued operations = (32)
Exchange differences and other changes 1 (30)
At December 31 685 776

The provision for bad debts consists of write-downs of specific receivables of 308 million euros (359
million euros at December 31, 2013) and write-downs made on the basis of average uncollectibility of
377 million euros (418 million euros at December 31, 2013).

Provision charges for bad debts are recorded for specific credit positions that have an element of
individual risk. On credit positions that do not have such characteristics, provision charges are recorded
by customer segment according to the average uncollectibility estimated on the basis of statistics.

Other receivables amounted to 911 million euros (898 million euros at December 31, 2013) and were
net of a provision for bad debts of 101 million euros (98 million euros at December 31, 2013). Details
are as follows:

(millions of euros) 12/31/2014 12/31/2013
Advances to suppliers 65 50
Receivables from employees 24 23
Tax receivables 529 435
Sundry receivables 293 390
Total 911 898

Tax receivables included 495 million euros relating to the Brazil Business Unit, largely with reference to
local indirect taxes, and 34 million euros relating to the Domestic Business Unit, partly represented by
credits resulting from tax returns, other taxes and also the VAT receivable on the purchase of cars and
related accessories for which refunds were requested under Legislative Decree 258/2006, converted
with amendments by Law 278/2006.

Sundry receivables mainly included:

« receivables from factoring companies, totaling 135 million euros, of which 61 million euros from
Mediocredito Italiano (an Intesa Sanpaolo group company) and 74 million euros from other factoring
companies;

« receivables from social security and assistance agencies for Telecom ltalia S.p.A. of 69 million euros;

« receivables for the Italian Universal Service (1 million euros). This is a regulated contribution in
relation to the costs arising from Telecom lItalia S.p.A. obligation to provide basic telephone services
at a sustainable price or to offer special rates solely to subsidized users;

o receivables from the Italian State and the European Union (11 million euros) for grants regarding
research and training projects of Telecom Italia S.p.A.;

« miscellaneous receivables due to Telecom ltalia S.p.A. from other licensed TLC operators (48 million
euros).

Trade and miscellaneous prepaid expenses mainly related to building leases, rent and maintenance
payments, as well as the deferral of costs related to contracts for the activation of telecommunications
services. In particular, trade prepaid expenses mainly referring to the Parent (325 million euros for the
deferral of costs attributable to the activation of new contracts, 68 million euros for building leases, 30
million euros for rent and maintenance payments, and 8 million euros for insurance premiums).
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NOTE 14
DISCONTINUED OPERATIONS/NON-CURRENT
ASSETS HELD FOR SALE

Starting from 2013 the Sofora - Telecom Argentina group has been classified under discontinued
operations. Accordingly, the related figures are classified in the consolidated statement of financial
position under “Discontinued operations/Non-current assets held for sale” and “Liabilities directly
associated with Discontinued operations/Non-current assets held for sale”.

At December 31, 2014, the Sofora - Telecom Argentina group’s classification as a disposal group was
confirmed, despite the extension by over a year of the period required for completion of the sale.

The Telecom ltalia Group, in signing the amendment agreements described below, has confirmed its
intention to implement the program for the disposal of the interest in Sofora.

These agreements have substantially confirmed the purchasing counterparty’s obligation to complete or
to ensure the completion of the transaction. The postponement of the date envisaged for the completion
of the sale has been caused by, and is still dependent on, conditions outside the Company’s control,
which could not be reasonably foreseen at the date of signature of the original sale agreement.
It is also noted that, up to the date of completion of the sale of the controlling interest in Sofora, no
substantial change is expected in the governance of the Argentinian companies, and therefore Telecom
Italia, also through its subsidiaries, will continue to have: i) ability to direct the relevant activities of the
investee; ii) the right to the variable results and iii) the ability to use its power over the investee to affect
the amount of the investor’s returns.

AGREEMENTS FOR THE DISPOSAL OF THE SOFORA -
TELECOM ARGENTINA GROUP

On November 13, 2013, the purchase offer, made by the Fintech group, for the entire controlling

interest held in the Sofora - Telecom Argentina group, was accepted by Telecom ltalia S.p.A. and its

subsidiaries Telecom ltalia International N.V. and Tierra Argentea S.A., for a total amount of 960 USD
million.

In implementation of the above-mentioned agreements, on December 10, 2013, the class B shares of

Telecom Argentina and the class B shares of Nortel owned by Tierra Argentea were sold for total amount

of 108.7 USD million. As a result, the Telecom lItalia Group’s economic interest in Telecom Argentina fell

to0 19.30%.

The sale of the Sofora shares held by Telecom Italia S.p.A. and its subsidiary Telecom lItalia International,

on the other hand, is subject to the condition precedent of obtaining the necessary authorizations.

On October 24, 2014, Telecom ltalia signed the amendment agreements of the contract for the sale of

the interest in the Sofora - Telecom Argentina group to Fintech. In particular:

e the first closing took place on October 29, 2014 and, as a result, 17% of the capital of Sofora was
sold. A consideration was received for this closing - also including other related assets - totaling
215.7 USD million. As a result, the Telecom Italia Group’s economic interest in Telecom Argentina
has now equal to 14.47%;

e the sale of the controlling interest of 51% in the capital of Sofora to Fintech is due to take place
within the following two and a half years, subject to approval by the Argentinian regulatory authority;

e the guarantees of performance by Fintech are secured by a pledge made on October 29, 2014 in
favor of Telecom Italia and Telecom ltalia International, on a debt security for the amount of 600.6
USD million issued by Telecom lItalia International and purchased by Fintech.

More specifically,

e If the sale of 51% of Sofora is not completed within two and a half years from the date of completion
of the sale to Fintech of the 17% ownership interest in Sofora (which took place on October 29 this
year), Telecom ltalia may elect to terminate the agreement with Fintech and receive a six-month call
option to purchase (or designate a Telecom ltalia Group company to purchase) from Fintech the 17%
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ownership interest previously sold, at a price corresponding to the fair market value for that

ownership interest, calculated 5 business days prior to the completion of the repurchase based on

the formula contained in the sale agreement signed with Fintech, applied pro-rata to the ownership
interest in question.

Specifically, the fair market value of Sofora will be calculated as follows, based on the market value

of the underlying asset, Telecom Argentina:

— based on the average market capitalization of Telecom Argentina on the NYSE (New York Stock
Exchange) in the 90 days preceding the date of calculation, the value of the ownership interest
held by Nortel in Telecom Argentina shall be calculated applying this percentage to the market
capitalization;

— the resulting value, minus any net financial debt of Nortel, shall give the value of the equity of
Nortel;

— the value of the 100% of the equity of Sofora is then obtained by calculating the value of a share
of 62% of Nortel (which corresponds to an ownership interest representing Sofora’s economic
rights in Nortel (51%) adjusted to take account of the voting rights attached to the Nortel shares
held by Sofora (100% of the votes) and then deducting the net financial debt of Sofora. These
calculation assumptions are in line with the similar calculation formula for fair market value
contained in the current Sofora shareholder agreements.

e As an alternative to the above, if the sale to Fintech of 51% of Sofora is not completed within two
and a half years, Telecom lItalia may elect to pursue a sale (subject to the applicable regulatory
approval) of the remaining controlling interest to a third party buyer. Upon completion of the sale of
51% of Sofora to a third party buyer, any difference between the price paid by the third party and
Fintech’s guarantee of an overall minimum consideration for Telecom ltalia of at least 630.6 million
USD will be allocated as follows:

— if the price paid by the third party buyer is lower than the minimum amount agreed with Fintech
of 630.6 million USD (plus reasonable and documented costs incurred by the Company as part
of the sale to the third party buyer), Fintech shall pay Telecom lItalia that difference;

— if, on the other hand, the price paid by the third party buyer is higher than the minimum amount
agreed with Fintech of 630.6 million USD (plus reasonable and documented costs incurred by
the Company as part of the sale to the third party buyer), Telecom Italia shall pay Fintech an
amount equal to:

— two thirds of the difference between the price paid by the third party buyer and the
minimum amount agreed with Fintech of 630.6 million USD (plus reasonable and
documented costs incurred by the Company as part of the sale to the third party buyer), up
to a maximum price paid by the third party buyer of 750 million USD;

— half of the difference between the price paid by the third party buyer and 750 million USD,
in addition to the amount provided for above, if the price paid by the third party buyer is
higher than 750 million USD.

e If Telecom ltalia is unable to complete a sale to a third party buyer within a further two and a half
years, Telecom lItalia and Fintech may elect to terminate the agreement at any time and at that time
Telecom lItalia will receive a six-month call option to purchase (or designate a Telecom Italia Group
company to purchase) from Fintech the 17% non-controlling interest in Sofora previously sold, under
the same terms and conditions as described in the point above. Fintech will also pay Telecom Italia
an amount of USD 175 million.

e As noted above, under the agreements, Telecom lItalia International N.V. has issued and Fintech has
fully subscribed a security with a value of 600.6 million USD, a term of 6 years and a fixed coupon of
4.325% per year, payable annually.

When the note was issued, it was also pledged in favor of Telecom ltalia International N.V. and
Telecom ltalia S.p.A., as a guarantee of Fintech’s future obligations to those companies under the
sale agreement for the Argentinian assets.

As a result, Telecom ltalia has obtained a loan at prevailing market conditions, given the currency of
the issue and its duration, as well as a guarantee regarding future performance by Fintech.
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The security will be redeemed in full at maturity or upon occurrence of a series of agreed contractual
events that remove the need for the guarantee (for example, the completion of the sale of the
remaining 51% of Sofora). Telecom lItalia International may elect to deduct the value of any payment
obligations not fulfilled by Fintech from the redemption amount.

Telecom ltalia International may also elect at any time, at its absolute discretion, to redeem the
security in advance in whole or in part, subject to a brief notice period.

At the end of July 2014, the Argentinian Government was in default due to having failed to honor certain
commitments relating to its debt contracted in foreign currency. Although this situation is the
consequence of impediments of a technical and legal nature, and the main market indicators are not
any showing signs of other problem issues, this event may nevertheless aggravate the adverse trends in
the Argentinian macroeconomic environment with repercussions on the exchange rate for the local
currency and the level of inflation.

However, the price for the sale of Sofora - Telecom Argentina group was set in US dollars and
consequently in this transaction the Telecom Italia Group is not subject to the risk of changes in the
exchange rate for Argentinian Pesos.

The breakdown of the assets and liabilities of the Sofora - Telecom Argentina group is provided below:

(millions of euros) 12/31/2014 12/31/2013

Discontinued operations/Non-current assets held for sale

of a financial nature 165 657
of a non-financial nature 3,564 ‘ 2,871
Total (a) 3,729 | 3,528

Liabilities directly associated with Discontinued operations/Non-current
assets held for sale

of a financial nature 43 27
of a non-financial nature 1,475 ‘ 1,534
Total (b) 1,518 ‘ 1,561
Net value of the assets related to the disposal group (a-b) 2,211 1,967
of which amounts accumulated through the Comprehensive Income ‘
Statement (1,257) (1,019)
Net value of the assets related to the disposal group attributable to the ‘
Owners of the Parent 307 367
of which amounts accumulated through the Comprehensive Income ‘
Statement (157) (170)
Net value of the assets related to the disposal group attributable to Non- ‘
controlling interests 1,904 1,600
of which amounts accumulated through the Comprehensive Income ‘
Statement (1,100) (849)

The amounts accumulated in Equity through the Comprehensive income statement relate to the
“Reserve for exchange differences on translating foreign operations”, and total -1,257 million euros
(-1,019 million euros at December 31, 2013).
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The assets of a financial nature are broken down as follows:

(millions of euros) 12/31/2014 12/31/2013
Non-current financial assets 30 27
Current financial assets 135 630
Total 165 657
The assets of a non-financial nature are broken down as follows:
(millions of euros) 12/31/2014 12/31/2013
Non-current assets 2,962 2,322
Intangible assets 1,176 825
Tangible assets 1,766 1,473
Other non-current assets 20 24
Current assets 602 549
Total 3,564 2,871
The liabilities of a financial nature are broken down as follows:
(millions of euros) 12/31/2014 12/31/2013
Non-current financial liabilities 25 25
Current financial liabilities 18 2
Total 43 27
The liabilities of a non-financial nature are broken down as follows:
(millions of euros) 12/31/2014 12/31/2013
Non-current liabilities 579 491
Current liabilities 896 1,043
Total 1,475 1,534
[ J—
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The items relating to “Profit (loss) from Discontinued operations/Non-current assets held for sale” within
the separate consolidated income statements are shown below:

(millions of euros)

2014 2013
Income statement effects from Discontinued operations/Non-
current assets held for sale:
Revenues 3,097 3,749
Other income 4 9
Operating expenses (2,296) (2,721)
Depreciation and amortization, gains/losses on disposal of non-current
assets 1 (495)
Net impairment losses on goodwill and other non-current assets (2) (24)
Operating profit (loss) (EBIT) 804 518
Finance income (expenses), net 30 73
Profit (loss) before tax from Discontinued operations/Non-current
assets held for sale 834 591
Income tax expense (290) (213)

Profit (loss) after tax from Discontinued operations/Non-current
assets held for sale (a) 544 378

Other income statement impacts:

Deferred taxes connected to the sale of Sofora - Telecom Argentina

group (b) - (12)
Incidental costs and other minor entries connected to the sale of the

Sofora - Telecom Argentina group () (2) (6)
Other income/(expenses) connected to sales in previous years (d) (1) (19)

Profit (loss) from Discontinued operations/Non-current assets held
for sale (a+b+c+d) 541 341

As required by IFRS 5, the calculation of the depreciation and amortization for the Sofora - Telecom
Argentina group was suspended with effect from its date of classification as a discontinued operation.

The income statement effects relate in particular to:
(millions of euros)

2014 2013
Sofora - Telecom Argentina group 542 | 360
Other discontinued operations (1) ‘ (19)
Total 541 | 341

The Profit (loss) from Discontinued operations/Non-current assets held for sale consisted of 98 million
euros (47 million euros in 2013) attributable to the Owners of the Parent Telecom lItalia S.p.A. and 443
million euros (294 million euros in 2013) to Non-controlling interests.

Also, the consolidated statements of comprehensive income include translation of foreign operations
losses of the Sofora - Telecom Argentina group, of 238 million euros in 2014 (676 million euros in
2013). Consequently, the overall result from Discontinued operations/Non-current assets held for sale
was a positive 303 million euros in 2014 (negative 335 million euros in 2013).
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Within the consolidated statements of cash flows the net impacts, expressed in terms of contribution
to the consolidation, of the “Discontinued operations/Non-current assets held for sale” are broken down
as follows:

(millions of euros)

2014 2013
Discontinued operations/Non-current assets held for sale
Cash flows from (used in) operating activities 467 895
Cash flows from (used in) investing activities (872) (603)
Cash flows from (used in) financing activities (94) (165)
Total (499) 127
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NOTE 15
EQUITY

Equity consisted of:

(millions of euros) 12/31/2014 12/31/2013
Equity attributable to owners of the Parent 18,145 17,061
Non-controlling interests 3,554 3,125
Total 21,699 20,186
The composition of Equity attributable to owners of the Parent is the following:
(millions of euros) 12/31/2014 12/31/2013
Share capital 10,634 10,604
Paid-in capital 1,725 1,704
Other reserves and retained earnings (accumulated losses), including '
profit (loss) for the year 5,786 4,753

Reserve for available-for-sale financial assets 75 ' 39

Reserve for cash flow hedges (637) I (561)

Reserve for exchange differences on translating foreign operations (350) ' (377)

Reserve for remeasurements of employee defined benefit plans (IAS '

19) (96) 132

Share of other profits (losses) of associates and joint ventures '

accounted for using the equity method = -

Sundry reserves and retained earnings (accumulated losses), '

including profit (loss) for the year 6,794 5,520
Total 18,145 | 17,061

Movements in Share capital during 2014, amounting to 10,634 million euros, are shown in the tables

below:

Reconciliation between the number of shares outstanding at December 31, 2013 and December 31,

2014

(number of shares) at12/31/2013 Share issues at12/31/2014 % of share
capital

Ordinary shares issued (a) 13,417,043,525 53,911,926 13,470,955,451 69.09%

less: treasury shares (b) (162,216,387) - (162,216,387)

Ordinary shares outstanding (c) 13,254,827,138 53,911,926 13,308,739,064

Savings shares issued and outstanding (d) 6,026,120,661 - 6,026,120,661 30.91%

Total Telecom Italia S.p.A. shares

issued (a+d)  19,443,164,186 53,911,926 19,497,076,112 100.00%

Total Telecom Italia S.p.A. shares

outstanding (c+d)  19,280,947,799 53,911,926  19,334,859,725
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Reconciliation between the value of outstanding shares at December 31, 2013 and December 31,
2014

(millions of euros) Share capital at Change in share | Share capital
12/31/2013 capital at

12/31/2014

Ordinary shares issued (a) 7,379 30 7,409
less: treasury shares (b) (89) - (89)
Ordinary shares outstanding (c) 7,290 30 7,320
Savings shares issued and outstanding (d) 3,314 - 3,314
Total Telecom Italia S.p.A. shares capital issued (a+d) 10,693 30 10,723
Total Telecom Italia S.p.A. shares capital outstanding (ctd) 10,604 30 10,634

Share capital increased by 30 million euros as a result of the issuance of ordinary shares as part of the
first stage of the “Broad-Based Share Ownership Plan 2014”, approved by the shareholders’ meeting of
Telecom lItalia S.p.A. of April 17, 2013 and initiated in June 2014. For further details see the description
provided in the Note “Equity compensation plans”.

The total amount of ordinary treasury shares at December 31, 2014 was 508 million euros and was
recorded as follows: the part relating to par value (89 million euros) was recognized as a deduction from
share capital issued and the remaining part as a deduction from Other reserves and retained earnings
(accumulated losses), including profit (loss) for the year.

It is noted that, with effect from January 22, 2014, date in which the resolution passed by the
Extraordinary Shareholders’ Meeting of December 20, 2013 was entered in the Companies Register, the
ordinary and savings shares of Telecom lItalia S.p.A. shall be without par value.

SHARE CAPITAL INFORMATION

The Telecom ltalia S.p.A. ordinary and savings shares are listed respectively in Italy (FTSE index) and 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 Group 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. Therefore, in order to
guarantee an adequate remuneration of capital, safeguard company continuity and business
development, the Group constantly monitors the change in debt levels in relation to equity, the level of
net debt and the operating margin of industrial operations.

Telecom ltalia Group Note 15
Consolidated Financial Statements Equity | 219




RIGHTS OF SAVINGS SHARES

The rights of the Telecom ltalia S.p.A. 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 0.55 euros per 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
savings shares have the right to dividends that are higher, than the dividends to which the ordinary
shares are entitled, by 2% of 0.55 euros per share;

e if in any one year dividends of below 5% of the 0.55 euros per share are paid to the savings shares,
the difference is carried over and 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 affect the savings shares except for the
amount of the loss which is not covered by the portion of the share capital represented by the other
shares;

e upon the wind-up of Telecom ltalia S.p.A., the savings shares have a pre-emptive right in the
reimbursement of capital up to the amount of 0.55 euros per share;

e in the event of the cessation of trading in the Company’s ordinary or savings shares, the holder of
savings shares may ask Telecom lItalia S.p.A. 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,.

Paid-in capital, amounting to 1,725 million euros, increased by 21 million euros over December 31,
2013, as a result of the capital increase to service the first stage of the “Broad-Based Share Ownership
Plan 2014", approved by the shareholders’ meeting of Telecom lItalia S.p.A. of April 17, 2013.

Other reserves and retained earnings (accumulated losses), including profit (loss) for the year

comprised:

e The Reserve for available-for-sale financial assets, which had a positive balance of 75 million
euros at December 31, 2014, representing an increase of 36 million euros compared to December
31, 2013. The increase includes unrealized gains on the investments in Assicurazioni Generali and
Fin.Priv. (1 million euros) of the Parent, Telecom ltalia, as well as the unrealized losses on the
securities portfolio of Telecom Italia Finance (3 million euros) and the positive fair value adjustment
of other available-for-sale financial assets held by the Parent, Telecom lItalia (38 million euros). This
reserve is expressed net of deferred tax liabilities of 29 million euros (at December 31, 2013, it was
expressed net of deferred tax liabilities of 14 million euros).

e The Reserve for cash flow hedges, had a negative balance of 637 million euros at December 31,
2014, (negative 561 million euros at December 31, 2013). This reserve is expressed net of deferred
tax assets of 242 million euros (at December 31, 2013, it was expressed net of deferred tax assets
of 214 million euros). In particular, this reserve includes the effective portion of gains or losses on
the fair value adjustments of derivatives designated as cash flow hedges of the exposure to volatility
in the cash flows of assets or liabilities recognized in the financial statements (“cash flow hedge”).

o The Reserve for exchange differences on translating foreign operations showed a negative
balance of 350 million euros at December 31, 2014, (negative 377 million euros at December 31,
2013). This mainly related to exchange differences in euros on the translation of the financial
statements of the companies in the Brazil Business Unit (negative by 202 million euros) and in the
Sofora - Telecom Argentina group (negative by 157 million euros).

o Reserve for remeasurements of employee defined benefit plans, showed a negative balance of 96
million euros, down 228 million euros against December 31, 2013, partly as a result of the use of
the amount available to cover the losses for 2013, as approved by the Shareholders’ Meeting of
Telecom ltalia S.p.A. of April 16, 2014 (72 million euros). This reserve is expressed net of deferred
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tax assets of 27 million euros (at December 31, 2013, it was expressed net of deferred tax liabilities
of 53 million euros). In particular, this reserve includes the recognition of changes in actuarial gains
(losses).

o The Share of other profits (losses) of associates and joint ventures accounted for using the equity
method, was nil at December 31, 2014, and at December 31, 2013.

e Sundry reserves and retained earnings (Accumulated losses), including profit (loss) for the year
amounted to 6,794 million euros, up 1,274 million euros compared to December 31, 2013. The
change was mainly due to the sum of the following:

profit for the year attributable to Owners of the Parent of 1,350 million euros (loss for the year of 674

million euros in 2013);

dividends of 166 million euros (452 million euros in 2013).

Equity attributable to Non-controlling interests amounts to 3,554 million euros, mainly relating to the

companies of the Brazil Business Unit (1,622 million euros) and the Sofora - Telecom Argentina group

(1,904 million euros), up 429 million euros compared to December 31, 2013 and is principally

represented by the sum of:

e profit for the year attributable to Non-controlling interests of 610 million euros (436 million euros in
2013);

e dividends of 177 million euros;

e negative change in the “Reserve for exchange differences on translating foreign operations” of 194
million euros;

o the positive effect from the acquisition of Rete A (40 million euros) and the positive effect resulting
from the sale of 17% of Sofora (92 million euros).

The exchange rates differences on translating foreign operations mainly related to the Brazil Business

Unit (negative by 171 million euros) and the Sofora - Telecom Argentina group (negative by 1,100 million

euros).

POTENTIAL FUTURE CHANGES IN SHARE CAPITAL

Details of “Future potential changes in share capital” are presented in the Note “Earnings per share”.
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NOTE 16
FINANCIAL LIABILITIES (NON-CURRENT AND
CURRENT)

Non-current and current financial liabilities (gross financial debt) were broken down as follows:

(millions of euros) 12/31/2014 12/31/2013

Financial payables (medium/long-term):

Bonds 22,039 22,060
Convertible bonds 1,401 1,454
Amounts due to banks 4,812 4,087
Other financial payables 920 356
29,172 27,957

Finance lease liabilities (medium/long-term) 984 1,100

Other financial liabilities (medium/long-term):
Hedging derivatives relating to hedged items classified as non-current

assets/liabilities of a financial nature 2,058 2,026
Non-hedging derivatives 111 -
Other liabilities - 1
2,169 2,027
Total non-current financial liabilities (a) 32,325 31,084
Financial payables (short-term):
Bonds 2,635 2,503
Convertible bonds 10 10
Amounts due to banks 1,274 2,790
Other financial payables 353 400
4,272 5,703
Finance lease liabilities (short-term) 169 193

Other financial liabilities (short-term):

Hedging derivatives relating to hedged items classified as current

assets/liabilities of a financial nature 224 207
Non-hedging derivatives 21 16
Other liabilities = -
245 223
Total current financial liabilities (b) 4,686 6,119
Financial liabilities directly associated with Discontinued
operations/Non-current assets held for sale (c) 43 27
Total Financial liabilities (Gross financial debt) (a+b+c) 37,054 37,230

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:

12/31/2014 12/31/2013
(millions of foreign (millions of

currency) (millions of euros) | foreign currency) (millions of euros)
usb 9,924 8,174 8,925 6,472
GBP 2,539 3,260 2,536 3,043
BRL 4,799 1,488 3,258 1,008
JPY 19,919 137 19,873 137
ARS 64 7
EURO 23,952 26,536
Total excluding Discontinued
Operations 37,011 37,203
Discontinued operations 43 27
Total 37,054 37,230

The breakdown of gross financial debt by effective interest rate bracket, excluding the effect of any

hedging instruments, is provided below:

(millions of euros) 12/31/2014 12/31/2013
Upto 2.5% 4,904 5,578
From 2.5% to 5% 6,545 6,042
From 5% to 7.5% 16,678 16,936
From 7.5% to 10% 4,491 4,503
Over 10% 569 468
Accruals/deferrals, MTM and derivatives 3,824 3,676
Total excluding Discontinued Operations 37,011 37,203
Discontinued operations 43 27
Total 37,054 37,230

Following the use of derivative hedging instruments, on the other hand, the gross financial debt by

nominal interest rate bracket is:

(millions of euros) 12/31/2014 12/31/2013
Up to 2.5% 6,238 6,452
From 2.5% to 5% 10,273 9,051
From 5% to 7.5% 12,364 13,465
From 7.5% to 10% 2,715 4,022
Over 10% 1,597 537
Accruals/deferrals, MTM and derivatives 3,824 3,676
Total excluding Discontinued Operations 37,011 37,203
Discontinued operations 43 27
Total 37,054 37,230
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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) 2015 ‘ 2016 ‘ 2017 ‘ 2018| 2019 ‘ After ‘ Total
2019
Bonds (*) 1,970 1,879 2,963 2,324 3,165 11,313 23,614
Loans and other financial liabilities 1,248 830 966 976 1,481 1,192 6,693
Finance lease liabilities 156 145 138 136 136 425 1,136
Total 3,374 2,854 4,067 3,436 4,782 12,930 31,443
Current financial liabilities 454 454
Total excluding Discontinued Operations 3,828 2,854 4,067 3,436 4,782 12,930 31,897
Discontinued operations 42 42
Total 3,870 2,854 4,067 3,436 4,782 12,930 31,939

(*) With regard to the Mandatory Convertible Bond due 20186, classified under “Convertible bonds”, the cash repayment has not been
considered because its settlement will take place together with the mandatory conversion into Telecom Italia S.p.A. ordinary shares.

The main components of financial liabilities are commented below.

Bonds are broken down as follows:

(millions of euros) 12/31/2014 12/31/2013
Non-current portion 22,039 22,060
Current portion 2,635 2,503
Total carrying amount 24,674 24,563
Fair value adjustment and measurements at amortized cost (1,060) (978)
Total nominal repayment amount 23,614 23,585

Convertible bonds related entirely to the Mandatory Convertible Bond maturing in 2016 (fixed-income
equity-linked subordinated bond, issued by Telecom Italia Finance S.A. and guaranteed by Telecom ltalia
S.p.A., with mandatory conversion in Telecom Italia ordinary shares at maturity) and were broken down
as follows.

(millions of euros) 12/31/2014 12/31/2013
Non-current portion 1,401 1,454
Current portion 10 10
Total carrying amount 1,411 1,464
Fair value adjustment and measurements at amortized cost (111) (164)
Total nominal repayment amount (*) 1,300 1,300

) The repayment on maturity will take place upon delivery of Telecom ltalia S.p.A. ordinary shares.

The nominal repayment amount of the bonds and convertible bonds totals 24,914 million euros, up 29
million euros compared to December 31, 2013 (24,885 million euros) as a result of the new issues,
repayments and buybacks in 2014.
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The following table lists the bonds issued by companies of the Telecom lItalia Group, by issuing company,
expressed at the nominal repayment amount, net of bond repurchases, and also at market value:

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

amount 12/31/14 12/31/14

(millions of (%) (millions of

euros) euros)

Bonds issued by Telecom ltalia S.p.A.

Euro 577.7 577.7 4.625% 6/15/12 6/15/15 99.685 101.730 588
Euro 120 120 3 month Euribor + 0.66% 11/23/04  11/23/15 100 99.688 120
GBP 500 641.9 5.625% 6/29/05  12/29/15 99.878 103.476 664
Euro 771.6 771.6 5.125% 1/25/11 1/25/16 99.686 104.276 805
Euro 708 708 8.250% 3/19/09 3/21/16 99.740 108.560 769
Euro 400 400 3 month Euribor + 0.79% 6/7/07 6/7/16 100 99.858 399
Euro 1,000 1,000 7.000% 10/20/11 1/20/17  @100.185 111.056 1,111
Euro 1,000 1,000 4.500% 9/20/12 9/20/17 99.693 107.444 1,074
GBP 750 962.9 7.375% 5/26/09  12/15/17 99.608 112.133 1,080
Euro 750 750 4.750% 5/25/11 5/25/18 99.889 109.399 820
Euro 750 750 6.125% 6/15/12  12/14/18 99.737 114.790 861
Euro 1,250 1,250 5.375% 1/29/04 1/29/19 99.070 111.781 1,397
GBP 850 1,091.3 6.375% 6/24/04 6/24/19 98.850 110.022 1,201
Euro 1,000 1,000 4.000% 12/21/12 1/21/20 99.184 106.761 1,068
Euro 1,000 1,000 4.875% 9/25/13 9/25/20 98.966 111.029 1,110
Euro 1,000 1,000 4.500% 1/23/14 1/25/21 99.447 109.475 1,095
Euro ©196.4 196.4 6 month Euribor (base 365) 1/1/02 1/1/22 100 100 196
Euro 1,250 1,250 5.250% 2/10/10 2/10/22 99.295 114.012 1,425
GBP 400 513.5 5.875% 5/19/06 5/19/23 99.622 108.799 559
usD 1,500 1,235.5 5.303% 5/30/14 5/30/24 100 102.044 1,261
Euro 670 670 5.250% 3/17/05 3/17/55 99.667 100.525 674
Subtotal 16,888.8 18,277
Bonds issued by Telecom ltalia Finance S.A. and guaranteed by Telecom ltalia S.p.A.

Euro ©1,300 1,300 6.125% 11/15/13  11/15/16 100 117.618 1,529
JPY 20,000 137.7 3.550% 4/22/02 5/14/32 99.250 100.625 139
Euro 1,015 1,015 7.750% 1/24/03 1/24/33  @109.646 132.985 1,350
Subtotal 2,452.7 3,018
Bonds issued by Telecom ltalia Capital S.A. and guaranteed by Telecom lItalia S.p.A.

usD ©765.2 630.3 5.250% 9/28/05 10/1/15 99.370 102.564 646
usD 1,000 823.65 6.999% 6/4/08 6/4/18 100 110.961 914
usb 1,000 823.65 7.175% 6/18/09 6/18/19 100 114.902 946
usD 1,000 823.65 6.375% 10/29/03  11/15/33 99.558 103.534 853
usb 1,000 823.65 6.000% 10/6/04 9/30/34 99.081 100.439 827
usD 1,000 823.65 7.200% 7/18/06 7/18/36 99.440 108.212 891
usD 1,000 823.65 7.721% 6/4/08 6/4/38 100 112.794 929
Subtotal 5,572.2 6,006
Total 24913.7 27,301

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

) Mandatory Convertible Bond.

)

(a
(b
(c
(d) Net of the securities bought back by Telecom Italia S.p.A. on June 3, 2013.

The regulations and/or Offering Circulars relating to the bonds of the Telecom Italia Group described
above are available on the corporate website www.telecomitalia.com.
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The following table lists the changes in bonds during 2014

New issues

(millions of original currency) Currency Amount Issue date
Telecom ltalia S.p.A. 1,000 million euros 4.500% maturing 1/25/2021 Euro 1,000 1/23/2014
Telecom ltalia S.p.A. 1,500 million USD 5.303% maturing 5/30/2024 usbD 1,500 5/30/2014
Repayments

(millions of original currency) Currency Amount Repayment date
Telecom ltalia S.p.A. 284 million euros 7.875% Euro 284 1/22/2014

Telecom ltalia S.p.A. 750 million euros 7.750% @ Euro 750 3/3/2014

Telecom ltalia S.p.A. 501 million euros 4.750% (3 Euro 501 5/19/2014

Telecom ltalia Capital S.A. 779 million USD 6.175% 4 usD 779 6/18/2014

Telecom ltalia Capital S.A. 528 million USD 4.950% ) USD 528 9/30/2014

(1) Net of buybacks by the Company for 216 million euros during 2012.

(2) Telecom ltalia decided to use the right to early redemption linked to a change in method by a rating agency which leads to a
reduction of the equity content initially assigned to the instrument, pursuant to Condition 6.5 (Early Redemption following a
Rating Methodology Event) of the regulations on securities.

(3) Net of buybacks by the Company of 249 million euros during 2008, 2012 and 2014.

(4) Net of buybacks by Telecom lItalia S.p.A. of USD 221 million during 2013.

(5) Net of buybacks by Telecom lItalia S.p.A. of USD 722 million during 2013.

Buybacks

On March 18, 2014 Telecom lItalia S.p.A. successfully concluded the buyback offer on four bond issues
of Telecom ltalia S.p.A. maturing between May 2014 and March 2016, buying back a total nominal
amount of 599 million euros.

Details of the bond issues bought back are provided below:

Bond Name Outstanding nominal Repurchased nominal Buyback price
amount prior to the amount
purchase offer
(euros) (euros)

Telecom lItalia S.p.A.
750 million euros, due May 2014, coupon 556,800,000 56,150,000 100.700%
rate 4.75%

Telecom Italia S.p.A.

750 million euros, maturing June 2015, 750,000,000 172,299,000 104.370%
coupon 4.625%

Telecom ltalia S.p.A.

1 billion euros, due January 2016, coupon 1.000.000.000 298 450,000 106.587%
rate 5.125%

Telecom lItalia S.p.A.

850 million euros, due March 2016, coupon 850.000.000 142.020.000 112.913%
rate 8.25%

Medium/long-term amounts due to banks of 4,812 million euros (4,087 million euros at December 31,
2013) increased by 725 million euros. Short-term amounts due to banks totaled 1,274 million euros,
decreasing 1,516 million euros (2,790 million euros at December 31, 2013) following the repayment of

Telecom ltalia Group Note 16
Consolidated Financial Statements Financial liabilities (non-current and current) | 226



the draw down of the Revolving Credit Facility expired in August 2014. Short-term amounts due to banks
included 1,059 million euros for the current portion of medium/long-term amount due to banks.
Medium/long-term other financial payables amounted to 920 million euros (356 million euros at
December 31, 2013) and increased by 564 million euros. They included
— 91 million euros due from Telecom Italia S.p.A. to the Ministry of Economic Development for the
purchase of the rights of use for the 800, 1800 and 2600 MHz frequencies due in October 2016;
— 150 million euros of loan from Cassa Depositi e Prestiti taken out by Telecom Italia S.p.A. expiring
October 2019;
— 140 million euros of Telecom ltalia Finance S.A.’s loan of 20,000 million Japanese yen expiring in
2029 and
—  600.6 million USD (equivalent to 495 million euros) expiring October 2020 following the issuance
by Telecom ltalia International N.V. of a Note in favor of the Fintech group for the completion of the
sale of ownership interests held by Telecom lItalia Group in Telecom Argentina. The Note was
pledged in favor of Telecom lItalia S.p.A. and Telecom lItalia International N.V., as guarantee of
performance of the agreement with the Fintech group.
Short-term other financial payables amounted to 353 million euros (400 million euros at December 31,
2013), down 47 million euros. They included 112 million euros of the current portion of the
medium/long-term other financial payables, of which 93 million euros relating to the payable due from
Telecom ltalia S.p.A. for the purchase of the rights of use for the 800, 1800 and 2600 MHz frequencies.
Medium/long-term finance lease liabilities totaled 984 million euros (1,100 million euros at
December 31, 2013) and mainly related to building sale and leaseback transactions recorded in
accordance with the financial method established by IAS 17. Short-term finance lease liabilities
amounted to 169 million euros (193 million euros at December 31, 2013).
Hedging derivatives relating to items classified as non-current liabilities of a financial nature amounted
to 2,058 million euros (2,026 million euros at December 31, 2013). Hedging derivatives relating to
items classified as current liabilities of a financial nature totaled 224 million euros (207 million euros at
December 31, 2013).
Non-hedging derivatives relating to items classified as non-current liabilities of a financial nature
amounted to 111 million euros at December 31,2014 (zero at December 31, 2013) and consisted of
the value of the option embedded in the mandatory convertible bond of 1.3 billion euros issued by
Telecom Italia Finance S.A. (“Guaranteed Subordinated Mandatory Convertible Bonds due 2016
convertible into ordinary shares of Telecom Italia S.p.A.”). At December 31, 2013, the value of the option
was a positive 63 million euros, and thus it was classified as “Non-current financial assets - Non-
hedging derivatives”. At December 31, 2014 the measurement of the option resulted in the recognition
in the income statement of an expense of 174 million euros (expense of 124 million euros at December
31, 2013).
Non-hedging derivatives relating to items classified as current liabilities of a financial nature amounted
to 21 million euros (16 million euros at December 31, 2013). These refer to the measurement of
derivatives which, although put into place for hedging purposes, do not possess the formal requisites to
be considered as such under IFRS.

“COVENANTS”, “NEGATIVE PLEDGES” AND OTHER
CONTRACT CLAUSES IN EFFECT AT DECEMBER 31, 2014

The bonds issued by the Telecom lItalia Group do not contain financial covenants (e.g. ratios such as
Debt/EBITDA, EBITDA/Interest etc.) or clauses that would force the early redemption of the bonds in
relation to events other than the insolvency of the Telecom Italia Group. Furthermore, the repayment of
the bonds and the payment of interest are not covered by specific guarantees nor are there
commitments provided relative to the assumption of future guarantees, except for the full and
unconditional guarantees provided by Telecom Italia S.p.A. for the bonds issued by
Telecom ltalia Finance S.A. and Telecom ltalia Capital S.A..

Since these bonds have been placed principally with institutional investors in major world capital
markets (Euromarket and the U.S.A.), the terms which regulate the bonds are in line with market
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practice for similar transactions effected on these same markets. Consequently, for example, there are
commitments not to use the company’s assets as collateral for loans (“negative pledges”).

With reference to the loans received by Telecom ltalia S.p.A. (“Telecom ltalia”) from the European
Investment Bank (“EIB”), following the downgrade by Moody’s of Telecom Italia to Bal on October 8,
2013 and the downgrade by Standard & Poor’s to BB+ on November 14, 2013, an agreement with the
EIB was signed on March 25, 2014 which resulted in the following: (i) on the loans maturing in 2018
and 2019 totaling 600 million euros, a reduction in the cost of funding from the EIB in exchange for
Telecom ltalia setting up new guarantees - given by banks and parties approved by the EIB - applying the
related charges; (ii) on the 200 million euros in loans backed by SACE, no increases in costs were
requested; and (iii) on the remaining loans, totaling 1,700 million euros, an increase in costs.
Furthermore, a new clause was added to loans of 300 million euros with the direct risk of Telecom Italia
S.p.A., maturing in 2017, stating that if Telecom Italia’s rating from at least two rating agencies drops
below BB+/Bal and the residual life of the loan exceeds one year, the Company must set up additional
guarantees in favor of the EIB.

The estimated impacts of the new agreement with the EIB have been quantified overall as an increase in
average annual finance expenses of approximately 7.5 million euros.

After the agreement, in April 2014 the new guarantees requested were set up and a new fully-secured
loan for 100 million euros was signed. In July 2014, a new 350 million euro loan was signed, 300 million
euros of which at direct risk (disbursed on September 30, 2014), and 50 million euros, guaranteed by
the bank and disbursed on October 7, 2014.

As at December 31, 2014, the nominal amount of outstanding loans amounted to 2,600 million euros,
of which 600 million euros at direct risk and 2,000 million euros secured.

EIB loans not secured by bank guarantees for a nominal amount equal to 600 million euros only need to

apply the following covenant:

e in the event the company becomes the target of a merger, demerger or contribution 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, or, only for certain
loan contracts, the EIB shall have the option to demand the immediate repayment of the loan
(should the merger, demerger or contribution of a business segment outside the Group compromise
the Project execution or cause a prejudice to EIB in its capacity as creditor).

EIB loans secured by banks or entities approved by the EIB for a nominal amount of 2,000 million euros
and the last loan of 300 million euros, signed on July 30, 2014 (direct risk), must apply the following
covenants:

e “Inclusion clause”, covering a total of 1.15 billion euros of loans - and in particular, provided for in
the agreement signed on August 5, 2011 for an amount of 100 million euros, in the three
agreements signed on September 26, 2011 for a total amount of 200 million euros, in the two
agreements signed on February 7, 2013 for an amount of 400 million euros, in the agreement
signed on April 8, 2014 for an amount of 100 million euros, and in the agreements signed on July
30, 2014 for an amount of 350 million euros - under which, in the event Telecom ltalia commits to
uphold financial covenants in other loan contracts that are not present in or are stricter than those
granted to the EIB, the EIB will have the right to request the provision of guarantees or the
modification of the loan contract in order to establish 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;

e “Network Event”, covering a total of 850 million euros of loans - and in particular, provided for in the
300 million euro loan and in the 100 million euro loan guaranteed by SACE, both dated February 7,
2013, in the 100 million euro loan dated April 8, 2014, and in the 350 million euro loans dated July
30, 2014 - according to which, in the event of the disposal of the entire fixed network or of a
substantial part of it (in any case more than half in quantitative terms) in favor of third parties or in
the event of disposal of the controlling interest in the company in which the network or a substantial
part of it has previously been transferred, Telecom Italia must immediately inform EIB, which shall
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have the option of requiring the establishment of guarantees or amendment of the loan contract or
an alternative solution.

The loan agreements of Telecom lItalia S.p.A. do not contain financial covenants (e.g. ratios such as
Debt/EBITDA, EBITDA/Interests, etc.) which would oblige the Company to repay the outstanding loan if
the covenants are not observed.

The loan agreements 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.

For the syndicated bank credit lines only, mechanisms have been established for adjusting the cost of
funding in relation to Telecom lItalia’s credit rating.

In a series of agreements in which Telecom lItalia is a party, communication must be provided in case of
a change in control. With regard to financing relationships:
e Loan agreements:
In the event of a change in control, Telecom Italia must provide notification of such within five
business days to the agent - where present - or to the lending bank, which shall negotiate in good
faith on 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 with
the bank, the latter may request repayment of the amount disbursed and elimination of its
commitment. 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 Italia shares, or (iii) by a combination of parties belonging to the two categories;
e Bonds:

— fixed rate guaranteed subordinated equity-linked mandatory convertible bonds, convertible into
Telecom ltalia S.p.A.ordinary shares, issued by Telecom ltalia Finance S.A. (the “Issuer”) and
guaranteed by Telecom ltalia S.p.A. (the “Guarantor”). The trust deed established that if there is
a change of control, the Issuer must provide immediate notification of this to the Trustee and the
bondholders, and the bondholders will have the right to convert their bonds into ordinary shares
of the guarantor within the following 60 days. Acquisition of control is not considered to have
taken place if the control is acquired (i) by shareholders of the Guarantor who at the date of
signature of the agreement held, directly or indirectly, more than 13% of the voting rights in
shareholders’ meetings of the Guarantor, or (ii) of the parties to the Telco shareholders’
agreement dated February 29, 2012 and amended on September 24, and November 12, 2013,
or (iii) by a combination of parties belonging to the two categories;

— 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;

e Contracts with the European Investment Bank (EIB). The total nominal amount is 2.6 billion euros:

— The contracts signed by Telecom Italia with the EIB, for an amount of 1.45 billion euros, carry the
obligation of promptly informing the EIB 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 EIB’s reasonable opinion, this fact could
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cause a detriment to the bank or could compromise the execution of the loan project, the EIB
has the right to ask Telecom Italia to provide guarantees or modify the contract or find an
alternative solution. Should Telecom Italia not comply with the requests of EIB, the bank has the
right to terminate the contract;

— the contracts signed by Telecom ltalia with the EIB in 2011, 2013 and in 2014, for an amount of
1,150 million euros, carry the obligation of promptly informing the EIB 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 lItalia. No change of
control is held to exist in the event control is acquired, directly or indirectly (i) by any shareholder
of Telecom Italia 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 EIB has the right to ask for the early repayment
of the loan;

Loan Agreements: the outstanding loans generally contain a commitment by Telecom lItalia, whose

breach is an Event of Default, not to implement mergers, demergers or transfer of business,

involving entities outside the Group. Such Event of Default may entail, upon request of the Lender,
the early redemption of the drawn amounts and/or the annulment of the undrawn commitment
amounts;

Senior Secured Syndicated Facility. The contract, which was signed in October 2011 by BBVA Banco

Francés and Tierra Argentea S.A. (a wholly-owned subsidiary of the Telecom ltalia Group) for a facility

of 312,464,000 Argentine pesos, provided for the repayment of the loan in 2016. As a result of a

First Prepayment and Waiver Agreement dated March 6, 2013, a Second Prepayment and Waiver

Agreement dated January 15, 2014, a Third Prepayment and Waiver Agreement dated February 28,

2014, and a Final Prepayment and Waiver Agreement dated March 31, 2014, the loan was fully

repaid on March 31, 2014 and there are no guarantees or contractual covenants of any type bearing

on the Telecom Italia Group.

Furthermore, in the documentation of the loans granted to certain companies of the Tim Brasil group,

the companies must generally respect certain financial ratios (e.g. capitalization ratios, ratios for

servicing debt and debt ratios) as well as the usual other covenants, under pain of a request for the early
repayment of the loan.

Finally, as of December 31, 2014, no covenant, negative pledge clause or other clause relating to the
above-described debt position, has in any way been breached or violated.
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REVOLVING CREDIT FACILITY

The following table shows the composition and the draw down of the committed credit lines available at
December 31, 2014:

(billions of euros) 12/31/2014 12/31/2013

Agreed Drawn down Agreed Drawn down
Revolving Credit Facility - expiring August 2014 - - 8.0 1.5
Revolving Credit Facility - expiring May 2017 4.0
Revolving Credit Facility - expiring March 2018 3.0
Total 7.0 - 8.0 1.5

On August 1, 2014, i.e. the date of expiry of the 8 billion euro committed Revolving Credit Facility, the
amount drawn down of 1.5 billion euros was repaid.

On the same date, the two RCFs became available for draw down by a total of 7 billion euros. On May
24, 2012 and on March 25, 2013, Telecom lItalia S.p.A. had extended the Revolving Credit Facility
amounting to 8 billion euros and expiring in August 2014 (“2014 RCF”) by 4 and 3 billion euros
respectively, through two Forward Start Facilities that would come into force at the end of the 2014 RCF.
Telecom ltalia also has a bilateral term loan expiring August 3, 2016, for 100 million euros from Banca
Regionale Europea, drawn down for the full amount.

On October 20, 2014, a bilateral term loan was signed with Cassa Depositi e Prestiti for an amount of
150 million euros with a 5-year expiry, drawn down for the full amount.

On November 10, 2014, a bilateral term loan was signed with Mediobanca for an amount of 200 million
euros with a 5-year expiry, drawn down for the full amount.

TELECOM ITALIA RATING AT DECEMBER 31, 2014

At December 31, 2014, the three rating agencies — Standard & Poor’s, Moody’s and Fitch Ratings —
rated Telecom ltalia as follows:

Rating Outlook |
STANDARD & POOR’S BB+ Stable
MOODY’'S Bal Negative
FITCH RATINGS BBB- Negative
Telecom ltalia Group Note 16
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NOTE 17
NET FINANCIAL DEBT

The following table shows the net financial debt at December 31, 2014 and December 31, 2013,
calculated in accordance with the criteria indicated in the “Recommendations for the Consistent
Implementation of the European Commission Regulation on Prospectuses”, issued on February 10,
2005 by the European Securities & Markets Authority (ESMA), formerly the Committee of European

Securities Regulators (CESR), and adopted by Consob.

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 ESMA and net financial debt calculated according to the criteria of the Telecom Italia Group.

(millions of euros) 12/31/2014 12/31/2013
Non-current financial liabilities 32,325 31,084
Current financial liabilities 4,686 6,119
Financial liabilities directly associated with Discontinued
operations/Non-current assets held for sale 43 27
Total Gross financial debt (a) 37,054 37,230
Non-current financial assets (°)
Non-current financial receivables for lease contract (92) (58)
Non-current hedging derivatives (2,163) (1,018)
(b) (2,255) (1,076)
Current financial assets
Securities other than investments (1,300) (1,348)
Financial receivables and other current financial assets (311) (283)
Cash and cash equivalents (4,812) (5,744)
Financial assets relating to Discontinued operations/Non-current
assets held for sale (165) (657)
(c) (6,588) (8,032)
Net financial debt as per Consob communication
DEM/6064293/2006 (d=a+b+c) 28,211 28,122
Non-current financial assets (°)
Securities other than investments (6) (6)
Other financial receivables and other non-current financial assets (184) (174)
(e) (190) (180)
Net financial debt(*) (f=d+e) 28,021 27,942
Reversal of fair value measurement of derivatives and related
financial assets/liabilities (23] (1,370) (1,135)
Adjusted net financial debt (f+g) 26,651 26,807

(°) At December 31, 2014 and at December 31, 2013, “Non-current financial assets” (b+e) amounted to 2,445 million euros and

1,256 million euros, respectively.

(*) For details of the effects of related party transactions on net financial debt, see the specific table in the Note “Related party

transactions”.
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NOTE 18
FINANCIAL RISK MANAGEMENT

FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES OF THE TELECOM ITALIA GROUP

The Telecom Italia Group is exposed to the following financial risks in the ordinary course of its business

operations:

e market risk: stemming from changes in interest rates and exchange rates in connection with
financial assets that have been originated and financial liabilities that have been assumed;

e credit risk: representing the risk of non-fulfillment of obligations undertaken by the counterparty with
regard to the liquidity investments of the Group;

e liquidity risk: connected with the need to meet short-term financial commitments.

These financial risks are managed by:

e the establishment, at central level, of guidelines for directing operations;

o the work of an internal committee that monitors the level of exposure to market risks in accordance
with preestablished general objectives;

e the identification of the most suitable financial instruments, including derivatives, to reach
preestablished objectives;

e the monitoring of the results achieved;

o the exclusion of the use of financial instruments for speculative purposes.

The policies for the management and the sensitivity analyses of the above financial risks by the Telecom
Italia Group are described below.

IDENTIFICATION OF RISKS AND ANALYSIS

The Telecom Italia Group is exposed to market risks as a result of changes in interest rates and

exchange rates in the markets in which it operates, or has bond issues, principally Europe, the United

States, Great Britain and Latin America.

The financial risk management policies of the Telecom Italia Group are directed towards diversifying

market risks, hedging exchange rate risk in full and minimizing interest rate exposure by an appropriate

diversification of the portfolio, which is also achieved by using carefully selected derivative financial

instruments.

The Group sets an optimum composition for the fixed-rate and variable-rate debt structure and uses

derivative financial instruments to achieve that set composition. In consideration of the Group’s

operating activities, the optimum combination of medium/long-term non-current financial liabilities has

been set, on the basis of the nominal amount, in the range 65%-75% for the fixed-rate component and

25%-35% for the variable-rate component.

In managing market risk, the Group has adopted Guidelines on “Management and control of financial

risk” and mainly uses the following financial derivatives:

e Interest Rate Swaps (IRS): used to modify the profile of the original exposure to interest rate risks on
loans and bonds, both fixed and variable;

e Cross Currency and Interest Rate Swaps (CCIRS) and Currency Forwards: used to convert loans and
bonds issued in currencies other than euro - principally in US dollars and British pounds - to the
functional currencies of the operating companies.

Derivative financial instruments are designated as fair value hedges for managing exchange rate risk on
instruments denominated in currencies other than euro and for managing interest rate risk on fixed-rate
loans. Derivative financial instruments are designated as cash flow hedges when the objective is to pre-
set the exchange rate of future transactions and the interest rate.
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All derivative financial instruments are entered into with banking and financial counterparties with at
least a “BBB-" rating from Standard & Poor’s or an equivalent rating. The exposure to the various market
risks can be measured by sensitivity analyses, as set forth in IFRS 7. This analysis illustrates the effects
produced by a given and assumed change in the levels of the relevant variables in the various reference
markets (exchange rates, interest rates and prices) on finance income and expenses and, at times,
directly on equity. The sensitivity analysis was performed based on the suppositions and assumptions
indicated below:

e sensitivity analyses were performed by applying reasonably likely changes in the relevant risk
variables to the amounts in the annual consolidated financial statements at December 31, 2014;

e the changes in value of fixed-rate financial instruments, other than derivatives, produced by changes
in the reference interest rates, generate an impact on profit only when, in accordance with IAS 39,
they are accounted for at their fair value. All fixed-rate instruments, which are accounted for at
amortized cost, are not subject to interest rate risk as defined by IFRS 7;

e in the case of fair value hedge relationships, fair value changes of the underlying hedged item and of
the derivative instrument, due to changes in the reference interest rates, offset each other almost
entirely in the income statement for the year. As a result, these financial instruments are not
exposed to interest rate risk;

e the changes in value of designated financial instruments in a cash flow hedge relationship, produced
by changes in interest rates, generate an impact on the debt level and on equity; accordingly they
are included in this analysis;

e the changes in value, produced by changes in the reference interest rates, of variable-rate financial
instruments, other than derivatives, which are not part of a cash flow hedge relationship, generate
an impact on the finance income and expenses for the year; accordingly they are included in this
analysis.

Price risk - Embedded option of the mandatory convertible bond issued by the subsidiary Telecom
Italia Finance S.A.

The measurement for accounting purposes of the embedded option of the mandatory convertible bond
issued by the subsidiary Telecom lItalia Finance S.A. for an amount of 1.3 billion euros (“Guaranteed
Subordinated Mandatory Convertible Bonds due 2016 convertible into ordinary shares of Telecom Italia
S.p.A.”) is dependent on various factors including the performance of the ordinary shares of Telecom
Italia S.p.A..

With respect to the value at December 31, 2014, if the ordinary shares of Telecom lItalia S.p.A., with
other valuation factors remaining equal, increased by 10%, the value of the embedded option would
suffer a negative change of 135 million euros, whereas for a decrease of 10%, the change would be
positive by 107 million euros.

Exchange rate risk — Sensitivity analysis

At December 31, 2014 (and also at December 31, 2013), the exchange risk of the Group’s loans
denominated in currencies other than the functional currency of the consolidated financial statements
was hedged in full. Accordingly, a sensitivity analysis was not performed on exchange risk.

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 the Group’s derivatives. In particular:

e with regard to derivatives that convert the liabilities contracted by the Group to fixed rates (cash flow
hedging), in line with international accounting standards that regulate hedge accounting, the fair
value (mark-to-market) measurement of such instruments is set aside in a specific unavailable
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;

e if at December 31, 2014 the interest rates in the various markets in which the Telecom Italia Group
operates had been 100 basis points higher/lower compared to the actual rates, then higher/lower
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finance expenses, before the net fiscal impact, would have been recognized in the income statement
of 57 million euros (47 million euros at December 31, 2013).

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
of market parameters, even though the contract does not call for re-fixing the interest rate (such as in
the case of bank deposits), has been considered in the category of variable rate.

Total Financial liabilities (at the nominal repayment amount)

12/31/2014 12/31/2013
(millions of euros) Fixed Variable Fixed Variable
Total Total

rate rate rate rate
Bonds 18,437 6,477 24,914 17,677 7,208 24,885
Loans and other financial liabilities 3,276 4,553 7,829 5,160 3,992 9,152
Total non-current financial liabilities
(including the current portion of
medium/long-term financial liabilities) 21,713 11,030 32,743 22,837 11,200 34,037
Total current financial liabilities (*) 39 415 454 74 392 466
Total excluding Discontinued Operations 21,752 11,445 33,197 22,911 11,592 34,503
Discontinued operations 42 - 42 26 - 26
Total 21,794 11,445 33,239 22,937 11,592 34,529

) At December 31, 2014, variable-rate current liabilities included 179 million euros of payables to other lenders for installments paid
in advance which are classified in this line item even though they are not correlated to a definite rate parameter (218 million euros at
December 31, 2013).

Total Financial assets (at the nominal investment amount)

12/31/2014 12/31/2013
(millions of euros) Fixed Variable Fixed Variable
rate rate fotal rate rate Total

Cash and cash equivalents - 3,225 3,225 - 4,131 4,131
Securities 884 1,988 2,872 1,002 1,943 2,945
Other receivables 831 444 1,275 344 192 536
Total excluding Discontinued Operations 1,715 5,657 7,372 1,346 6,266 7,612
Discontinued operations 51 113 164 50 602 652
Total 1,766 5,770 7,536 1,396 6,868 8,264

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.
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Total Financial liabilities

12/31/2014 12/31/2013
- Adjusted carrying Effective interest | Adjusted carrying Effective interest
(millions of euros) o o
amount rate (%) amount rate (%)
Bonds 24,742 5.89 24,673 5.99
Loans and other financial liabilities 8,823 3.86 8,854 3.45
Total (*) 33,565 5.36 33,527 5.32

) Does not include Liabilities directly associated with Discontinued operations/Non-current assets held for sale of a financial nature.

Total Financial assets

12/31/2014 12/31/2013

- Adjusted carrying Effective interest | Adjusted carrying Effective interest

(millions of euros) 8 o
amount rate (%) amount rate (%)
Cash and cash equivalents 3,225 0.22 4,131 0.33
Securities 2,872 7.08 2,945 6.61
Other receivables 193 7.19 193 5.69
Total (*) 6,290 3.56 7,269 3.01

) Does not include Discontinued operations/Non-current assets held for sale of a financial nature.

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

Exposure to credit risk for the Telecom lItalia Group consists of possible losses that could arise from the
failure of either commercial or financial counterparties to fulfill their assumed obligations. Such
exposure mainly stems from general economic and financial factors, the potential occurrence of specific
insolvency situations of some borrowers and other more strictly technical-commercial or administrative
factors.

The Telecom ltalia Group’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.

Risk related to trade receivables is managed using customer scoring and analysis systems. For specific
categories of trade receivables the Group also makes use of factoring, mainly on a “non-recourse” basis.
Provision charges for bad debts are recorded for specific credit positions that have an element of
individual risk. On credit positions that do not have such characteristics, provision charges are recorded
by customer segment according to the average uncollectibility estimated on the basis of statistics.
Further details are provided in the Note “Trade and miscellaneous receivables and other current
assets”.

For the credit risk relating to the asset components which contribute to the determination of “Net

financial debt”, it should be noted that the management of the Group’s liquidity is guided by

conservative criteria and is principally based on the following:

e money market management: the investment of temporary excess cash resources;

e bond portfolio management: the investment of a permanent level of liquidity and the investment of
that part of medium term liquidity, as well as the improvement in the average yield.

In order to limit the risk of the non-fulfillment of the obligations undertaken by the counterparty, deposits
of the European companies are made with leading high-credit-quality banking and financial institutions.
Investments by the companies in South America are made with leading local counterparties. Moreover,
deposits are made generally for periods of less than three months. With regard to other temporary
investments of liquidity, there is a bond portfolio in which the investments have a low level of risk. All

Telecom ltalia Group Note 18
Consolidated Financial Statements Financial risk management | 236



investments have been carried out in compliance with the Guidelines on “Financial risk management
and control” adopted by the Group in August 2012 (as amended), which replaced previous policies.

In order to minimize credit risk, the Group also pursues a diversification policy for its investments of
liquidity and allocation of its credit positions among different banking counterparties. Consequently,
there are no significant positions with any one single counterparty.

LIQUIDITY RISK

The Group pursues the objective of achieving an “adequate level of financial flexibility” which is
expressed by maintaining a current treasury margin to cover the refinancing requirements at least for
the next 12 months with irrevocable bank lines and liquidity.

12% of gross financial debt at December 31, 2014 (nominal repayment amount) will become due in the
next 12 months.

Current financial assets at December 31, 2014, together with unused committed bank lines, ensure
complete coverage of debt repayment obligations also beyond the next 24 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, 2014. The portions of principal and interest of
the hedged liabilities includes both the disbursements and the receipts of the relative hedging
derivatives. Does not include Liabilities directly associated with Discontinued operations/Non-current
assets held for sale of a financial nature.
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Financial liabilities - Maturities of contractually expected disbursements

maturing by 12/31 of the year:

(millions of euros) 2015 | 2016 ‘ 2017 ‘ 2018| 2019| After| Total
2019
Bonds (*) Principal 1,970 1,879 2,963 2,324 3,165 11,313 23,614
Interest portion 1,432 1,310 1,131 919 784 6,569 12,145
Loans and other financial liabilities Principal 1,248 830 966 976 1,481 1,192 6,693
Interest portion 211 241 32 57 39 (341) 239
Finance lease liabilities Principal 156 145 138 136 136 425 1,136
Interest portion 87 78 69 59 48 227 568
Non-current financial liabilities (**) Principal 3,374 2,854 4,067 3,436 4,782 12,930 31,443
Interest portion 1,730 1,629 1,232 1,035 871 6,455 12,952
Current financial liabilities Principal 454 454
Interest portion 5 5
Total Financial liabilities Principal 3,828 2,854 4,067 3,436 4,782 12,930 31,897

Interest portion 1,735 1,629 1,232 1,035 871 6,455 12,957

(*) For the Mandatory Convertible Bond, whose mandatory conversion into shares will take place in 2016, only the payment of interest
was considered and not the cash settlement repayment of the principal.
(**) These include hedging and non-hedging derivatives.

Derivatives on financial liabilities - Contractually expected interest flows

maturing by 12/31 of the year:

(millions of euros) 2015 2016 2017 2018 2019 After Total
2019

Disbursements 579 521 505 446 359 3,495 5,905
Receipts (720) (644) (643) (531) (470) (4,099) (7,107)
Hedging derivatives - net (receipts)

disbursements (141) (123) (138) (85) (111) (604) (1,202)
Disbursements 151 325 98 49 107 45 775
Receipts (40) (138) (37) (16) (47) (21) (299)
Non-Hedging derivatives - net (receipts)

disbursements 111 187 61 33 60 24 476
Total net receipts (disbursements) (30) 64 (77) (52) (51) (580) (726)

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 the present value discounting of 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 difference between the interest rates paid/received.

The market value of CCIRSs, on the other hand, 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 involve the exchange of the reference interest and principal, in the respective currencies of
denomination.

The options are measured according to the Black & Scholes or Binomial models and involve the use of
various measurements factors, such as: time horizon of the life of the option, risk-free rate of return,
current price, volatility and any cash flows (e.g. dividend) of the underlying instrument, and exercise
price.
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NOTE 19
DERIVATIVES

Derivative financial instruments are used by the Telecom Italia Group to hedge its exposure to foreign
exchange rate risk and the change in commodity prices and the management of 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 in place at December 31, 2014 are principally used to manage debt
positions. They include interest rate swaps (IRSs) to reduce interest rate exposure on fixed-rate and
variable-rate bank loans and bonds, as well as cross currency and interest rate swaps (CCIRSs), and
currency forwards to convert the loans/receivables secured in currencies different from the functional
currencies of the various Group companies.

IRS transactions, provide for or may entail, at specified maturity dates, the exchange of flows of interest,
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.

The following tables show the derivative financial instruments of the Telecom lItalia Group at December
31, 2014 and at December 31, 2013, by type:

Type Hedged risk Notional | Notional amount Spot (*) Mark-to- | Spot (*) Mark-to- ‘
(millions of euros) amount at | at12/31/2013 Market (Clean Market (Clean
12/31/2014 Price) at Price) at

12/31/2014 12/31/2014

Interest rate swaps  Interest rate risk 4,800 5,250 159 (16)

Interest rate risk and
Cross Currency and  currency exchange rate

Interest Rate Swaps  risk 1,644 2,071 169 2
Total Fair Value Hedge Derivatives ** 6,444 7,321 328 (14)
Interest rate swaps  Interest rate risk 520 2,370 (31) (92)

Interest rate risk and
Cross Currency and  currency exchange rate

Interest Rate Swaps risk 9,654 8,628 (516) (1,154)
Commodity Swap

and Options Commodity risk (energy) - 9 - 1
Forward and FX Currency exchange rate

Options risk - 577 - 7
Total Cash Flow Hedge Derivatives ** 10,174 11,584 (547) (1,238)
Total Non-Hedge Accounting Derivatives 2,122 2,816 45 136
Total Telecom Italia Group Derivatives 18,740 21,721 (174) (1,116)

* Spot Mark-to-market above represents the market measurement of the derivative net of the accrued portion of the flow in progress.
** On the 2009 issue in GBP there are two hedges, in FVH and CFH; accordingly, although it is a single issue, the notional amount of
the hedge is included in both the FVH and CFH groupings.

The category Non-Hedge Accounting Derivatives also includes the embedded option of the mandatory
convertible bond issued by the subsidiary Telecom Italia Finance S.A. amounting to 1.3 billion euros.
This component, embedded in the financial instrument, has a notional amount equal to the amount of
the loan.

The hedging of cash flows by derivatives designated as cash flow hedges was considered highly effective

and at December 31, 2014 led to:

s recognition in equity of unrealized charges of 104 million euros;

« reversal from equity to the income statement of net income from exchange rate adjustments of 868
million euros.
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Furthermore, at December 31, 2014, the total loss of the hedging instruments still recognized in equity
amounted to approximately zero due to the effect of transactions early terminated over the years. The
positive impact reversed to the income statement during 2014 is 5 million euros.

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

Currency of Notional amount in Start of End of Rate applied | Interest period
denomination currency of period period
denomination
(millions)

Euro 120 Jan-15 Nov-15 3 month Euribor + 0.66% Quarterly
GBP 500 Jan-15 Dec-15 5.625% Annually
GBP 850 Jan-15 Jun-19 6.375% Annually
GBP 400 Jan-15 May-23 5.875% Annually
USD 186 Jan-15 Oct-29 5.45% Semiannually
uUsD 1,000 Jan-15 Nov-33 6.375% Semiannually
uUsD 1,000 Jan-15 July-36 7.20% Semiannually
UsD 1,000 Jan-15 Jun-18 6.999% Semiannually
uUsD 1,000 Jan-15 Jun-38 7.721% Semiannually
Euro 400 Jan-15 Jun-16 3 month Euribor + 0.79% Quarterly
GBP 750 Jan-15 Dec-17 3.72755% Annually
uUsD 1,000 Jan-15 Jun-19 7.175% Semiannually
usD 1,000 Jan-15 Sept-34 6% Semiannually
usb 1,500 Jan-15 May-24 5.303% Semiannually
USD 186 Jan-15 Oct-29 0.75% Semiannually
usD 186 Jan-15 Oct-17 1.00% 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 essence, the portfolio risk must be
significantly less than the risk of the hedged item.
The ineffective portion recognized in the income statement from designated cash flow hedge derivatives
during 2014 was negative by 2 million euros (without considering the effects due to the application of
Credit Value Adjustment/Debt Value Adjustment - CVA/DVA).
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NOTE 20
SUPPLEMENTARY DISCLOSURES ON FINANCIAL
INSTRUMENTS

MEASUREMENT AT FAIR VALUE

For the purposes of the comparative information between the carrying amounts and fair value of

financial instruments, required by IFRS 7, the majority of the non-current financial liabilities of the

Telecom ltalia Group consists of bonds, whose fair value is directly observable in the financial markets,

as they are financial instruments that due to their size and diffusion among investors, are commonly

traded on the relevant markets (see the Note “Financial assets (non-current and current)”). For other

types of financing, however, the following assumptions have been made in determining fair value:

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

o for fixed-rate loans: fair value has been assumed to be the present value of future cash flows using
market interest rates at December 31, 2014;

o for some types of loans granted by government institutions for social development purposes, for
which fair value cannot be reliably calculated, the carrying amount has been used.

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 fair value measurement of the financial instruments of the Group is classified according to the three
levels set out in IFRS 7. In particular, the fair value hierarchy introduces three levels of input:

e Level 1: quoted prices in active market;

e Level 2: prices calculated using observable market inputs;

e 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, 2014 and December 31, 2013
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. It does not include Discontinued
operations/Non-current assets held for sale and Liabilities directly associated with Discontinued
operations/Non-current assets held for sale.

Key for IAS 39 categories

Acronym

Loans and Receivables LaR

Financial assets Held-to-Maturity HtM

Available-for-Sale financial assets AfS

Financial Assets/Liabilities Held for Trading FAHfT and

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 12/31/2014

(millions of euros)

Amounts recognized in financial statements

according to IAS 39

IAS 39| note Carrying| Amortized Cost| Fairvalue| Fairvalue| Amounts
Categories amount in cost takento| recognized| recognized
financial equity inthe|in financial
statements at income| statements
12/31/2014 statement| according
to IAS 17
ASSETS
Non-current assets
Other investments AfS 8) 43 25 18
Securities, financial receivables and other non-current
financial assets
of which loans and receivables LaR 9) 35 35
of which securities AfS 9) 6 6
of which hedging derivatives HD 9) 2,163 1,742 421
of which non-hedging derivatives FAHfT 9) 145 149
of which financial receivables for lease contracts n.a. 9) 9z 92
Miscellaneous receivables and other non-current assets (*)
of which loans and receivables LaR  10) 338 334 4
(a) 2,826 369 29 1,766 570 92
Current assets
Trade and miscellaneous receivables and other current
assets (*)
of which loans and receivables LaR  13) 4,257 4,257
Securities
of which available-for-sale financial assets AfS 9) 1,300 1,300
Financial receivables and other current financial assets
of which loans and receivables LaR 9) 15 15
of which hedging derivatives HD 9) 225 152 71
of which non-heaging derivatives FAHTT 9) 18 18
of which financial receivables for lease contracts n.a. 9) 55 55
Cash and cash equivalents LaR 9) 4,812, 4,812
(b) 10,680 9,084 - 1,452 89 55
Total (a+b) 13,506 9,453 29 3,218 659 147
LIABILITIES
Non-current liabilities
of which liabilities at amortized cost(** FLAC/HD  16) 29,172 29,172
of which hedging derivatives HD  16) 2,058 2,058 -
of which non-heaging derivatives FLHIT  16) 111 111
of which finance lease liabilities na. 16) 984 984
(c) 32,325 29,172 - 2,058 111 984
Current liabilities
of which liabilities at amortized cost(** FLAC/HD  16) 4272 4,272
of which hedging derivatives HD  16) 224 216 8
of which non-hedging derivatives FLHT ~ 16) 21 21
of which finance lease liabilities na. 16) 165 169
Trade and miscellaneous payables and other current
liabilities (*)
of which liabilities at amortized cost FLAC 24) 5,835 5,839
(d) 10,525 10,111 - 216 29 169
Total (c+d) 42,850 39,283 - 2,274 140 1,153
(*) Part of assets or liabilities falling under application of IFRS 7.
(**) They also include the liabilities 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

12/31/2014

Amounts recognized in financial statements
according to IAS 39

(millions of euros) IAS 39 Carrying|  Amortized Cost|  Fairvalue| Fairvalue| Amounts FairValue at
Categories amount in cost takento| recognized recognized 12/31/2014
financial equity in the in financial
statements income Statemepts
at statement| according
12/31/2014 t0IAS 17
ASSETS
Loans and Receivables LaR 9,457 9,453 4 9,457
Available-for-Sale financial assets AfS 1,349, 25 1,324 1,349
Financial assets at fair value through profit or
loss held for trading FAHTT 167 167 167
of which non-heaging derivatives FAHFT 167 167 167
Hedging Derivatives HD 2,386 1,894 492 2,386
Assets measured according to IAS 17 n.a. 147 147 147
Total 13,506 9,453 29 3,218 659 147 13,506
LIABILITIES
Financial liabilities at amortized cost (*) FLAC/HD 39,283 39,283 41,446
Financial liabilities at fair value through profit
or loss held for trading FLHT 132 132 132
of which non-heaging derivatives FLHfT 132| 132 132
Hedging Derivatives HD 2,282, 2,274 8 2,282
Liabilities measured according to IAS 17 n.a. 1,153 1,153 1,479
Total 42,850 39,283 - 2,274 140 1,153 45,339
(*) They also include the liabilities at adjusted amortized cost that qualify for hedge accounting.
Telecom ltalia Group Note 20

Consolidated Financial Statements

Supplementary disclosures on financial instruments

243




Fair value hierarchy level for each class of financial asset/liability at 12/31/2014

Hierarchy Levels

(millions of euros) IAS 39| note Carrying| Level1(*) Level2(*) Level3(*)
Categories amount in
financial
statements
at
12/31/2014
ASSETS
Non-current assets
Other investments AfS 8) 43 3 15

Securities, financial receivables and other non-current
financial assets

of which securities AfS 9) 6| 6
of which heaging derivatives HD 9) 2,163 2,163
of which non-heaging derivatives FAHfT 9) 149 149
(a) 2,361 9 2,327 -
Current assets
Securities
of which available-for-sale financial assets AfS 9) 1,300 1,300

Financial receivables and other current financial assets

of which heaging derivatives HD 9) 223 223
of which non-heaging derivatives FAHTT 9) 18| 18
(b) 1,541 1,300 241 -
Total (a+b) 3,902 1,309 2,568 -
LIABILITIES

Non-current liabilities

of which heaging derivatives HD 16) 2,058 2,058
of which non-heaging derivatives FLHT ~ 16) 111 111
(c) 2,169 - 2,169 -
Current liabilities
of which heaging derivatives HD 16) 224 224
of which non-heaging derivatives FLHIT  16) 21 21
(d) 245 - 245 -
Total (c+d) 2,414 - 2,414 -

(*) 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.

FAIR VALUE MEASUREMENTS AT DECEMBER 31, 2014 OF
THE MANDATORY CONVERTIBLE BOND EMBEDDED
OPTION

The accounting of the “Guaranteed Subordinated Mandatory Convertible Bonds due 2016, convertible
into ordinary shares of Telecom Italia S.p.A.”, issued by the subsidiary Telecom Italia Finance S.A. for a
total of 1.3 billion euros, entailed the separate recognition in the accounts of the option embedded in
the financial instruments, distinctly from the debt liability itself.

The amount of the embedded option was measured as the net amount of i) the long put option, with an
exercise price of 0.6801 euros corresponding to the maximum conversion ratio at maturity into Telecom
Italia S.p.A. ordinary shares; and ii) the short call option, with an exercise price of 0.8331 euros at the
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minimum conversion rate. The call and put options were measured at fair value using the Black &
Scholes model for pricing stock options. The model uses the following inputs:

e the risk-free interest rate for comparable maturities;

e the reference price for Telecom ltalia S.p.A. ordinary shares;

e the exercise price;

e the dividend expected to be paid on Telecom ltalia S.p.A. ordinary shares over the life of the option;

e the volatility of Telecom ltalia S.p.A. ordinary shares;

e the duration of the option.

From November 16, 2014 - as a result of the availability of market data in terms of options quoted on
the Telecom ltalia shares with a duration comparable to that of the remaining option on the Mandatory
Convertible Bond (2 years) - the figure for volatility is taken directly from the market. Accordingly, it is no
longer considered an “unobservable” input figure. As a result, the measurement of the embedded
option, which previously was considered level 3, has come under level 2 of the fair value hierarchy from
November 2014, as it is based on observable market data. Further details on the measurement of
derivative instruments are provided in the Note “Financial risk management”.

The following table shows the income statement and financial statement effects of that measurement:

Fair value hierarchy Levels

(millions of euros) Level 3: Level 2:

Asset value at December 31, 2013 63 _
Transfers out from Level 3 (63) _
Transfers into Level 2 _ 63
Profit (loss) recognized in the Consolidated Separate Income Statement _ (174)
Asset value at December 31, 2014 _ (111)

The loss from the fair value adjustment at December 31, 2014 has been recognized under finance
expenses.

Specifically, during 2013, volatility was considered an unobservable input due to the lack of market data
(stock exchange listing of the bond option) for a time horizon equal to the duration of the option. The
figure was, therefore, an assumption based on the volatility implied by the price of the financial
instrument, as negotiated at the issue stage, and market volatility for the nearest time horizon.

The following table shows the income statement and financial statement effects of that measurement:

(millions of euros) Level 3 of the fair
value hierarchy

Asset value at December 31, 2012 -

Valuation at the issue date of the financial instrument 187
Profit (loss) recognized in the Consolidated Separate Income Statement (124)
Asset value at December 31, 2013 63

The loss from the fair value adjustment at December 31, 2013 has been recognized under finance
expenses.

Further details on the effects of the change in the price of the ordinary shares on the value of the
embedded option, as well as the measurement of derivative instruments, are provided in the Note
“Financial risk management”.
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Carrying amount for each class of financial asset/liability at 12/31/2013

- Amounts recognized in financial statements
(millions of euros) according to IAS 39
IAS 39 note Carrying)|  Amortized Cost| Fairvalue| Fairvalue| Amounts
Categories amount in cost takento| recognized| recognized
financial equity in the in financial
statements income|statements
at statement| according
12/31/2013 to IAS 17
ASSETS |
Non-current assets |
Other investments AS 8 42] 25 17
Securities, financial receivables and other non-
current financial assets
of which loans and receivables LaR 9) 3 7| 37
of which securities AfS 9) 6| 6
of which hedging derivatives HD 9) 1,01 8| 823 195
of which non-heaging derivatives FAHTT 9) 13 7| 137
of which financial receivables for lease contracts n.a. 9) 58| 58
Miscellaneous receivables and other non-current |
of which loans and receivables LaR  10) 248| 243 5
(a) 1,546| 280 30 846 332 58
Current assets |
Trade and miscellaneous receivables and other |
of which loans and receivables LaR 13) 4,1 45| 4,145
Securities |
of which available-for-sale financial assets AfS 9) 1, 348| 1,348
Financial receivables and other current financial |
of which loans and receivables LaR 9) 23’| 23
of which heaging derivatives HD 9) 1 73| 119 54
of which non-heaging derivatives FAHfT 9) 7| 7
of which financial receivables for lease contracts n.a. 9) 80| 80
Cash and cash equivalents LaR 9) 5 744| 5,744
(b) 11,520| 9,912 - 1,467 61 80
Total (a+b) 13,066| 10,192 30 2,313 393 138
LIABILITIES |
Non-current liabilities |
of which liabilities at amortized cost(**) FLAC/HD  16) 27,.958| 27,958
of which hedging derivatives HD  16) 2,026 1,943 83
of which non-heaging derivatives FLHT  16) f| -
of which finance lease liabilities na. 16) 1,1 00| 1,100
(c) 31,084| 27,958 - 1,943 83 1,100
Current liabilities |
of which liabilities at amortized cost(**) FLAC/HD  16) 5, 703| 5,703
of which heaging derivatives HD  16) 207| 151 56
of which non-heaging derivatives FLHT ~ 16) 1 6| 16
of which finance lease liabilities na. 16) 1 93| 193
Trade and miscellaneous payables and other current |
of which liabilities at amortized cost FLAC  24) 5, 720| 5,720
(d) 11,839| 11,423 - 151 72 193
Total (c+d) 42,923 | 39,381 - 2,094 155 1,293
(*) Part of assets or liabilities falling under application of IFRS 7.
(**) They also include the liabilities 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
12/31/2013

Amounts recognized in financial statements
according to IAS 39
(millions of euros) IAS 39 Carrying|  Amortized Cost|  Fairvalue  Fairvalue| Amounts FairValue at
Categories amount in cost takento| recognized recognized 12/31/2013
financial equity in the in financial
statements income statemepts
at statement| according
12/31/2013 t0IAS 17
ASSETS
Loans and Receivables LaR 10,197 10,192 5 10,197
Available-for-Sale financial assets AfS 1,396 25 1,371 1,396
Financial assets at fair value through profit or
loss held for trading FAHfT 144 144 144
of which non-heaging derivatives FAHST 144 144 144
Hedging Derivatives HD 1,191 942 249 1,191
Assets measured according to IAS 17 n.a. 138 138 138
Total 13,066 10,192 30 2,313 393 138 13,066
LIABILITIES
Financial liabilities at amortized cost (*) FLAC/HD 39,381 39,381 40,011
Financial liabilities at fair value through profit
or loss held for trading FLHfT 16| 16 16
of which non-heaging derivatives FLHIT 16| 16 16
Hedging Derivatives HD 2,233 2,094 139 2,233
Liabilities measured according to 1AS 17 n.a. 1,293 1,293 1,611
Total 42,923 39,381 - 2,094 155 1,293 43,871

(*) They also include the liabilities 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 12/31/2013

Hierarchy Levels
(millions of euros) IAS 39| note Carrying| Level1(*) Level2(*) Level3(*)
Categories amount in
financial
statements
at
12/31/2013
ASSETS
Non-current assets
Other investments AfS 8) 42| 3 14
Securities, financial receivables and other non-current
financial assets
of which securities AfS 9) 6| 6
of which heaging derivatives HD 9) 1,018 1,018
of which non-heaging derivatives FAHfT 9) 137 74 63
(a) 1,203 9 1,106 63
Current financial assets
Securities
of which available-for-sale financial assets AfS 9) 1,348 1,348
Financial receivables and other current financial assets
of which heaging derivatives HD 9) 173 173
of which non-heaging derivatives FAHfT 9) 7) 7
(b) 1,528 1,348 180 -
Total (ath) 2,731 1,357 1,286 63
LIABILITIES
Non-current liabilities
of which heaging derivatives HD  16) 2,026 2,026
of which non-heaging derivatives FLHIT  16) - -
(c) 2,026 - 2,026 -
Current liabilities
of which heaging derivatives HD 16) 207 207
of which non-heaging derivatives FLHT ~ 16) 16| 16
(d) 223 - 223 -
Total (c+d) 2,249 - 2,249 -
(*) 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.
Telecom ltalia Group Note 20
Consolidated Financial Statements Supplementary disclosures on financial instruments [ 248



Gains and losses by IAS 39 category - Year 2014

(millions of euros) IAS 39 Net | of which interest
Categories gains/(losses)
2014 (1)
Loans and Receivables LaR (398) 109
Available-for-Sale financial assets AfS 52
FAHfT and
Financial Assets/Liabilities Held for Trading FLHfT (222)
Financial Liabilities at Amortized Cost FLAC (1,828) (1,659)
Total (2,396) (1,550)

(1)  Of which 1 million euros related 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 2013

(millions of euros) IAS 39 Net | of which interest
Categories gains/(losses)
2013 (1)
!
Loans and Receivables LaR (334) ‘ 97
Available-for-Sale financial assets AfS 27 ‘
FAHfT and
Financial Assets/Liabilities Held for Trading FLHfT (59)
Financial Liabilities at Amortized Cost FLAC (1,844) ‘ (1,731)
Total (2,210) ‘ (1,634)

(1)  Of which 3 million 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.
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NOTE 21
EMPLOYEE BENEFITS

Employee benefits increased by 146 million euros compared to December 31, 2013 and were broken

down as follows:

12/31/2012 | Discontinued Increases/ Decrease | Exchange | 12/31/2013
operations Present value differences
and other
(millions of euros) changes
!’rowsm.n. for employee severance @) 835 66 (30) ®) 863
indemnities
Provision for pension plans 23 2 (2) (1) 22
Provision for termination benefit
incentives 58 (8) 10 (30) 30
Total other provisions for
employee benefits (b) 81 ®) 12 32) @ 52
Total (a+b) 916 (8) 78 (62) 9) 915
of which:
non-current portion 872 889
current portion (*) 44 26
(*) The current portion refers only to Other provisions for employee benefits.
12/31/2013 Increases/ Decrease Exchange 12/31/2014
Present value differences
and other
(millions of euros) changes
;r:::‘s‘:‘oi:i ;«;r employee severance @) 863 241 (76) 3 1,031
Provision for pension plans 22 5 (2) - 25
Provision for termination benefit
incentives 30 1 (24) (2) 5)
Total other provisions for employee
benefits (b) 52 6 (26) (2) 30
Total (a+b) 915 247 (102) 1 1,061
of which:
non-current portion 889 1,056
current portion (*) 26 5

(%) The current portion refers only to Other provisions for employee benefits.

Provision for employee severance indemnities only refers to Italian companies and increased overall by
168 million euros. The reduction of 76 million euros under “Decreases” relates to indemnities paid
during the year to employees who terminated employment, in addition to ordinary advances and
advances requested by employees for the purchase of Telecom lItalia S.p.A. shares under the Broad-
Based Share Ownership Plan. Other changes related, among other things, to the change in the scope of
consolidation, following the acquisition of control of the company Rete A.. The increase of 241 million
euros in the column “Increases/Present value” is broken down as follows:

(millions of euros) 2014 2013
Current service cost (*) - -
Finance expenses 32 37
Net actuarial (gains) losses for the year 209 29
Total 241 66
there are no assets servicing the

Effective return on plan assets
plan

(*) Following the social security reform in 2007, the portions intended for the INPS Treasury Fund or for the supplementary pension
funds have been recorded under “Employee benefits expenses”, in “Social security expenses”, and not as “Employee severance
indemnities expenses”. The latter account will still be used only for the accruals of companies with less than 50 employees, amounting
to 0.4 million euros in 2014 (essentially unchanged compared to 2013).

Note 21
Employee benefits
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