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Significant events in 2007 and events subsequent to the
closure of the accounts

Shareholders,

2007 was a very positive year for your Company. Better financial results, benefiting from favourable market
conditions, were accompanied by rising new order volumes, worth EUR 1.7 billion at year end, which means
that the Company begins 2008 with an order backlog of more than EUR 3 billion, sufficient for about three
years' operations.

The strategic plan approved the previous year was fully implemented during 2007, particularly as regards
technology and service development activities, which are considered to be the drivers of results growth.
After the acquisitions in recent years, your Company moved carefully on the market, ready to seize new and
interesting acquisition opportunities, consistently with the strategies defined, at the same time as
consolidating synergy with Group companies.

The launch of the OSP - Original Service Provider trademark was one such initiative, combining the qualities
and experience of your Company as OEM (Original Equipment Manufacturer) with the ISP (Independent
Service Provider) activities that the Energy Group intends to offer.

Turning to technology development, which provides vital support for volume and results growth, work in your
Company's traditional sectors of operation, as well as in the booming renewable sources segment, focused
on improving existing products, on scouting for new opportunities and alliances, and on focusing the
research work of subsidiary Ansaldo Ricerche S.p.A. on the main projects pursued by the Group.

The key objective last year was, and in the future will continue to be, investing a considerable portion of
human and financial resources to innovate products and keep them in line with market demand.

In parallel a plan was launched to renew plant and reorganise production activities, improving process
efficiency in order to meet order deadlines and seize the opportunities offered by a constantly expanding
market.
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Your Company has already taken the initiative on expanding international markets and the results achieved
both in new countries for Ansaldo Energia, such as Russia, or consolidated ones like Algeria, have
increased our share of the world gas turbine market from 5% to 5.5%.

The growth reported during the year is expected to accelerate still further in the future, requiring careful
human resources management, which represents a strategic lever to pursue and consolidate change.
Initiatives have therefore been undertaken to improve the professional mix of resources, with new hirings
partly to compensate for the probable departure of personnel who, from the end of 2007, no longer receive
the bonus recognised by current legislation, but most importantly with training initiatives designed to
increase the technical and management skills of resources at all corporate levels.

Your Company has confirmed its position as local job development leader, with a turnover of almost 80% in
the last five years.

Another priority during the year was the application of new legislation on health and safety in the workplace
and the protection of the environment, with the organisation of training initiatives for both blue collar
workers and workshop/work site managers, as well as more generally in all areas of operation.

The company adopts an extremely prudent policy with regard to the coverage of risks of a financial nature.
Significant operations in currencies other than the Euro subject to exchange risk are hedged by means of
specific forward contracts. To eliminate or minimise the credit risk, deriving in particular from work in foreign
countries, the company adopts a policy of attentive analysis of commercial operations right from the outset,
carefully examining the terms and conditions of payment to propose in offers and subsequently contracts of
sale.

Specifically, according to the value of the contract, the type of customer and the importing country, all the
necessary precautions are taken to limit risk in terms of both payment and the financial instruments used,
with recourse in the most complicated cases to insurance coverage or providing assistance to help the
Customer obtain supply financing.

On the liquidity risk front, the results achieved in recent years are the best demonstration of careful
monitoring of all items under working capital. Specifically, the adoption of the EVA methodology right from
the bidding stage and throughout the entire life of work orders, makes it possible to optimise financial
management and to correct, where possible from the negotiation phase, elements affecting liquidity.

2007 results confirm the positive trend of recent years.
Net profit for the year stands at Euro 50 million, up 50% on last year's figure after taxation of Euro 54
million (Euro 37 million in 2006).
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The operating result was particularly significant at Euro 96.4 million, up 61% on the previous year, with ROS
standing at 9.8% (6.7% in 2006), attributable in part to good management of the closing stages of
contracts.

The results reported were affected by increases in research and development costs (up Euro 1.7 million to
a total of Euro 18.3 million) and the cost of sales and marketing efforts to close the important new
contracts signed during the year, as well as about Euro 10 million negative items relating to provisions for
litigation, risks and outgoing employees. In absolute terms costs for overheads and administration
remained virtually unchanged, while as a percentage of revenues they fell from 3.7% to 3.3%, confirming
that despite growth in all sectors, cost containment has remained a constant priority.

New orders were booked worth Euro 1,705 million (984 in 2006), with distinctly higher margins due to the
favourable market situation. Of the Euro 3,086 million order backlog at year end, 45% refers to service
segment activities, mainly consisting of scheduled maintenance contracts signed concurrently with plant
contracts.

The net financial position improved significantly again in 2007, with positive cash flow of Euro 177 million
after paying out a dividend of Euro 24 million to the Shareholder.

It is therefore reasonable to forecast further growth in results and new orders in coming years, which may
also translate into an improvement in the net financial position if advances on new orders more than offset
expenses deriving from contracts in progress.

Finally, there were no significant events after the closure of the accounts such as to require comment on
their possible financial effects.

Below are some highlights from the past three years (2005 values have been reclassified according to
IAS/IFRS principles).
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Ansaldo Energia results in the three-year period 2005-2007

Revenues Net financial position

Euro million
Euro million

Employees

Euro million

Net result New orders
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The financial statements of Ansaldo Energia S.p.A.
at 31 December 2007 have been prepared in
accordance with the international accounting
standards (IFRSs) endorsed by the European
Commission and supplemented by the relevant
interpretations (Standing Interpretations Committee

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

In order to provide further information on the
performance and financial position of Ansaldo
Energia S.p.A., reclassified statements have been

— SIC and International Financial Reporting prepared.

Euro/thousand 2007 2006
Revenues 979,001 913,193
Costs for purchases and personnel (854,922) (837,409)
Amortisation and depreciation (13,650) (12,617)
Write-downs (2,000) (1,500)
Other net operating revenues (costs) (4,187) 16,407
Changes in work in progress, semi-finished goods and finished products (7,870) (16,760)
EBIT 96,372 61,314
Net financial income (charges) 7,936 9,263
Income taxes (53,850) (37,041)
NET PROFIT BEFORE DISCONTINUED OPERATIONS 50,458 33,536
Result of discontinued operations

NET PROFIT 50,458 33,536

2007 closed reporting higher revenues in all
business areas of about 8.3%. So far as machinery
and plant are concerned, this rise is attributable to
an increase both in factory production and the
percentage of plant engineering work, while in the
service segment the rise on 2006 is mainly
attributable to current service activities, because the
contribution made by scheduled maintenance
contracts was fairly stable.

Service business represents about 23% of revenues
and about 32% of the gross margin produced in the
year.

Ebit increased Euro 35 million, standing at 9.8% of
revenues (6.7% in 2006). This result was made
possible by the fact that, in addition to the normal
profitability of plant engineering and service orders,
the Enipower contract was concluded during the year
and the FA.C. (Final Acceptance Certificate)
received, making a non-recurrent contribution to the
margin reported.

It should also be pointed out that research and

development expenditure rose to Euro 18.3 million
(16.6 in 2006) and that the balance of other net
operating revenues (costs) was a negative Euro 4
million, as opposed to a positive Euro 16 million in
2006. Contributing to this result were a provision for
a dispute in arbitration, the asbestos risk provision
following the termination of insurance coverage in
February 2007, and charges relating to several
disputes with employees, net of the collection from
Sace of receivables from defaulting countries which
had previously been written off. Vice versa, fiscal
2006 benefited from the settlement of an old
dispute and the assignment to third parties of a
receivable from a defaulting country, totalling Euro
17 million.

Amortisation and depreciation rose by about Euro 1
million, attributable to the rise in tangible fixed
assets as a result of investments in upgrading
production capacity to meet higher production
volumes.

ANALYSIS OF PERFORMANCE AND FINANCIAL POSITION



Net financial income, standing at a positive Euro 8
million, breaks down Euro 11 million deriving from
financial management, which benefited from higher
interest rates and good net financial position
performance, and Euro -3 million attributable to the
management of shareholdings. The main items
were the dividends resolved by subsidiaries
Ansaldo Nucleare S.p.A. and ESG, amounting to a
total Euro 2.4 million, and the permanent loss of
value posted by Ansaldo Ricerche S.p.A., mainly
deriving from radical restructuring during the year
to focus company operations on the core business
of the Energy Group.

Income tax amounting to Euro 54 million (Euro 37

million in 2006) increased due to the improved
result and includes, in addition to IRES (corporate
income tax), IRAP (regional business tax) and
deferred taxation, Euro 5 million taxation payable in
foreign countries.

The table below breaks down the balance sheet at
31 December 2007, with comparative information at
31 December 2006:

Non-current assets basically refer to Euro 106.4
million property, plant and equipment, Euro 19.1
million equity investments and Euro 4.7 million
deferred tax assets. Deferred tax assets fell Euro
20.5 million following the reclassification to current

Non current assets 132,260 154,375
Non current liabilities 123,460 115,383

8,800 38,992
Inventories 146,349 133,753
Contract work in progress 48,859 67,309
Trade receivables 335,523 359,593
Trade payables 318,259 332,514
Advances from customers 566,535 454,450
Provisions for short term risks and charges 55,754 51,610
Other net current assets (liabilities) (8,909) (19,516)
Net working capital (418,726) (297,435)
Shareholders’ equity 74,601 48,350
Net financial debt (cash and cash equivalents) (484,527) (306,793)




assets of deferred IRES (corporate income tax)
assets. The overall reduction in equity investments
of Euro 3.9 million is attributable to the permanent
loss in value of the investment in Ansaldo
Ricerche.

Non-current liabilities include severance pay and
other defined benefit plans for employees
amounting to Euro 39.2 million, and provisions for
risks of Euro 80.6 million. The increase in this
item amounting to Euro 14 million is the result of
provisions made during the year in connection with
the asbestos risk and a dispute with a customer in
arbitration.

Net working capital fell Euro 121.3 million, mainly
attributable to the contribution made by advances
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received from customers as a natural
consequence of the large volume of new orders.
Shareholders' equity is represented by share
capital amounting to Euro 12 million, reserves
generated by conversion to IAS/IFRS, retained
earnings and other reserves amounting to Euro
6.7 million, in addition to profit for the year of Euro
50.5 million.

Cash and cash equivalents at year end increased
by 58%, with positive cash flow net of dividends
paid amounting to Euro 20.6 million, basically
attributable to the positive
collections/disbursements ratio of plant
engineering contracts and service activities.

Cash and cash equivalents at 1 January 10,694 10,184
Cash flow from operating activities 127,497 96,982
Change in working capital 125,405 50,731
Changes in other operating assets and liabilities (34,400) (8,585)
Cash flow generated by (used in)

operations 218,502 139,128
Cash flow from investing activities (17,856) (40,777)
Free operating cash-fiow 200,646 98,351
Changes in other financial assets 532 0
Cash flow generated by (used in)

investing activities (17,324) (40,777)
Dividends paid (24,173) (16,668)
Cash flow from financing activities (164,708) (81,173)
Cash flow generated by (used in)

investing activities (188,881) (97,841)
Cash and cash equivalents at 31 December 22,991 10,694

ANALYSIS OF PERFORMANCE AND FINANCIAL POSITION






Net cash and cash equivalents at 31 December
2007 are reported in the following table, with
comparative information at 31 December 2006.

The net financial position improved significantly,
reflecting careful management of the order
backlog, good terms of payment stipulated in
contracts and increased new order volumes
resulting in larger advance payments.

Of financial receivables from related parties, Euro
446 million refers to cash and cash equivalents
deposited according to Group policy with
Finmeccanica, using a cash pooling scheme which
benefits all group companies by rationalising and
optimising recourse to the banking system.

The increase is therefore attributable to the cash
and cash equivalents generated during the year.
Cash and cash equivalents are remunerated at the

best market conditions, also by means of recourse
to temporary investments.

Ansaldo Energia also pools the treasury
management of its subsidiaries, applying the same
rates.

This justifies the presence of financial payables to
related parties, basically attributable to the cash
and cash equivalents of Ansaldo Nucleare and
Sagem ltalia, while the receivables include
financing for the activities of Thomassen, Ansaldo
Ricerche and Indian subsidiary ASPL.

Receivables and payables from/to the banking
system should therefore be considered as residual
and, so far as payables are concerned, attributable
for the most part to term deposits or foreign
currency which cannot be transferred to the
relative local activities.

Euro/thousand 31.12.2007 31.12.2006
Short term financial payables 1,134 1,029
Medium/long term financial payables 833
Cash or cash equivalents 22,991 10,694
BANK DEBT AND BONDS (21,857) (8,832)
Securities

Financial receivables from related parties (476,668) (320,300)
Other financial receivables (1,836) (1,135)
FINANCIAL RECEIVABLES AND SECURITIES (478,504) (321,435)
Financial payables to related parties 12,731 19,416
Other short term financial payables 993 954
Other medium/long term financial payables 2,110 3,104
OTHER FINANCIAL PAYABLES 15,834 23,474
NET FINANCIAL DEBT (CASH AND CASH EQUIVALENTS) (484,527) (306,793)

Net financial debt (cash and cash equivalents)
attributable to discontinued operations

FINANCIAL POSITION






In accordance with the provisions of Article 2497
bis of the Italian Civil Code, it should be noted that
the Company is subject to the direction and
coordination of the Group Parent Finmeccanica
S.p.A. The highlights of the latest financial
statements approved by Finmeccanica S.p.A. are
shown in Appendix no. 12.

Below are the figures for relations with related

parties in 2007 and in the previous year (details
by Company are provided in Notes). Related
parties include not only the Group Parent and the
companies in which Ansaldo Energia S.p.A. has
direct or indirect interests, but also the other
related parties as defined in the International
Accounting Standards.

Parent companies Subsidiaries Associates (*) Consortia (**) Total
Current receivables
— financial 445,763,414 30,904,503 476,667,917
— trade 207,000 2,044,321 738,584 2,989,905
— other 37,144,676 283,000 37,427,676
Current payables
— financial 12,730,671 12,730,671
— trade 842,000 4,174,731 4,724,176 9,740,907
— other 37,153,003 37,153,003
Revenues
Other operating revenues 31,362 18,515 49,877
Purchases and costs 5,029,000 9,178,401 31,349,349 45,556,750
Financial income 12,200,238 830,136 13,030,374
Financial charges 38,319 626,178 664,497

(*) Companies subject to the control and coordination of Finmeccanica S.p.A.

(**) Subsidiary, related, associated and jointly-controlled consortia

INFORMATION ON THE DIRECTION AND COORDINATION ACTIVITY






Market prospects and competitive positioning

2007 confirmed the growth trend that has been a
feature of the electric power generation market for
the last three years. The escalating prices of
primary energy sources, oil and natural gas in
particular, has not slowed order growth for
thermoelectric power generation machinery. In fact,
global orders for gas and steam turbines rose
twofold in 2007, from 105 GW in 2006 to 220 GW.
There was an even sharper rise in steam turbine
orders, which accounted for 70% of all turbine
orders in 2007, a rise of 61% on the 2006 figure.
In the medium to long term, high oil and natural
gas prices are expected to fuel this trend still
further, encouraging the use of other cheaper fossil
fuels, including coal. However, the huge
environmental footprint of coal-fired power
generation products will encourage research and
development into technology to reduce their
negative effects.

Despite growing global interest in environmental
issues, it is expected that most power generation
will continue to be fossil fuel based until at least
2030, as was confirmed during the World Energy
Council held in Rome in November 2007.

The European Union, which is particularly sensitive
to environmental issues, has set itself the target
of increasing the proportion of renewable energy
sources in its generating mix to 20% by 2020.
Wind power is regarded as the renewable
technology sector with the best short to medium
term growth prospects. In the period 2000-2006,
the sector expanded at an average annual rate of
24%, benefiting significantly from the successful
implementation of government regulations to
encourage the installation of renewable energy
source generation plants, particularly in northern
European countries. Europe, with an installed
capacity of 50 GW, accounts for almost 70% of the
world market. However India and China have the
highest annual growth rates, reporting increases of
more than 25%.

2007 was also the year in which Russian power
sector privatisation got underway, and in which

India and China consolidated their economic
growth.

In Russia, the former monopoly operator RAO UES
has been split into about 25 generating
companies, which entered the market last year and
represent acquisition targets for international
players including Enel, E.On, Fortun and EdF, as
well as for domestic operators including Gazprom
and industrial group Renova.

This deregulation, combined with strong Russian
economic growth (7.7% of per capita GDP in
2007), has induced power generation market
analysts to forecast 25% annual growth for the
next 5 years, levelling off above USD 15 bn for the
entire subsequent five-year period(3).

The market in Russia is made even more attractive
by the weakness of local manufacturers,
Engineering Procurement and Construction (EPC)
companies and service providers. However, the
presence of the major international manufacturers
was also weak throughout 2007. Ansaldo Energia
received orders representing a market share of
25%.

China and India continue to show strong growth,
increasing their per capita GDPs by 10.7% and
6.5% respectively. To meet this demand, average
annual power generation market growth of about
8% and 7% respectively is expected over the next
10 years.

Both countries, because of plentiful local coal and
high oil and natural gas prices, are investing
heavily in steam turbines, driving orders worth 75
GW and 27 GW respectively in 2007,
corresponding to 99% and 94% of total
thermoelectric power generating turbine orders for
the year. Most Chinese demand is satisfied by
local manufacturers.

The largest market for gas turbines in 2007 was
Northern Africa and the Middle East, where per
capita GDP growth of about 3% was reported in
2007, with orders for 15 GW of gas turbines (10%
from Ansaldo Energia) and almost 5 GW of steam
turbines (80% of which for use in combined
cycles).

The flourishing market for generation plant,
deregulation in Eastern Europe and ageing

PERFORMANCE



installed capacity is also driving growth in the
service sector. In 2007 this market increased
globally by almost 10% on the previous yeatr,
encouraged by a greater focus across the board on
production efficiency, mainly for environmental
reasons.

Turning to the positioning of Ansaldo Energia in the
global arena, 2007 shifted the company's centre
of gravity significantly out of its traditional markets
in Italy and Iran. In 2007, Ansaldo Energia won a
5.5% share of the world gas turbine market for
electric power generation at 50 Hz (General Electric
maintained its position of leadership with a share
of 36%, but lost much of the advantage it had
accumulated in 2006, followed by Siemens with
21%, Alstom with 18% and Mitsubishi with 6.8%).
Alstom reported the best performance
improvement in this market segment in 2007.

In specific regions in the same period, Ansaldo
Energia won 60% of the North African market, 25%

Plant and machinery 1,296
Service 409

of the Russian market and 8% of the European
market, excluding ltaly.

Finally, Ansaldo Energia is not yet present on the
renewable sources market, but will be in the near
future with the acquisition from another
Finmeccanica Group company of fuel cell developer
Ansaldo Fuel Cells S.p.A.

Sales

In 2007 Ansaldo Energia S.p.A. received orders
worth Euro 1,705 million.

This represents an increase of about 73.2% on the
previous year, almost entirely attributable to the
exceptional performance of the plant and
components division.

Orders break down as follows by product and
geographical area:

Plant and machinery 542.1
Service 442
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Orders by geographical area (Euro/million)

2007

0.7%
1.1%

‘ 16.5%

54.5% 16.7%

10.5%

Italy 282
Europe 286

Middle East 179
Africa 929

Asia 18
Americas 11

Total 1,705

The breakdown of orders for new plants and
components by type of product is as follows:

Product 2007 2006
Gas turbines 23 9
Steam turbines 5 4
Generators 29 12
Total 57 25

The sharp rise in new plant and component orders,
which more than doubled against the previous
year, is attributable on one hand to the particularly
favourable market situation, and on the other to a
consolidation of the confidence shown by
traditional and new customers in Ansaldo Energia,
also in new areas for the company.

The Company is particularly well-positioned in high
potential geographical areas, including Russia and
North Africa.

The drop in service orders (-7%) was due to a fall
in scheduled maintenance volumes on the back of

8% 70%

Italy 685.1
Europe 77.7

Middle East 145.2
Africa 21.1
Asia 22.6

Americas 32.4
Total 984.1

last year's results, particularly in connection with
the order for the Rizziconi power station. There was
however a considerable increase in new orders for
routine maintenance, spare parts and
refurbishments, which rose more than twofold on
the previous year.

When potential orders for scheduled maintenance
in 2008 are taken into account, these figures
demonstrate continuing growth in this segment.

Plants and components

In 2007 Ansaldo Energia reported a sharp increase
in orders for machinery and turnkey plants
compared with 2006. Even more importantly, this
increase is distinctly higher than the increase
reported by the main competitors.

In coming years the international power generation
market is expected to remain at a sustained level,

PERFORMANCE



enabling Ansaldo Energia to continue growing,
especially in emerging markets. On the domestic
front the forecast increase is less pronounced,
although several important contract awards are
planned in 2008-2009.

On international markets Ansaldo Energia focused
on its targets of Europe, the Middle East, Africa
and Russia. Strong growth is expected in Russia in
coming years as the country plans to increase
power generating capacity by about 40,000 MW to
support economic growth and replace obsolete
plant.

The strategy will therefore be to focus on the
target markets and customers which delivered
such good results in 2007.

The most important new orders were:

Supply of a V64.3A gas turbine generator set
with steam turbine for the first combined cycle in
Albania.

Supply of a V94.2 gas turbine generator set to
Fortum for the ESPOO power station.

Supply of a V94.3A4 gas turbine generator set
with steam turbine to Enel for the Livadia power
station.

Supply of a V94.3A4 gas turbine generator set
to Enel for the Algeciras power station.

Supply of a 300 MW single cycle to Sonelgaz for
the Larbaa power station.

Supply of a 300 MW single cycle to Sonelgaz for
the Batna power station;

Supply of a 300 MW single cycle to Sonelgaz for
the Larbaa power station extension;

Supply of a 400 MW single cycle to Sonelgaz for
the M'Sila power station.

Supply of two 300 MW steam turbines to EEHC
for the Sidi Krir and El Atf power stations.

Supply of two V94.2 gas turbine generator sets
to AES for the Avon power station.

Supply of four V64.3A gas turbine generator sets
to Power Machines for the Prvomaskaia power
station near St. Petersburg.

Supply of a V64.3A gas turbine generator set to
Power Machines for the Tyumen power station.
Supply of five V64.3A turbine generator sets to
Stroytransgaz for the St. Petersburg power sta-
tion.

The results reported in 2007 demonstrate Ansaldo
Energia's ability to compete on international
markets and, even more importantly, confirm
customer confidence in the company's products..

Service work

In 2007 a new commercial approach, one that is
more consistent with customer needs in terms of
plant optimisation and performance improvement,
consolidated service growth in routine
maintenance activities.

Interestingly, the product mix reflects the market
trend to look for innovative solutions that enable
Ansaldo Energia's customers to stand out from the
competition. While on one hand long term
agreements have fallen off, mainly because of the
mix of new plant orders, on the other contracts for
plant refurbishments and improvements have
increased fourfold on the 2006 figure, representing
more than 20% of total new orders. If solid double-
digit growth is then factored in in spare parts and
maintenance, the overall result reported by the so-
called service flow totalled Euro 390 million, more
than four times the previous year's figure.
Attention also needs to be drawn to the
contribution of the Energy Group in terms of work
on machinery manufactured by third party OEMs,
as a direct result of the launch of the OSP -
Original Service Provider strategy, which applies
Ansaldo Energia's OEM skills to the Independent
Service Provider (ISP) business model. The recent
company acquisitions of ESG and Thomassen



Turbine System (TTS) were pivotal in this sense.
New order volumes are broken down by
geographical area in the chart below:

" i

Production

2007 was a year of strong manufacturing and
plant engineering growth.

In the plant engineering segment, 4 EPC plants
were delivered, while planning, construction and
start up work continues on 7 other plants both in
[taly and on international markets.

All the main milestones were achieved and
profitability and cash flow targets equalled or
bettered.

The main contracts in progress for machinery and
power blocks are in Russia (15 machines), Europe
as a whole (Finland, Spain, Albania, Belgium) and
the Middle East (Oman, Jordan), with more than 30
turbine generators to deliver and commission in
2008/20009.

In 2007 the following complete machines were
produced at the Campi works for new power
stations:

4 V94.3A gas turbines

5 V94.2 gas turbines

1 V64.3 gas turbine

23 turbine generators

ANSALDO ENERGIA FINANCIAL STATEMENTS 2007
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7 steam turbines and strategic components for
service activities.

Manufacturing activities on service contracts
included a stator for Iran, a hydro-generator and
some major steam turbine components.

About 25% of manufacturing hours were devoted to
spare parts production and on-site assembly
support work.

In 2007 erection work was mainly for the domestic
market. Erection and start-up work has been
completed or delivery work is in progress on the
following plants:

- Rizzicone

- Sparanise

- Rosignano

- Vado

- Leini

- Moncalieri

- Ferrara

- Escatron (Spain)

In 2008 there will be a further increase of erection
and start-up work on three turnkey plants in
Algeria.

PERFORMANCE



In 2007 spare parts manufacture and on-site work
for service contracts continued to grow, with an
almost identical mix to the previous year.

The increase in the number of products in the

offering also generated new work, specifically:

— the complete overhaul of the Sparanise power
stations has begun under the terms of the first
total guarantee of operation contract;

— in the framework of revamping work, which was
extended from just the steam turbine to the
entire power station in 2007, refurbishment got
under way at the Mers power station in Algeria;

— the acquisition of numerous contracts for
complete hydrogenerator refurbishment
generated a significant amount of factory work
(complete manufacture of the stator) and Field
Services (on-site erection and start-up).

The recent acquisitions of Dutch company TTS and

Switzerland-based ESG have also enabled the

Energy Group to perform OSP work on machinery

produced by the competition, creating engineering

synergies and increasing production at Ansaldo

Energia too.

The following four plants were delivered and
obtained provisional acceptance certificates:
— Rosignano

— Sparanise

— Vado Ligure

— Leini

The Enipower contract was also completed and
Final Acceptance Certificates (FAC) obtained for all
seven supplies, with the return of all the relative
performance bonds.

Also nearing completion are other important
contracts with Iranian customers on which the
company has been working in recent years. The
PACs and FACs obtained for these contracts have
significantly reduced exposure to guarantees.

The successful closure of humerous contracts in
progress, also as EPC contractor, demonstrates
that Ansaldo Energia has regained the ability to
manage this type of contract and that the strategy
should be continued.

Organisation and process/product developments

2007, like 2006, was a year of volume growth
characterised by the need to manage EPC
contracts, power blocks and service orders to
increasingly competitive delivery schedules.

The fulfilment of orders already booked, as well as
those forecast in coming years, has required the
definition of a completely new business plan, from
the design stage right through to production, to
improve productivity while maintaining product
quality high.

All production processes are now being examined
in order on one hand to increase production of
machinery and work for service activities, delivered
on schedule and to budget, and on the other to
maintain the flexibility needed to achieve
profitability targets even in less favourable market
conditions.
Some initiatives have already been implemented,
improving the effectiveness of hours worked and
increasing the number of production hours,
including;:
extending stock production to other standard
gas turbine components;
concentrating in-house production on the most
highly qualified core processes and outsourcing
less technology-oriented ones;
a review of material management policies and
procurement planning and authorisation proce-
dures. The initiatives taken have secured the
availability of materials, notwithstanding rising
supply market tension, without being a burden
on financial management;
the launch of the Total Production Maintenance
(TPM) project addressed to the organisation of
factory services, from maintenance to tool and
equipment management.

These initiatives will be supported by a major
investment plan in production machinery and
systems, launched in 2007, and through a special
focus on training young professional resources at
all levels. Specifically, the training programme for
300 young blue collar workers on technical and
management issues represents an innovative
initiative in the framework of factory training.



In the electric machine area, construction work
began on the first TRY 56 alternator, following
investments for this purpose in the 2007 plan.

In the blading area, the qualification of pressure
cast product suppliers was completed and a
carefully prepared plan introduced to manage post
casting. Collaboration agreements were also
entered into with external suppliers and an
investment plan set in motion to support the
volume growth predicted in coming years.

The reduction in the time required to produce
products, attributable to constant upgrading of
manufacturing processes, has made it possible to
meet production targets and prepared the ground
for growth next year.

Technology skills have been strengthened by
recruiting qualified resources, who will receive
increasing support in the form of IT tool
development. The first stage of the PLM project is
consolidating CAD/CAM integration, with
interesting results in terms of collaboration with
product engineering and greater CAM programming
efficiency. The second stage, entailing the
development of an integrated production data
management structure will be completed in 2008.
On the logistics front, efforts were focused on
materials planning, the scheduling of outsourced
activities and upgrading the structure to handle
growing service volumes. Warehouse logistics
reorganisation was also completed to improve
service flexibility and quality. Available space was
also used more efficiently and similar activities
concentrated in specific areas.

The broader scope of service provision contracts
has made it necessary to recruit new specialised
resources, mainly in connection with erection and
start-up activities.

The increase in spare parts volumes has required
a new management structure at process, planning
and production levels.

So far as materials planning is concerned, the
Demand Planning Management (DPM) project was
fully implemented to plan finished materials
requirements and entry into production based on
past orders, on the order backlog and on current
and future bids.

During the year so-called strategic spare parts
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entered production, with a view to creating a stock
of finished materials that have long procurement
times. These stocks will be used on one hand to
cater for emergencies, and on the other to offer
shorter delivery times and so make it easier to
seize interesting market opportunities.

Consistently with the Shareholder's guidelines, the
company has consolidated its contract
management and control mechanisms, applying
the "Valcom", "Life cycle management & project
control", "Risk management" and "Phase review"
methods to all major projects.

In 2007, these mechanisms covered 2/3 of plant
engineering costs incurred during the year,
affecting the life cycle of more than half the active
portfolio.

Volume growth has also increased the product and
plant engineering workload, from bidding to final
design.

Research and development activities, which until
the end of 2006 focused on the acquisition of
design process skills and only marginally on
product improvement, were re-addressed in 2007
to improving product performance in terms not only
of power output and efficiency, but of
environmental impact and operating flexibility as
well.

The first research projects on General Electric
components also got under way to support the
business development of subsidiary Thomassen
Turbine System.

Investments

Investments in plant, equipment and machinery in
2007 were mainly addressed to the new 350/400
MVA air-cooled turbine generator and the hot
blading line for gas turbines. For steam turbines, a
plant to produce welded rotors was installed at the
Genoa Campi works, which will increase production
capacity and make it possible to fulfil service
orders for higher power units more efficiently than
is at present possible.

PERFORMANCE



The growing commitment to service segment
activities is also reflected in investments in
diagnostics, reverse engineering and work site
equipment.

The following initiatives were launched and in part
completed:

cooled), designed for coupling with the new
V94.3A4 gas turbine;

the installation of the plant mentioned previously
to produce welded low pressure rotors for steam
turbines;

the purchase of a modular unit for water dem-

the production of moulds and models for quali-
fied suppliers to manufacture hot gas turbine
blades;

investments in technical equipment for and the
rationalisation of the gas and steam turbine
blade production department;

the installation of a stator packing plant for the
new model 350 MVA power generator (air-

ineralisation at work sites.
Finally, work continued on the overhaul and
replacement of machinery (vertical boring
machines and lathes) used to machine large
components for steam and gas turbines, in order
to upgrade capacity in line with production
demand. This work will be completed in the first
half of 2008.
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Intensive development work continued in 2007

across all product lines.

Several indicators demonstrate the extent of the

commitment:

- the rise in the number of patents registered,
from 17 in 2005 to 26 in 2007;

- the total number of hours devoted to research
and development has increased from 106,000
in 2005 to more than 175,000 in 2007. This
figure is reflected in the number of human
resources who work in R&D, which rose from
2.6% of the total Ansaldo Energia workforce in
2005 to 3.6% in 2007.

- research and development expenditure has risen
from Euro 12.5 million in 2005 to Euro 18.3
million in 2007. This is also reflected in the
increase of R&D as a percentage of revenue
from 1.7% in 2005 to 1.9% in 2007.

Research and development work will increase in

percentage terms at an even more sustained rate

in the period 2008-2010, when Ansaldo Energia
will be able to offer products that provide an even
better response to market demand, particularly in
the gas turbine, combined cycle plant and service
segments.

These developments will be backed by a plan to

increase the number of resources working on R&D,

by increasing integration with subsidiary Ansaldo

Ricerche S.p.A., by cooperation with excellent

technology partners and by reorganising the

development engineering office.

Gas turbines

In 2007 development projects got under way on
the V94.3A and V94.2 turbines, which will allow
Ansaldo Energia to maintain and improve its
competitive position.

Completing projects begun in 2006 to develop
combustion systems with very low emissions, work
was begun and completed on improving the idling
level and loading ramp in order to improve machine
flexibility.

As a result of the programmes completed in 2007,
in 2008 it will be possible to offer customers
solutions which can deliver theoretical power levels
even in unusual environmental conditions.

Projects to optimise fuel oil feeding/combustion
were also completed in 2007.

Steam turbines

Following successful trials, the new 48" exhaust
blading was introduced during the year.

In 2008 new performance improvement solutions
will be applied to the entire range of steam
turbines sold by Ansaldo Energia.

International research projects were launched in
2007 to study the behaviour of special materials,
with a view to the development of turbines
operating at temperatures in excess of 620°
(ultrasupercritical).

Turbine generators

Work continues on the development of the new
400 MVA air-cooled model in the high output, high
performance range of gas turbines.

The main lines of development in this area in
2007 were: new auxiliary systems for hydrogen-
cooled turbine generators, new design systems,
and hydrogen-cooled turbine generators rated in
excess of 600 MVA.

Combined cycles

Flexibility, reliability, plant availability and safety
have already been identified as key success
factors on the market for plants.

Focusing on these goals, in 2007 development
work got under way to allow plants to be started
up rapidly and repeatedly, as well as to reduce
idling speed and parking load. These
improvements will be available in new plants (and
as upgrades to existing plants to the extent this is
possible) starting in the second quarter of 2008.
Finally, in process control, a plant safety system
has been perfected and further developments are
expected in 2008.

Service work
R&D work in the service business area in 2007

was addressed to two main issues:

Original Equipment Manufacturer (OEM)
The main research and development programmes

RESEARCH, DEVELOPMENT AND INNOVATION



focused on advanced remote diagnostics, non-
destructive testing, the extension of the
maintenance cycle for VO4.3A gas turbines and life
cycle extension for the main V94.2 gas turbine
components.

During 2008 it will also be possible to offer retrofit
packages for the installed fleet of Ansaldo Energia
steam turbines.

Original Service Provider (OSP)
In line with the growing strategic importance of
service activities on third party equipment, 2007

saw the launch of two major projects to extend the
range of service capabilities to cover General
Electric FrOE and FrOFA units.

These initiatives are joined by development
programmes pursued by subsidiary Thomassen
Turbine Systems, which has applied proprietary
reverse engineered technology to the General
Electric fleet for years now. The programmes are
addressed to the development of burners, control
systems and re-engineering the blading of Fr6 and
Fr5 gas turbines.
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Your Company's growth prospects depend on the
careful management and development of its human
resources, who represent a strategic lever to
introduce and consolidate change.

Initiatives in 2007 were therefore addressed to
improving the professional mix of resources and
increasing the level of technical and management
skills.

In 2007, in addition to hiring highly qualified young
recruits with the skills and education needed to
perform the work assigned to them, attention was
also focused on enhancing the value of existing
personnel, with numerous job posting initiatives to
fill critical roles, particularly in sales and project
management.

The recruitment drive was also a response to the
need to prepare for the replacement of expert
resources who enjoyed the compensation bonus
paid by the Government to delay retirement. The
scheme came to an end in December 2007.

One of the most important external recruitment
tools was the "Alta Formazione" (higher training)
project, with 19 young graduates hired on so-called
"Alta Via" (higher training path) apprenticeship
contracts, selected from more than 800 candidates
with the necessary requisites, demonstrating once
again strong interest in Ansaldo Energia S.p.A. on
the job market. In the programme, work performed
at the company, carried on in parallel with extensive
classroom work and a final project, is recognised
for the purposes of both professional and university
Master's course qualification. This introduces
integration between the various training structures -
company, sector experts, university - and between
on-the-job and classroom training activities. The
volume of new recruits represented by this project
is in addition to the more standard recruitment
level that has characterised the Company in recent
years, amounting to more than 500 new operatives
and office staff.

Early in 2007 an important initiative was launched
to involve all human resources in an issue of
crucial importance for your Company: Quality.
Quality is a decisive factor to compete successfully
and consolidate the image of Ansaldo Energia on

markets as a reliable, innovative company.

The "Quality to compete" initiative was addressed
to all human resources, who were asked to propose
"improvement projects" through their department
managers that deliver concrete, measurable
economic benefits (reduced cost and time, better
performance).

Response to the project was extremely positive,
with 48 of the ideas presented selected,
subsequently developed into "improvement plans”
by individual work groups and gradually applied to
operations.

In 2007 there was also a significant consolidatio