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INDEPENDENT AUDITORS® REPORT
pursuant to article 156 of Legislative Decree of February 24, 1998, n. 58
(Translation from the original Tralian text)

To the Shareholders of
Lottomatica S.p.A. (formerly NewGames S.p.A.)

1. We have audited the consolidated financial statements of Lottomatica S.p.A. and
subsidiaries (the Lottomatica Group) as of and for the year ended December 31,
2005 comprising the consolidated balance sheet, the consolidated statements of
Income, changes in shareholders’ equity and cash flows and the related
explanatory notes. These consolidated financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audit. These consolidated
financial statements represent the first consolidated financial statements prepared
by Lottomatica S.p.A. in accordance with International Financial Reporting
Standards (IFRS) as adopted by the European Union.

2. We conducted our audit in accordance with auditing standards and procedures
recommended by CONSOB (the Italian Stock Exchange Regulatory Agency). In
accordance with such standards and procedures, we planned and performed our
audit to obtain the information necessary to determine whether the consolidated
financial statements are materially misstated and if such financial statements,
taken as a whole, may be relied upon. An audit includes examining, on a test
basis. evidence supporting the amounts and disclosures in the consolidated
financial statements, as well as assessing the appropriateness and correct
application of the accounting principles and the reasonableness of the estimates
made by management. We believe that our audit provides a reasonable basis for
our opinion. o
The consolidated financial statements reflect the merger transaction between
NewGames S.p.A. (the Merging company), FinEuroGames S.p.A. and
Lottomatica S.p.A. which oceurred in 2005. The transaction and the effects on
the consolidated financial statements are fully described in the explanatory notes.
NewGames S.p.A. did not prepare consolidated financial statements as at
December 31, 2004 because the company did not hold any majority
shareholding. The consolidated financial statements as of December 31, 2003,
therefore, represent the first consolidated financial statements and, consequently,
do not include comparative financial information. Concurrent with the merger,
NewGames S.p.A. has changed its company’s name into Lottomatica S.p.A..




s " . :
§-§ §§ N% ?ﬂ& %@ @Nﬁ 8 Hocontn Fradl & Young S.pA

Prior 10 the merger with NewGames S.p.A., the incorporated company
Lottomatica S.p.A., made the transition to. International Financial Reporting
Standards. Since the merger transaction, as described in the explanatory notes,
was carried out based on the book values of the incorporated company
Lottomatica S.p.A., it was considered appropriate to include in attachment A of
the consolidated financial statements, the document “Transition to IAS/IFRS” of
Lottomatica S.p.A., illustrating the transition effects and including the
information related to the reconciliation schedules required by international
accounting standard IFRS 1. We issued our audit opinion, dated September 27",
2005, on the above mentioned document, approved by the Board of Directors of
Lottomatica S.p.A. on September 26, 2005 and published as an addendum to the
half-yearly report as of June 30, 2005.

3. In our opinion, the consolidated financial statements present clearly and give a
true and fair view of the financial position, the result of operations, the changes
in shareholders’ equity and the cash flows of the Lottomatica Group as of
December 31, 2003, and for the year then ended in accordance thh TFRS as
adopted by the European Union

Rome, March 20, 2006

Reconta Emst & Young S.p.A.
Signed by: Massimo Antonelli (Parner)

ja
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INDEPENDENT AUDITORS® REPORT
pursuant to article 156 of Legislative Decree of February 24, 1998, n. 58
(Translation from the original Italian text)

To the Shareholders
of Lottomatica S.p.A.

1. We have audited the consolidated financial statements of Lottomatica S.p.A.
as of and for the year ended December 31, 2004, These financial statements
are the responsibility of Lottomatica S.p.A’s management. Our
responsibility is to express an opinion on these financial statements based on
our audit.

2. Our audit was made in accordance with auditing standards and procedures
recommended by CONSOB (the Italian Stock Exchange Regulatory
Agency). In accordance with such standards and procedures, we planned
and performed our audit to obtain the information necessary to determine
whether the consolidated financial statements are materially misstated and if
such financial statements, taken as a whole, may be relied upon. An audit
includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, as well as assessing the
‘appropriateness and correct application of the accounting principles and the
reasonableness of the estimates made by management. We believe that our
audit provides a reasonable basis for our opinion.

For our opinion on the financial statements of the prior year, which are
presented for comparative purposes as required by the law, reference should
be made to our report dated March 29, 2004.

3. In our opinion, the consolidated financial statements of Lottomatica S.p.A.
comply with the Italian regulations governing consolidated financial
statements; accordingly, they present clearly and give a true and fair view of
the consolidated financial position of Lottomatica S.p.A. as of December
31, 2004, and the consolidated results of its operations for the year then
ended.

Rome, March 23, 2005

Reconta Ernst & Young S.p.A.
signed by: Massimo Antonelli, partner
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MANAGEMENT REPORT

APPLICATION OF IFRS STANDARDS

Up to December 31, 2004, Lottomatica has been preparing its consolidated financial
statements and other interim reports (quarterly and half-year reports) according to Italian
accounting standards. From the first half of 2005, Lottomatica Group’s financial and
economic results have been drawn up in accordance with IFRS standards, as provided by
the Issuers’ Regulations No. 11971 of May 14, 1999, as amended and supplemented. As
provided by Article 3, paragraph 1, of Legislative Decree No. 38 of February 28, 2005,
“Exercise of options under Article 5 of the Regulation (EC) No. 1606/2002 on the application
of international accounting standards”, the Consolidated Financial Statements as of
December 2005 were drawn up in accordance with the international accounting standards.
As far as the annual accounts are concerned, the same standards will be adopted from 2006
as provided under Article 4, paragraph 1, of Legislative Decree No. 38 of February 28, 2005.

Annex 1, “Transition to IFRS standards”, attached to the Half-Year Report as of June 30,
2005, as approved by the Board of Directors of Lottomatica on September 26, 2005,
provided details:
1. the accounting options adopted by Lottomatica Group;
2. the accounting treatments chosen in the context of the accounting options under IFRSs;
3. the statements of reconciliation between the consolidated shareholders’ equity according
to the previous accounting standards and the shareholders’ equity recognized in
accordance with IFRSs at the following dates:
* date of transition to IFRSs (January 1, 2004);
* closing date of the last financial year whose financial statements have been
prepared in accordance with the previous accounting standards (December
31, 2004);

4. statements of reconciliation between the economic resuit shown in the last financial
statements drawn up according to the previous accounting standards (2004 financial
year) and the result deriving from the application of IFRSs for the same financial year;

5. comments on the main changes made to the cash-flow statement following the
introduction of the new accounting standards;

6. consolidated IFRS balance sheets as of January 1, 2004, and December 31, 2004, and
the consolidated IFRS income statement for the financial year ended December 31,
2004, with the relevant comments.
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The Merger Transaction

On December 14, 2005, the deed was executed to merge FinEuroGames S.p.A. and
Lottomatica S.p.A. by incorporation into NewGames S.p.A., which took on the new name of
Lottomatica S.p.A. effective from December 20, 2005.

Like all merger transactions, the Merger is governed by Articles 2501 and following of the
italian Civil Code; apart from this, it is also governed by the provisions under the
Consolidation Act and the Consob Regulations since Lottomatica shares are listed on the
Electronic Stock Market'.

Specifically, in order to complete the Merger:

(1) the Extraordinary Sharehoiders’ Meeting of NewGames resolved to increase the
share capital serving the Merger by up to Euro 39,989,633.00, through the issue of a
maximum number of 39,989,633 ordinary shares, with a par value of Euro 1.00 each,
in order to ensure the share swap of Lottomatica ordinary shares held by the
shareholders other than FinEuroGames and NewGames, at an exchange ratio of 1
(one) NewGames ordinary share per each 1 (one) Lottomatica ordinary share;

(i) immediately prior to the effective date of the Merger, all Lottomatica ordinary shares,
with a par value of Euro 1.00 each, held by FinEuroGames and - if required - by
NewGames, were cancelled without a share swap;

(i) immediately prior to the effective date of the Merger, all FinEuroGames ordinary
shares, with a par value of Euro 1.00 each, representing the entire share capital, held
by NewGames, were cancelled without a share swap.

On the effective date of the Merger, therefore, all Lottomatica shareholders other than
FinEuroGames and - if required - NewGames, received NewGames ordinary shares, with a
par value of Euro 1.00 each - from the capital increase serving the Merger referred to in point
(i) above - in a share swap, being entitled to the same rights and characteristics as the
Lottomatica outstanding shares.

All NewGames ordinary shares are listed and traded on the Electronic Stock Market.

In this connection, by an order dated December 20, 2005, the Italian Stock Exchange
admitted NewGames shares to official listing for trading on the Electronic Stock Market; the
date NewGames shares began to be traded on the Electronic Stock Market coincided with
the effective date of the Merger, in order to ensure that there was no interruption in the listing
of Lottomatica ordinary shares.

Tax effects of the Transaction.

The Merger is fiscally neutral in the sense that it gives rise neither to any realization nor to
any distribution of capital gains and losses from the assets of both NewGames, and
FinEuroGames and Lottomatica.

A consequence of the Merger is the emergence of a deficit from the canceliation of
FinEuroGames and Lottomatica shares, attributable to the increase in the value of
FinEurcGames’ and Lottomatica’s tangible or intangible assets, including goodwill, without
generating taxable surplus values. These greater values cannot be recognized for tax
purposes due ta Article 3, paragraph 2, of Legislative Decree No. 344 of December 12, 2003,
which abrogated articles 1 to 6 of Legislative Decree No. 358 of October 8, 1997.

' [Mercato Telematico Azionario].
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FinEuroGames’ and Lottomatica's assets are therefore valued for tax purpbsés at the last
value recognized by the merged companies.

Another consequence of the Merger is a surplus from share swap, to which the tax regime
under paragraph 6 of Article 172 of the TUIR (Testo Unico delle Imposte sui Redditi,
Consolidation Act on Income Taxes) applies, or the tax regime for capital and reserves (other
than those suspended) of the incorporated or merged company, which proportionally
contributed to the relevant formation, applies to the capital increase or merger surplus that
exceeds the replenishment of the suspended reserves. The capital and capital reserves are
considered as not contributing to the formation of the cancellation surplus up to the value of
the cancelled equity investment.

For tax purposes, the Merger was effective from January 1, 2005.

Pursuant to Article 172, paragraph 7, of the TUIR, the losses of the companies involved in
the merger may be deducted from the merging company's income to an amount that does
not exceed their respective shareholders’ equity as shown in the last financial statements or,
if lower, in the balance sheet under Article 2501-quarter of the ltalian Civil Code, without
taking account of the contributions and payments made in the last twenty-four months. In this
case, the Merger prevenis NewGames' previous tax losses from being carried forward.

It should be noted that Lottomatica's financial statements as of December 31, 2004, showed
a revaluation reserve pursuant to Law No. 350 of December 24, 2003, that was entirely
released with the payment of substitute tax (pursuant to Law No. 311 of December 30, 2004)
in 2005 and subsequently fully distributed.

With effect from the effective date of the Merger, NewGames changed its company name to
“Lottomatica S.p.A.”, moved its registered office to Rome, Viale del Campo Boario no. 56/D
and adopted by-laws almost identical to those of Lottomatica currently in force.

Treatment of the merger deficit.

The merger gave rise to a total deficit of €/000 830,758 from the cancellation of
FinEuroGames and Lottomatica shares, due to the difference between book values and the
relevant shareholders’ equity. This deficit is mainly due to transactions carried out within De
Agostini Group, controlling Lottomatica S.p.A..

In this connection, it should be noted that the IFRS international accounting standards do not
contain express provisions applicable to the accounting treatment of business combinations
of entities under joint control (“inter-group transactions”), this treatment still being under
examination by the international accounting bodies responsible for their issue.

In the absence of an unequivocal guidance for the preparation of the Consolidated Financial
Statements of Lottomatica according to IFRSs, US FAS 141 accounting standard was
adopted, which favors the criterion of “continuity” of historical values within inter-group
transactions.

Having regard to this principle, the cancellation deficit that arose from the merger was
“adjusted” to align it with the historical value of goodwill / consolidation difference in the
consolidated accounts of De Agostini Group.

On the basis of the above considerations, this adjustment was €/000 566,313, substantially
reflecting the reversal of part of NewGames' capital increase to serve De Agostini’s
contribution of FinEuroGames’ equity investment, this value being attributable to:
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- the capital gain realized by a De Agostini Group company other than Lottomatica
S.p.A. in 2004, as a result to transfer the FinEuroGames equity investment to De
Agostini (in the context of this transaction, the sale price was based on a valuation
from an independent expert);

- the increase in the value of the FinEuroGames equity investment in the annual
accounts of De Agostini (before it was contributed to NewGames), due to the
exercise of stock option plans on the shares of FinEuroGames itself granted to De
Agostini before 2004,

- the amortization of goodwill / consolidation difference in the consolidated accounts of
De Agostini Group up to January 1, 2004.

It should be noted that NewGames' total capital increase serving the De Agostini’s
contribution of FinEuroGames’ equity investment was executed by asking a court-appointed
expert to value the FinEuroGames equity investment in question, the value emerging being
€/000 1,300,000.

In spite of this, precisely because De Agostini intended to carry out a transaction that was
neutral from the accounting point of view, i.e. without realizing any capital gain, the
contribution was made at the book value of the equity investment as shown in De Agostini's
financial statements, equal to €/000 874,775.

The value at which the Lottomatica equity investment in FinEuroGames was entered reflects
the increase in the purchase cost arising from the valuation of Lottomatica Group at equity as
of 31.12.2004. This valuation entailed an increase in book value of €/000 10,819.

The shareholders’ equity attributable to Lottomatica is based on the consolidated figures, in
compliance with IFRSs, as of 31.12.2004, net of the dividends distributed during 2005.

A consolidation adjustment was then applied to the figures determined in this way, in order to
neutralize the economic effects deriving from dividends from the profit earned by
FinEuroGames in 2005 (€/000 36,955) and distributed by Lottomatica based on the 2004
results.

The adjustment was entered as a direct reduction of the cancellation deficit emerging from
the merger transaction.

in short, the transaction entailed the following effects on the balance sheet:

Values in €000

Contribution value of FinEuraGames (a) 874775
FinEuroGames valued at equity (b) 308 462
Adjustment to the cantribution value (b-a) -566,313
FinEuroGames Shareholders' aquity 226 512
Entry value of Lottomaticavalued at equity in FEG 260,578

Shareholders' equity attributable to Lottomatica Consolidated accounts 88,808

Deficit fram FinEuroGames cancellation 548 263
Adjustment due to the valuation of FinEuraGames at equity 566 313
Deficit from Lottomatica cancellation 171,770
Total deficit from cancellation 253,720
Consolidation adjustment for FinEurogames dividends -36 955
Goodwill 216,765
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Lottoma'tica shareholders

Lottomatica S.p.A. shareholding structure

35.71% /g8

55.00%
1 De Agostini S.p.A.
6 3@%>\ ; I Nuova Tirrena
.00 T U Institutional Investors
L} 0

® Free Float

De Agostini Group: 58.0% (De Agostini S.p.A., Nuova tirrena S.p.A.)
institutional Investors: 6.3% Fidelity Group

Note: Shareholders as recorded by Consob as of 20.071.2006. For a more faithful and accurate representation of
the shareholding structure, the Consob information received after the year-end have been incorporated.

Share Capital as of 31.12.2005: Euro 89,009,280 (divided in no. 89,009,280 ordinary shares, with a par value of
Euro 1.00 each)

Share Capital as of 22.01.2006: Euro 89,119,160 (divided in no. 89,119,160 ordinary shares, with a par value of
Euro 1.00 each), following the exercise of no. 109,880 stock options.

Lottomatica stock was admitted to the S&P/MIB index, effective from March 21, 2005. This
index includes 40 stocks selected among those issued by the main ltalian listed companies,
based on the ranking of all listed stocks, firstly taking into account the relevant sector, then
their liquidity, and the market capitalization utilising the free float criterion.

On May 9, 2005, Toro Assicurazioni S.p.A., a company wholly-owned by De Agostini S.p.A.,
sold 7% stake of Lottomatica to Mediobanca. De Agostini S.p.A., intending to maintain
unaltered the Group’s overall exposure to the stock, signed a Total Return Equity Swap
agreement with Mediobanca S.p.A., concerning a number of Lottomatica shares equivalent
to the number of shares transferred by Toro Assicurazioni S.p.A.. The agreement will expire
on March 31, 2006.

Stock market trend in 2005

The strong recovery of the capital markets witnessed in 2004 has continued to drive the main
international markets until the beginning of 2005. In particular, after a short period of decline
in Stock Exchange lists, the main European stock markets staged a rally from June onwards,
reaching the maximum highs of the last four years. Furthermore, for the second year running,
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the European markets recorded higher performance‘s than the US indices. This trend was
also recorded in ltaly, and 2005 was a record year for the ltalian Stock Exchange.

Lottomatica Stock over the financial year ended December 31, 2005

After a strong performance in 2004, Lottomatica stock peaked in February, then returned to
the levels of early 2005 after distributing a dividend of € 1.70 per share in April 2005.
Dividend yield, exceeding 6%, was among the highest in the ltalian Stock Exchange.
Lottomatica stock, together with the main ltalian indices and in line with the main European
indices, performed particularly well, once again, from July 2005. The stock shot up by 13.4%
from January 1 to December 31, 2005, in line with the performance recorded by the main
domestic reference index (S&P/Mib, +15.2%).

The average price of the stock over the 2005 financial year was € 28.90. About 90 million
shares were traded in the period, with a daily average of 350,874 shares traded.

As of December 31, 2005 Lottomatica market capitalization was equal to €/bn 2.7.

The major stocks within the Leisure, Gaming & Betting industry worldwide performed very
well in 2005, in particular the Greek companies Opap and Intralot and the UK company
Stanley Leisure, as well as the two US technology suppliers Gtech and Scientific Games.
This then confirms the institutional investors’ interest in this sector.

On December 20, 2005, Borsa ltaliana S.p.A. (the italian Stock Exchange) allowed ordinary
shares of Lottomatica (former NewGames S.p.A.) to be admitted for listing and trading on the
Electronic Stock Market, blue-chip index (ticker LTO).

After the agreement for the acquisition by Lottomatica of total control over GTECH Holdings
Corporation - a company listed on the New York Stock Exchange and a leading provider of
gaming and service technology -, at a price of 35 US dollars (Euro 29.04) per share, was
announced on January 10, 2006, Lottomatica stock performed very well reaching a top price
of Euro 34.60 on January 17, 2006. More than 26 miliion shares (about 70% of the entire free
float of Lottomatica) were traded in the period between the announcement and the end of
February 2006.
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LOTTOMATICA GROUP AS OF 31.12.2005

As of December 31, 2005, Lottomatica Group is made up of the following companies:

LOTTOMATICA S.p.A.

20%

m"x1 95% 5% sz.s:J m] 00x 100% l H!%T 99-99°’=J 100% L 159:1 0% —( 100%

Lottomatioa Lottomatica Consorzio RTI i . 0.004x est Yideolot Lottomat] ottola
= NEE ;;_';;:iﬂ e L) i [ ey S ] S ey
100x 100 =]
PCC Totobdir
= wamates | [F55R"
50% | wox | 0% 7 wx |
SED Ls Easy
MULTITEL TTS sl Finanziaria Noto
Sp.A. Sp.A SpA.
[ Cconpanes i Burdaicn
Consolidated Group Companies
JJQ . Lottomatica is a government’s concessionaire to manage Lotto and other
L 1 Y ‘L“LFL r r( public games, as well as the parent company of a Group active in the

market of games, automated services for citizens and businesses and
ticketing services. Furthermore, Lottomatica S.p.A. provides:

* systems and products for games;

* hardware and software terminals and systems to process games and sports/horse
racing betting;

* services to assist in the operations management and Help Desk for the ltalian
National Horse Racing Pari-Mutuel System.

On June 3, 2003, the Consorzio Lottomatica Giochi Sportivi was created
i@ﬂ@%ﬁ%ﬁ between Lottomatica S.p.A., Totobit Informatica Software e Sistemi

S.p.A., the Consortium Totocom - Agenzie on-line and Telcos S.p.A.,
with headquarters in Rome to manage the businesses referred to in the “Licence to assign
activities and public functions regarding sports pools as well as any other games related to
sporting events”. Operations began with the first competition of Totocalcio (Football Pools)
on August 17, 2003.

& 7 Lottomatica Sistemi S.p.A., established on December 10, 1999, is
[QWG/V@]{@% currently wholly owned (100%) by Lottomatica. Lottomatica Sistemi

manages the Centro di Elaborazione Multizona (Multi-Area Data
Processing Center) in Naples. Furthermore, the company began providing technical and
commercial assistance from March 2004 through its help desk service.

The purpose of the company is to produce and supply specialized
s v paper supports (betting forms, print-outs, travel tickets, betting and

gaming slips); its operating headquarters and facilities are in the town
of Tito (Province of Potenza). The company is a wholly-owned subsidiary (100%) of
Lottomatica Sistemi.

On December 10, 2003, Lottomatica S.p.A., Scientific Games International
(/ﬁ Consorzio  Inc., Arianna 2001 S.p.A., Olivetti Tecnost S.p.A. (taking over for Tecnost

i Lottaria
‘Q@ Hazionsli




GR@W@
LOTTOMATICA
GG & serizi

Consolidated Financial Statements as of December 31, 2005

Sistemi S.p.A. following their merger by incorporation) and Servizi Base 2001 S.p.A.
established the “Consorzio Lotterie Nazionali”. Consorzio Lotterie Nazionali took over the
businesses referred to in the license to manage national lotteries, as signed on October 14,
2003, by the Temporary Business Combine established between the same subjects.

Shares in the endowment fund are divided as follows:

Lottomatica 63%, Scientific Games 20%, Arianna 2001 15%, Olivetti Tecnost 1% and Servizi
Base 2001 1%. There has been a growing trend in sales and the Company has continued to
extend its distribution network.

Videolot Gestione S.p.A.

The company, a wholly-owned subsidiary (100%) of Lottomatica S.p.A., was established on
November 16, 2004, to manage, acquire, distribute and operate amusement and
entertainment machines.

RTI Videolot S.p.A.

RTI Videolot S.p.A., 100% owned by Lottomatica S.p.A., was established on February 1,
2005, in order to transfer the license heretofore granted to the Temporary Business Combine
for exercising all licensed activities, in compliance with paragraph 4 of the Tender
Specifications.

I SATTMAATIC £, Lottomatica ltalia Servizi, 92.5% owned by Lottomatica S.p.A., provides

LN}W@ (/7 A%\[A services for citizens, businesses, and sporting ticketing services. With
- 8BNJ] the acquisition of the Totobit Group in December 2003, LIS S.p.A.
o " consolidated its position in the services sector.

The company operates a network of multi-function mini-terminals
WWBWNFORMAHCA installed at outlets with significant footfall (such as bars/bet collection

0 , . . . g
HFMARELSTEMSRE — points, service stations, newsstands, and others) aimed at providing

remote services.

At the moment, the system provides fixed and mobile telephone recharging services for all
leading national operators. Also note the development of the technological platform to
manage instant lotteries in support of the activities carried out by Consorzio Lotterie
Nazionali.

N
-

This company, 60% owned by Totobit Informatica Software e Sistemi
S.p.A., and 20% owned by Lottomatica S.p.A., was established on
November 28, 2002, for the purpose of providing a specialized
organization capable of ensuring the necessary technological support, by coordinating and
managing its own processing centers and through outsourcing, for the typical transaction
activities of the remote services offered.

ST This is a company 100% wholly-owned by Totobit Informatica
s s | Software e Sistemi S.p.A..

wnveme ) Within the Totobit group, it develops and distributes the software

product to process and develop gaming systems at bet collection points. It provides clients

with thorough technical/systems service, both by phone (through an in-house call centre) and

on site. It also gathers subscription contracts throughout the territory for the services

provided by the parent company.

RAPE N
TTS & una societa d

@ L g S This company, 100% owned by Totobit Informatica Software e Sistemi
Prarnzians O-P-A., specifically established and registered with the Financial Brokers
Register pursuant to Article 106 of the T.U.L.B. (Testo Unico delle Leggi in
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materia Bancaria e Creditizia, Consolidation Act on Barhkihg and Credit Laws), is responsible
for managing the Lottomatica Group financial services. The utilities bill payment service was
the first service to be developed, becoming fully operational from the end of September 2004

This company was established by LIS Lottomatica ltalia Servizi S.p.A. (holding
Gl = 90% of the share capital) and by Banca Sella S.p.A. (holding 10% of the share
'5 capital) on September 12, 2005. Its main activity is to issue stored value through
erreai immediate conversion of funds received, as well as the related and instrumental
activities within the limits laid down by law, pursuant to Article 114-bis and subsequent, of
Legislative Decree No. 385/1993, and related implementing provisions issued by the Bank of
Italy, in accordance with LIS business plan. Start of operations is expected in early January
20086.

Cirmatica

Cirmatica Gaming S.A., a company incorporated under Spanish law, established on July 25,
2000, is currently 100% owned by Lottomatica. The purpose of Cirmatica Gaming S.A. is the
management and administration of financial and equity investments.

Nova Prima

Nova Prima S.rl, a company 100% owned by Lottomatica S.p.A., was acquired on
December 22, 2005, and its entry is connected with the announced acquisition of G-Tech
group.

LOTTOMATICA ARGENTINA AND LOTTO DO BRASIL which have been put into voluntary
liquidation by Lottomatica on May 13, 2004.

Invest Games s.a.

Invest Games S.A., a company incorporated under Luxembourg law, was established on
December 27, 2005, and is currently 99.99% owned by Lottomatica S.p.A.. Its incorporation
is connected with the announced acquisition of G-Tech group.

11
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STOCK OPTIONS
PREAMBLE

On December 20, 2005, the merger by incorporation of Lottomatica S.p.A. and
FinEuroGames S.p.A. into NewGames S.p.A. came into effect. At the same time,
NewGames took on the name of the merged company Lottomatica S.p.A., taking over its
relationships, including those regarding stock option plans for Lottomatica group officers and
employees.

2003 ~ 2005 Plans

The Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A. heid
on September 21, 2005, passed the following resolutions, with effect from the effective date
of the above merger and in accordance with the resolutions passed by the merged company
Lottomatica S.p.A. in its Extraordinary Shareholders’ Meeting on Aprit 14, 2003, and in its
Board of Directors' Meeting on June 11, 2003, setting December 31, 2008, as the deadline
for subscriptions:

o a capital increase against payment, in divisible form, for a maximum of € 2,439,110.00,
with the issue, including in more than one issue, of a maximum of 2,439,110 new
ordinary shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of
option under Article 2441, paragraph 5, of the italian Civil Code, serving the exercise of
no. 2,439,110 options already assigned and still exercisable within the framework of the
stock option plan available to employees of the merged company Lottomatica S.p.A. and
its direct or indirect subsidiaries;

o a capital increase against payment, in divisible form, for a maximum of € 1,422,667.00,
with the issue, including in more than one issue, of a maximum of 1,422,667 new
ordinary shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of
option under Article 2441, paragraph 5, of the Italian Civil Code, serving the exercise of
no. 1,422,667 options already assigned and still exercisable within the framework of the
stock option plan available to directors of the of the merged company Lottomatica S.p.A..

The Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A. held
on September 21, 2005, also passed the following resolution, with effect from the effective
date of the above merger and in accordance with the resolutions passed by the merged
company Lottomatica S.p.A. in its Extraordinary Shareholders’ Meeting on April 14, 2003,
and in its Board of Directors' Meeting on May 13, 2004, setting December 31, 2008, as the
deadline for subscriptions: a capital increase against payment, in divisible form, for a
maximum of € 223,175.00, with the issue, including in more than one issue, of a maximum of
223,175 new ordinary shares, with a par value of € 1.00 each, regular enjoyment, excluding
the right of option under Article 2441, paragraph 5, of the Italian Civil Code, serving the
exercise of no. 223,175 options already assigned and still exercisable within the framework
of the stock option plan available to employees of the merged company Lottomatica S.p.A.
and its direct or indirect subsidiaries.

To date, the stock options under the 2003-2005 plans have matured and either have become

or will become exercisable, as the case may be, when the requirements are satisfied
specified in their respective regulations.
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2005 — 2010 Plans

The same Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A.
held on September 21, 2005, also passed the following resolutions, again with effect from the
effective date of the above merger and in accordance with the resolutions passed by the
merged company Lottomatica S.p.A. in its Extraordinary Shareholders’ Meeting on April 12,
2005, and in its Board of Directors’ Meetings on May 12 and/or July 21, 2005, setting
December 31, 2010, as the deadline for subscriptions:

o a capital increase against payment, in divisible form, for a maximum of € 297,580.00, with
the issue, including in more than one issue, of a maximum of 297,580 new ordinary
shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of option
under Article 2441, paragraph 5, of the Italian Civil Code, serving the exercise of no.
297,580 options already assigned by the merged company Lottomatica S.p.A. and still
exercisable within the framework of the stock option plan available to managers of the
merged company Lottomatica S.p.A. and/or its subsidiaries;

o a capital increase against payment, in divisible form, for a maximum of € 57,016.00, with
the issue, including in more than one issue, of a maximum of 57,016 new ordinary
shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of option
under Article 2441, paragraph 5, of the ltalian Civil Code, serving the stock option plan
available to managers of Lottomatica and/or its subsidiaries in relation to no. 57,016
options still attributable by the merged company Lottomatica S.p.A. within the framework
of this plan;

o a capital increase against payment, in divisible form, for a maximum of € 219,812.00, with
the issue, including in more than one issue, of a maximum of 219,812 new ordinary
shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of option
under Article 2441, paragraph 5, of the Italian Civil Code, serving the exercise of no.
219,812 options already assigned by the merged company Lottomatica S.p.A. and stili
exercisable within the framework of the stock option plan available to directors of the
merged company Lottomatica S.p.A..

Delegation of powers to the board of directors

Finally, the Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A.
held on September 21, 2005, resolved to delegate the board of directors, pursuant to Article
2443, paragraph 2, of the ltalian Civil Code, for a period of five years from the resolution
date, the power to implement a capital increase against payment, on one or more occasions,
for a maximum nominal amount of € 8,326,520.00, excluding the right of option, serving, inter
alia, one or more stock option plans available to directors of the Company and to managers
of the Company and/or its subsidiaries, up to a maximum limit of € 1,205,777.60 for the first
year and € 1,780,185.60 for each year thereafter, without the possibility of cumulating any
unused portion in a given year with the portions attributable to subsequent years.
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SUMMARY OF CONSOLIDATED ECONOMIC AND FINANCIAL PERFORMANCE

CONSOLIDATED INCOME STATEMENT 31.12.2005 % 31.12.2004 %
{h ds of eures) IFRS IFRS
CONTINUING OPERATIONS
Total Revenues from sales and services 582,674  100.0% ’ 585,774  100.0%
Raw matenals and consumables used 31,065 san” 29,308 50%
Services 188493 33w 28709 T3
Costs for personnel 72,276 14 66,215 11.3%
Other operational costs ugss 4w 9662 68%
-) Othet operating charges 22,465 3% 24,501 4%
-) Provisions 2,382 0‘4'/" 15,181 28%
Total operating costs 316,688 544% 353804  604%
Gross Operating Margin (EBITDA) 265986 45.5% 231,880  19.%
Amortization, depreciation and write-downs 53643 92% " 62,622 10.7%
Operating profit (EBIT) 212343 J64% 169,258  20.9%
Financial income (charges) -15,064 28% -16,957 29%
Adjustments to financial assets 34 oo’ 812 01%
Income taxes for the penod A20M3 A4t -68,236 11.6%
Net profit from continuing operations 114,232 T 19.6% 84,877 145%
Net profit from assets held for sale or discontinuing operations 00 731 0.1%
Net profit for the period 114,232 " 19.6% 85,608 14.6%
Profit attributable to minority interests 1841 o -425 Q1%
Profit attributable to the Group 112301 19.3% 26,083 0.0%

Analysis of income results

As of December 31, 2005, Lottomatica Group showed a consolidated net income of €/000
112,390.

See the next chapters for the analysis of the trends in revenues per individual lines of
business and in operating costs.

Trends in revenues by line of business

Games

GHOCO DEL

PN VAN The figures as of December 31, 2005, showed a decrease compared
(@ @@@ to the same period of the previous year both in terms of the overall

wagers and revenues for the fee due to Lottomatica. There are
' wagers  Betsx Revenues| Mmainly two types of wagers: “normal” wagers
£1900 1000 €00 | (the so-called “core”), which remains
First querter 2005 2369312 689111 155203) Structurally stable over time and allow
First quarter 2004 1,860,960 726,204 126,984 H H H H +
ore 9 oo el Lottomatica to achieve HSIgmﬁcant economic
oo o5 1516014 505020 s results, and “speculative” bets made on late
econd quarter 1,518, ) 973 :
Second quarter 2004 2464208 724621 158132 numbers (meaning those numbers that_have
Dolta % ®asw  1780%  ®a% not been drawn for more than 100 drawings),
Firsthalf2005 3886126 1284733 252558 Where some players concentrate an additional
Firsthalf 2004 4425168 1450825 285116) gmount of bets, with unit values considerably
Delta’s 12.18% A11.45% A1.42% .
higher than average.
Third quarter 2005 1,567,494 513,487 95324 i i i
T e or 2004 5074334  odgs 150388 Data analysis as shown h_nghhghts (t)otal wagers
Detia % 43.01% a71s%  aeson Of €/bn. 7.28, an approximate 38% decrease
Fouth quarter 2005 1827757 674038  s440s| compared to December 31, 2005. The wagers

Fouth quarter 2004 4223307 783301 58734 for [ate numbers, equal to approximately €/mil.
Della % -56.72% -13.95% 43.71%

December 31,2005 7281377 2572256 432,288
December 31,2004 11722809 2974595 494.205
Defta ®e -37.89% -13.53% -12.53% 14
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1,574, showed a decrease compared to €/mil. 5,654 in the same period of the previous year.
“Core” wagers also showed a decrease, totaling €/mil. 5,740 compared to €/mil. 5,654.

As a result of the lower wagers, the total number of bets went down from approximately €/bn.
3.0 as of December 31, 2004, to €/bn. 2.6 in the same period of 2005.

The reduction in wagers is mainly attributable to the absence of late numbers capable of
attracting the attention of players, after number 53 being drawn on the Venice wheel. The
drop in gambling on late numbers reduced the typical drive that such numbers usuafly
generate on gaming on other numbers/draws also causing in this way, a reduction in core
wagers.

Against a -38% decrease in the wagers, Lottomatica revenues amounted to €/mil. 432
compared to €/mil. 494 in 2004.

" On October 14, 2003, Lottomatica, as representative of the Temporary
(j(@ Consarzio  Business Combine, entered into an agreement with AAMS
Woete, Nazionali  (Amministrazione Autonoma dei Monopoli di Stafo, italian State Monopoly)

to grant the License for the automated management service of the national
instant and traditional lotteries.
Over this year results from lottery sales showed very positive figures, that is total wagers of
€/mil. 1,541.

Specifically, 793 million tickets were sold for the Scratch & Win Lottery, with wagers of €/mil.
1,492, while 16.2 million tickets were sold for the traditional lotteries, with wagers of €/mil.
48.5, compared to 325.5 million tickets sold and wagers of €/mil. 477 for the Scratch & Win
Lottery and 20 million tickets and wagers of €/mil. 60 for the traditional lotteries in the same
period of 2004.

Five new [otteries were released onto the market over the period: 2-euro “Tutti Frutti” and
“Fai Scopal”, 3-euro “Las Vegas”, “Super Poker” and “Stella Stellina” and 5-euro
“Miliardario”. All of these games show satisfactory sales levels, confirming the positive
acceptance by the market even for high-priced games.

The launch of these new products was supported by advertising campaigns based on
television, billboards, newspapers and Internet.

Furthermore, in the frame of the 3™ European Lotteries Congress, held in Rome from June
12 to June 16, 2005, a contest was organized with the participation of European lotteries for
the best spots in the categories: "TV Spot in Lotto", "TV Spot in Instant Tickets", "TV Spot in
Sports Betting". Lottomatica, as a consortium member taking part in the "Instant Tickets"
section, came out victorious with the "Scacchi” spot.

Therefore, the strategy of progressively raising the average sale price by consolidating the
four price categories, while the management of the existing game portfolio is still continuing
to be balanced with the introduction of new games.

As to sales of the 2-euro games, “Thriller Tris” lottery was suspended, for which sales results
were unsatisfactory and a request was made to AAMS to bring it to an end in order to
proceed to destroy the mass of unsold product. This game was replaced by the “Tutti Frutti”
lottery, to which “Fai Scopa!” was also added.

In addition to the “Miliardario” lottery, a new 1-euro lottery (“Portafortuna”) was also
developed in 2005, and the launch is expected in 2006.

Furthermore, expansion of the distribution network continued, with the operative launch of
sales in the bar and newsstand channel, in addition to growth of the tobacconists channel.

Traditional lotteries
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As previously pointed out, the péﬁorménce of the traditional lotteries are not satisfactory, due
to the product itself: obsolete, not positioned on the market and with few distinguishing and
appealing characteristics. The lotteries closed in 2005 are Agnano, Viareggio, Lignano and
Venice.

A number of promotional activities (mainly targeted at retailers and distributors) and
advertising activities (mainly targeted at end clients) were undertaken for the /talia Lottery, for
which 15,211,360 tickets were sold, to increase awareness of the Lottery and therefore raise
the number of tickets sold. These activities were undertaken in addition to promotion on TV
programs “Ballando con le stelle” and “Vita in diretta” proposed by RA/ (the Italian television),
whose results, however, were not in line with expectations.
In fact, the number of tickets sold, a little more than 15 million, was a 22% drop on the
number sold last year.
Furthermore, it should be noted that consumers are seen to be increasingly more inclined to
lotteries and games that give a result immediately, or at least in the short term; this trend
emerges from specific game industry research and the more general Italian consumer
trends.
Revenues totaled €/000 54,901 in 2005 (€/000 15,808 as of 31.12.2004) and related to the
fee for the sale of traditional and instant lottery tickets over the period. Specifically:
o €/000 53,449 related to the sale of instant lottery tickets (€/000 14,535 as of
December 31, 2004);
o €/000 1,452 related to the sale of traditional lottery tickets (€/000 1,273 as of
December 31, 2004).

‘J?/> 3

= 4 i ) r—
A Sisemumooeuaes Below is the table illustrating Wagers and Revenues for the game
carried out on behalf of the licensee Sarabet:

WYalues in £ {000) 31122004 31.12.2005  Delta %
Total Yolume Collected 595489 550,606 -7.55%
Yolume coliected by the Group 68,146 76,686 12.53%
Market share 11.44% 13.83% -2.49%
Lottomatica Group reveities 1124 1.265

Tris showed a 7.55% decline in 2005 compared to 2004, while Lottomatica wagers showed
an increase by over 12 percentage points.

s Starting on August 17, 2003, Lottomatica, through Consorzio
C":ﬁ?wﬂja% ol . . . L . . .

W?m Lottomatica Giochi Sportivi, qualified as concessionaire, gathers the
/_,/_;‘ 1,:__/? sports pools for the games “Totocalcio”, “Totogol” and “9”, and starting
g\@tﬁg@@, on December 19, 2004, gathers the Pari-Mutuel betting.

YINCUIREIERE 4010 SPORT
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As of 31 112.2005, Lottomatica Giochi Sportivi had a market share of 25.46. Below is the table

illustrating the Volume Collected and Fees

3111272004 31/12/2005

Market POS 21,500 20,500
Consorzio G.S. Pos 5,800 5400
% Consorzio G.5. Pos: 27 0% 26.3%
Market volume €/000 443 202 315,006
- Totocalcio " 312274 262 682
- Totogo! 130,928 52,324
Consorzio G.S. volume " 116,581 80,191

- Totocalcio " 81,499 66,165
- Totogot ' 35,082 14,026
Market Share 26.3% 25.46%
- Totocalclo 26.1% 25.2%
- Totogo! 26.8% 26.8%
Fee £/000 4022 3,163

In autumn 2005, the ltalian State Monopolies’ issued directorial decrees regulating new
horse racing games.

Specifically:

< the new games “Vincente nazionale” and “Accoppiata nazionale” were regulated by
directorial decree dated October 26;

< the games “Quarté nazionale” and “Quinté nazionaie” and “Nuova Tris nazionale”

were launched by directorial decree dated December 20.

The essential innovations in these new decrees are:

< the transfer of the license to collect wagers from Sarabet to the sports pools
concessionaires, including Consorzio Lottomatica Giochi Sportivi;

< the adjustment of the fee from 1.98% to 3.45% of the net wagers from all games,
except for “Vincente Nazionale” for which a fee of 1(one) percent is envisaged.

As a result of this, the additional deed to the Sports Pools license was signed in October,
bringing betting on ltalian horse-races into the product portfolio of Consorzio Lottomatica
Giochi Sportivi.

Sports Pools (Totocaicio and Totogol) market showed a decline of approximately 29
percentage points, while Lottomatica Giochi Sportivi a decline of approximately 31%.

The decline in sports pools is partly offset by the introduction of new games, such as Pari-
Mutuel betting (launched in December 2004) and horse racing betting (launched in
November 2005).

Gaming Machines

On Juiy 15, 2004, Lottomatica - as representative of the Temporary Business Combine
formed with Triplet S.p.A. (hereinafter referred to as “RTI") - executed with the Ministry of
Finance - AAMS (Amministrazione Autonoma dei Monopoli di Stato, ltalian State Monopoly)
the License Agreement to activate and operate the network for the management of legal
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games via remote connection, using gaming machines.

On February 1, 2005, Lottomatica and Triplet formed the company RTI Videolot S.p.A,,
complying with the provisions under the Tender Specifications in order to take over the
license.

On May 2, 2005, AAMS authorized RTI Videolot S.p.A. to take over the License in the place
of RTI, and on May 12, after being authorized by AAMS, Triplet sold Lottomatica its
shareholding held in RTI Videolot.

Following the taking over by RTI Videolot S.p.A. in order to ensure the regular performance
of the licensed activities, it became necessary to transfer the business segment that
Lottomatica had acquired as representative of RTI to RTI Videolot S.p.A., initially by leasing
it.

After a valuation by an expert appointed by the Court of Rome, the lease was changed into a
contribution of a Business.

The value of the Branch of Business that was contributed, on the basis of the valuation that
was arranged, was equal to Euro 3,106,481.64

On the proposal of the Board of Directors, the Extraordlnary Shareholders’ Meeting of RTI
Videolot, held on December 29, 2005, therefore resolved to increase the share capital up to
a maximum amount of Euro 3,226,481.00, through the issue of no. 3,106,481 RT! Videolot
Shares, with a par value of Euro 1.00 each, that is without share premium, excluding the right
of option under Article 2441, paragraph 4, of the Italian Civil Code.

In implementation of the above, effective from December 31, 2005, Lottomatica contributed
the video lotteries branch of business to the company RT! Videolot S.p.A., which consists of
hardware components and the processing system linking the amusement and entertainment
machines to the remote network for collecting wagers from legal games.

Furthermore, on May 13, 2005, a new circular letter was issued to regulate financial flows
connected with the collection of legal games payments, for VAT purposes.

For the purposes of these new regulations, accounting policies have been adjusted, while
contractual relationships entered into with retailers and operators are in the process of being
modified accordingly.

The new scheme, in fact, conveys the entire amount of revenues (proportioned to a
percentage of 11.50% of collection) to the concessionaire and makes it responsible for
subsequently paying the other persons (retails and operators) involved in the business.

Specifically, this business includes both the activation and operation of the remote network to
manage legal games, under the License entered into with AAMS, and the direct
management of amusement and entertainment machines installed in outlets, tobacconists
and bet collection points in the Lottomatica network, or hotels, by virtue of the master
agreement executed by the parent company Lottomatica with Federalberghi, with the help of
partner operators.

The main subjects of the License are the links from the machines to the system, which allow
the data from the games played to be transmitted to the central Sogei system, check for its
regularity and compliance with the faw and the biweekly payment to AAMS of the unified
state tax (PREU, Prelievo Erariale Unico), set at 13.5% of the bets, which is directly collected
by the operators in all outlets not under direct management and then paid out to the
Concessionaire.

A consideration is payable for linking up with the system, generally varying according to the
sums put into the machines.

The Concessionaire has put 44 operators under contract; to date, in a market formed by
approximately 180,000 machines, it holds about no. 12,000 authorizations, over 8,500 of
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which installed in outlets (bérs, licensed betting hdles, tobacconists, bet collection points,
etc.).

RTI Videolot obtained a permanent license to operate the system on February 2, 2006.

Machines are managed direct with the help of some specialized firms, identified on a local
basis, whose duty is to verify the potential of outlets, choose the most suitable and best-
performing machines, install and operate them, making the necessary investment direct and
receiving a consideration proportionate to the bets.

To date, the Concessionaire directly manages about 1,800 machines installed, with volume
collected reaching an average of Euro 54,000 per year, compared to an average of Euro
75,000 related to linked-up machines.

Services

The companies in the Services Business unit of Lottomatica Group recorded consolidated
revenues of €/mil 64.7 (+32% compared to 2004) and an EBITDA of €/mil. 37 (+39%
compared to 2004). This increase is due both to the growth in the existing service segments
and the introduction of new services, such as stamp duties, utilities bills payment and
recharging services (3 and the digital terrestrial service operators).

Services provided by Lottomatica Group may be divided as follows:

0 Commercial services: Among these,Lottomatica distributes services for commercial
operators (i.e., electronic top-up services distributed by Lottomatica for pre-paid
mobile and fixed-line telephone accounts, ticketing for sporting and musical events)
and collects payments from end-users for which it retains a fee. .

O Payment services: collection and payment through LIS Finanziaria S.p.A.. The main
services are the payment of utility bills, local fines and duties. LIS Finanziaria also
collects payments due on behalf of the creditor.

0 Processing services: Lottomatica provides a processing and network service on
behalf of third parties, without collecting amounts due. The most important of these
services are telephone top-ups and Digital Terrestrial TV cards, payment of car road
taxes, fidelity card services and, starting from 2005, stamp duties services.

These services are offered by LIS Lottomatica ltalia Servizi S.p.A., Totobit Informatica
Software e Sistemi S.p.A. - 100% acquired in the course of 2003 — and Lis Finanziaria
S.p.A.. The acquisition of Totobit group companies was of strategic importance for
Lottomatica, allowing to take advantage of the opportunities arising from the widening of the
services offered to the public, the availability of a parallel technological infrastructure which is
separate from that of the Lotto terminals and the possibility of extending and diversifying the
outlets network.

As of 10.05.2005 migration of the top-up service from Mael to POS technology has been
completed. Subsequently, the other businesses will also migrate. The development of the
alternative network will offer the end client the chance to pay not only in cash, but also
through a Pagobancomat card.

Finally, Cartalis S.p.A., a company 15% owned by Banca Sella S.p.A. and 85% owned by
Lottomatica Italia Servizi S.p.A., was established in September, to develop activities in the
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Stored Value sector. The company has filed with the Bank of Itély an applicétid-n for
authorization to become an IMEL (/stituto di Moneta Elettronica, Electronic Money Institute).

Commercial services

Electronic top-up services for pre-paid mobile telephone accounts
75 P Services sector growth has been driven more
e TIN B than any other by the electronic top-up services
for pre-paid mobile telephone accounts.

Starting in July 2006, operators TIM, Vodafone,
Wind, Tiscali, Albacom and Telecom were
joined by the mobile telephony operator 3
(H3G), thus completing the offer. Totobit, through its direct outlets, also offers telephone top-
ups services. As of 31.12.2005 more than 200.4 million top-ups had been sold, through over
32,000 Lottomatica and Totobit direct outlets, compared to approximately 181.9 million as of
31.12.2004. The face value collected (telephone traffic + recharge fee) raised from €/bn. 2.37
in 2004 up to €/bn. 2.73 in 2005, with net revenues of €/000 35,865 compared to net
revenues of €/000 29,157 as of 31.12.2004 (showing a growth of €/000 6,708 in absolute
values ). This growth is connected to the ever-increasing trend towards on-line with the
consequential erosion of the scratch card market.

Sale of Digital Terrestrial TV cards

Mid-September saw the start of the top-up service of the Mediaset Premium card and LA7
plus-card to purchase events broadcast on the digital terrestrial platforms. As of 31/12/2005,
over 118,000 cards had been topped up, for an amount of approximately €/000 2,471.

Automated ticketing services

LIS has offered automated ticketing service since 1998 for purchasing individual and season
tickets to sporting events through the Lottomatica network.

Revenues as of 31.12.2005 totaled €/000 5,613 compared to €/000 5,298 as of 31.12.2005
(+6.0%).

The increase is due to the diversification of the ticketing business to cover not only sporting
activities, but also ticketing of musical events (+34% of revenues compared to the
corresponding period in 2004). LIS continues to manage the sale of all events organized at
the Auditorium, including those organized by third parties at the “Parco della Musica”
Auditorium thus managing approximately 100 parallel events. Beginning in 2004, it is
possible to purchase tickets/subscriptions not only through the channels already existing: bet
collection points, plus points, special points and sports facilities, but also via call centers. As
of 31.12.2005, 23,321 tickets had been sold via this channel.

An additional successful channel is Internet. In fact, as of 31.12.2005, the number of tickets
sold totaled 60,154 (+ 168% compared to 31.12.2004), against revenues of €/000 200.
Overall, the tickets sold through our on-line ticketing service system were approximately 4.1
million, with receipts over €/000 35,518 at the LIS outlets.

Payment services
Utilities bills and local taxes payment

AN e m
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Starting from January 27, it has been possible to pay not only Telecom utility bills

(September 2004) but also those of ENEL at the authorized outlets. The end client pays €

1.00 commission just as that payable at the Post Office or Banks with the added advantage

of avoiding queues to pay utilities bills.

Starting from May 18, it has been possible to also pay taxes, duties and charges, whose
collection is managed by Soris S.p.A. a company established by the Municipality of Turin, in
addition to Telecom and ENEL utility bills, at the authorized points.

As of 31.12.2005, approximately 455,000 bills had been paid for a total amount of

approximately €/000 42,800. Starting from October, the Telecom bills may also be paid in

ash. Finally, De Agostini bill payment service was activated at the authorized outlets.

Payment of fines

e Thanks to the commercial support of ANCITEL (National Association of
o 2 ‘“”) the ltalian Municipalities), the service was activated to pay municipal

7 f ﬁne_s in 101 citi‘es,. thus covering approximately 80% of the population
is . resident in provincial capitals.
M i The Municipality of Rome (starting from February) and the Municipality
| E—— . of Naples (starting from August) joined the Ancite/ network to provide
the fine payment service.
Processing services

Top-ups processing services

Through Totobit S.p.A., Lottomatica provides top-ups processing services for 10 major
clients, giving them terminals, customer assistance, the processing platform and the links
between the outlets and the Totobit data center and from it to the operators. In 2005, Totobit
sold 72.4 million top-ups, for a value (face value + recharge fee) of approximately €/bn.1.

Citizen services

Starting from 1999, car road taxes can also be paid at tobacconists
Furb@llo through Lottomatica network as well as at the post office and AC/
v (Italian Automobile Club) offices, simply by entering the vehicle license
Lo plate number and tax disc expiry date.
As of 31.12.2005, approximately 12 million car road taxes have been
paid through over 23,026 bet collection points, with a turnover of €/000
7,628 for this service, with a 2% drop compared to 31.12.2004 (€/000 7,788), mainly due to
the opening of alternative payment methods and channels.

I EHACHAE]

The license fees may be paid at Lotto bet collection points/tobacconists.
The service involves connecting in real time with the management
system for the national user archives, to ensure the security and integrity
of the data transmitted.

This fee is aimost entirely paid in January. 1,399,000 fees were paid
through the Lottomatica network over the period under consideration,
with overall revenues of approximately €/000 606. Compared to the
same period in 2004 there is a 4% increase, both in terms of
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transactions volume and of revenues.
Unified taxes

At the beginning of 2002, L.I1.S. implemented a new service regarding payment of the unified
taxes. As is known, Law No. 488 of December 23, 1999 (2000 Budget Law) instituted the
unified tax for the entry of an action into the docket. This tax replaces court and legal taxes
such as: docket registration tax, court fees, revenue stamps and writ of summons issued by
the process server.

As of 31.12.2005, over 2,272,000 fees have been paid through the activated network,
generating revenues for approximately €/000 587 compared to €/000 492 as of 31.12.2005
(+19%).

Stamp Duties services

in September 2005, the new plan to dematerialize stamp duties started, after undergoing
trials involving eight authorized outlets located in Rome from July 4. In fact, stamp duties
retailers may enter into a contract with Totobit under which they are equipped with a
technological infrastructure atlowing stamp duties to be purchased and issued in printed form
in the outlet itself. The new system is very convenient for the retailer, who is not obliged to
keep stocks, always has the denomination required and does not run the risk of theft. The
data are then transmitted, on a daily basis, to the Revenue Agency, which collects the
amounts due from the outlets. The success of this scheme is borne out by massive
participation leading to the installation of 17,980 LIS Printer terminals as of 31.12.2005, after
a few months of operation. Furthermore, over €/mil. 57 of stamp duties had been bought in
December, showing a very high increase over the preceding month.

Operating costs and analysis of EBITDA

Operating costs totaled €/000 316,689 (€/000 353,894 as of 31.12.2004).

As of 31.12.2005, EBITDA was equal to €/000 265,986 compared to €/000 231,880 as of
31.12.2004.

The impact of margins on revenues from sales and services passed from 39.6% in 2004 to
45.6% in 2005.

The following factors contributed to the higher margins obtained in spite of lower revenues:

> operating efficiencies (€/mil. 30.3): in 2005, cost saving and operating efficiency
process continued, in spite of the normal adjustments for inflation, and this allowed
substantial economies to be achieved. Specifically, the process of technological
innovation on the Lotto network, already started in previous years, was further
strengthened with the launching of a program of replacement of old technology
system equipment with equipment with superior functional characteristics. This
project, which took shape in the second half of 2005, will be concluded during 2006;

> paper supports (€/mil. 3.4): the savings made during 2005 arose from both the
integration as supplier of PCC Giochi e Servizi and from greater rationalization and
improvements in the handling of deliveries;

» personnel costs: the increase realized is attributable to the combined effect of
adapting the Group’s managerial structures and the remuneration changes deriving
from contractual and inflationary dynamics;

> other efficiencies (€/mil 7.3): mainly attributable to the rationalization of the overall
cost base and the re-definition of internal operational methods;
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» services development: during 2005, the services business’ positive trend continued
in terms of revenues and EBITDA, driven by the good performance of the sales of
top-ups and the consolidation of the other businesses;

> Lottery development: after its launch during the second half of 2004, the instant
lottery business recorded very good results during 2005. This had an impact both on
revenues and on EBITDA.

The promotional and advertising activities carried out in 2005 have supported the important
innovations to Lotto introduced by 2005 Budget Law.

As early with the first drawing in January 2005, new winning multipliers became effective for
three, four and five numbers, with bigger prizes for players, if they win.

The biggest increase is for “five numbers”, with a multiplier that rose from 1 million to 6
million times the bet posted. The significant innovation, already supported at the outlets with
informational materials, was aiso covered by a specific advertising campaign supported by
an integrated media plan (TV, radio, dynamic billboards, Internet) and by a promotional
activity at the outlets and outdoors extended up to July 31 (“Datti un cinque “ campaign).
Since March, another innovation relating to the exact order of the drawn number was
introduced (it is possible to guess the exact position of a number is drawn on a wheel).

This game offers an opportunity for more experience players, more familiar with and
practiced of Lotto. Therefore, the focus is on habitual, assiduous players.

May witnessed the launch of two important novelties which contributed to innovating the
Lotto. The National Wheel and the Automated Drawing. The National Wheel, broadcast live
on television in addition to the wheel of Rome, have quickly achieved a high level of approval
particularly by those who were not able to associate completely with the 10 existing wheels.
The Automated Drawing, which only worked with the National and Rome Wheels on an
experimental basis, marked an important development in the history of the Lotto. It met with
an excellent approval rating by both players and potential players, strengthening the values
of reliability, security and transparency which already characterized it.

Furthermore,as per the Budget Law, the automated drawing was introduced experimentally
in June and then in October there was a press campaign in the main national dailies to
remind all players of the third weekly drawing.

The feature of the second half-year was the “Gioca Rigioca” promotion and the advertising
campaign that brought it to the attention of the public.

The “Gioca Rigioca” campaign inaugurated a very captivating sitcom type of format starring
Lello Arena, the delightful comic from Naples, in a series of short sketches with a cheerful,
friendly flavor.

The message that ran through all the themes was the twofold opportunity of winning offered
by the promotion and the rich prizes at stake.

Both the promotions were linked to a system of incentives for bet collection operators,
allowing for additional prizes on the basis of the number of players.

For the analysis of the individual components under the expenditure items, reference is made
to the Notes to the Consolidated Financial Statements.

Below is a table comparing figures deducible from the audited income statement for 2005, as
prepared according to IFRSs and from the relevant comparative figures with the similar
quantities redetermined according to previous accounting standards and presented in the
IFRS 1 reconciliation statements limited to 2004 financial year. For reasons of consistency,
the comparison is extended to the two-year period 2004-2005, since this was the year
witnessing the first-time adoption of IFRS accounting standards.
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CONSOLIDATED INCOME

STATEMENT ;’l]-.AIZG.ZAOA;J’; % 3 Li;‘;za“ % lg:::\:: Adjustments Reclassifications
(th ds of euros)
CONTINUING OPERATIONS
Total revenues from sales and services 1,238,167 100.0% 585,774 100.0% (649,393) 35) (649 338)
Raw materials and consumables used 365,072 29.6% 29,308 50% (335.764) {335,764)
Services 517,731 41.9%, 218,709 373% (299.022) 13,538 (312,560%
Costs for personnel 56,102 45%. 66,215 11.3% 10,113 6,831 3,282
Other gperational costs 32,291 26% 39,662 68% 7371 634 6,737
-3 Other operating charges 24,084 1.9% 24,501 4.2% a17 4] 426
-) Provisions 8,207 0.7% 15,163 26% 6,554 643 6311
Total operating costs 971,196 78.6% 353,894 60.4% (617,302) 21,003 (638.305)
Gross Qperating Margin (EBITDA) 263,971 21.4% 231,880 39.6% (32,091) (21,058) (11.033)
Amortization, depreciation and write-downs 66,758 54% 62,622 10.7% (4,136) {4.136) 0
EBITA 197,213 16.0% 169,258 289% (27,955) (25,194) (2.761)
Goodwall Amortization 53,966 4.8% 0 53,9667 (53.966) 0
Operating profit (EBIT) 143,247 1L6% 169,258 28.9% 26,011 (79,160) 105,171
(S:'!'os'l'sEol\[/;[E%‘?fTED INComME ITA GAAP % IFRS % ITA-1A§ Adjustments Reclassifications
> Y 31.12.2005 31.12.2008 Change
af euros)
CONTINUING OPERATIONS
Total revenues from sales and services 1,546,639 100.0% 282,674 100.0% (963,965) 864 (964,829)
Raw materials and consumables used 493,317 319% 31,065 5.3% (462,252) (462,252)
Services 674,537 43.6% 188,493 323% {484,044) 3,481 (489,525)
Costs for personnel 61,465 40% 72,276 12.4% 10,311 8,387 2,424
Other gperational costs 15,886 13% 24,354 43% 4,968 10 4,958
-) Otha operating charges 12,507 1i% 22,465 359% 4,958 4,958
-) Provisions 2379 0.2% 2,389 0.4% 10 10 0
Total operating costs 1,249,208 80.8% 316,488 54.4% (£32,517) 11,878 (844 395y
Gross Operating Margin (ERITDA) 297,434 19.2% 265,986 45.6% (31,448) (11,014) (20.434)
Amortization, depreciation and write-downs 65,245 53% 53,643 92% (11,602 (11,602) 0
EBITA 232,189 18.8% 212,343 36.2% (14,846) 288 20,434y
Gagdwill Amortization 144,610 1% D 00% (144,610) 144,610) [
Operating profit (EBIT) 87,579 T.i% 212,343 36.2% 124,764 145,198 (20.434)

As of 31.12.2005, the representation of EBITDA, as calculated according to IFRSs, showed a
decrease of €/000 31,449 compared to the margin from the application of the Italian
accounting standards as of the same date; below is the relevant breakdown:

o adjustments to increase operating costs for a total of €/000 11,878 (compared to
adjustments of €/000 21,003 as of 31.12.2004), basically relating to the reversal of
capitalizations due to lack of [FRS requirements and the recognition of values linked
to employee benefits (stock options and discounting-back of the Staff Severance
Fund);

o adjustments to increase operating costs for €/000 21,747, essentially deriving from
the allocation of the relevant income statement items under extraordinary income and
charges. This values does not include the reclassification made pursuant to IAS 18
(revenues recognition), since it did not determined changes in the EBITDA level.

As far as EBIT is concerned (€/000 212,342 as of 31.12.2005 compared to €/000 169,258 as
of 31.12.2004), the financial statements as of 31.12.2005 confirmed the increased margin
shown on EBITDA, also thanks to lower amortization, depreciation and write-downs
compared to the previous year (€/000 53,643 as of 31.12.2005 compared to €/000 62,622 as
of 31.12.2004).

it will also be recalled that goodwill is no longer amortized based on the asset's useful life.
Instead, the related values are subject to annual impairment tests with the entry in the
income statement of any write-down.
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Cash-flow from investing activities totaled €/000 -91,298. Group investments total €/000
93,854, of which €/000 86,067 refer to property, plant and equipment.

CONSOLIDATED CASH-FLOW STATEMENT

theusands of eures) 31.12.2008

31.12.2004

Cask flow Som operating activitles before changes in net working capital 201 950

181.780

Change in Net Working Capital 112

63,715

Cash flow from operating activities [a] 190,741

250405

investments in fixed assets:
2790
-86.067

- intangible assets
- property, plant and equipment
- Fixed assets from the merger 0

Proceeds from sales, or reimbursement value, of fixed assets 2,556

15,772
24,332

64,540

Cash flow from biwesting sctivities b) -91.298

24.4%0

€/000 9,601 of this figure refer to
restructuring and adaptation works (€/000
8,115) and fittings (€/000 1,486) on
Lottomatica’s new headquarters located at
Viale del Campo Boario.

The further amounts, equal to €/000
74,652, refer to the purchase of plant and
machinery for the up-dating and
strengthening of the Group companies’

equipment, with particular reference to Lottomatica within the project to replace the old
M230 and M350 terminals. The most significant amounts per company refer to:
- Lottomatica S.p.A. for €/000 57,763, of which €/000 52,875 relate to the purchase of new

terminals;

- Videolot Gestioni S.p.A. for €/000 2,821 to purchase equipment for collection from

entertainment games;

- Totobit S.p.A. and LIS S.p.A. for €/000 11,466 to strengthen the collection network at bet

collection points;

- RTI Videolot S.p.A. for €/000 1,209 to purchase the hardware components allowing to link

up entertainment machines.
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Net debt position

The net debt position includes payables of
s of ceoy awes  unzees  €/000 359,653 for long-term loans; this
Gash and cnsh squvaleats wosn  eaen item primarily consists of the bond for
Shorttesm postions of long:tepm payables!(;eceivables) 7 <1 €/000 360,000 issued in December 2003,
Shom e loses 7220 22 expiring on December 22, 2008. This debt
Shore-term debt/icash and cash equuvalenes {23B.430) (227868 .
Longterm Ioansi(cazh and cash equivalents) 359,453 =0 1S shown net of charges and discount on
et debii(cash and cash equivalents) cizs  wewe  the issue, which have been capitalized:
iw':m?&:":““m‘“““” m;: m]i”; therefore, the amount entered in the
TRV, P o, accounts is equal to €/000 358,443.

Payables for long-term loans also include
the share of leasing expiring beyond 12 months (€/000 1,210).

Cash and cash equivalents (€/000 246,163) are made up of current accounts or sight
deposits.

Short-term loans (€/000 7,260) is broken down as follows: €/000 6,517 of payables for
winnings to be paid and €/000 743 for the share of leasing expiring within 12 months.

Current financial assets (€/000 31,808) are made up of Treasury Bills (BOTs) in the portfolio
(€/000 29,357), receivables from Bingoplus (€/000 1,644), receivables from AAMS (€/000
627 of contributions and €/000 155 of winnings paid in advance by Consorzio Lottomatica
Giochi Sportivi) and other items (€/000 25).

The net debt position also includes liability items related to interest accrued on the bond for
the period 23/12/05 — 31/12/05 (€/000 473) and the derivative instruments valued on a mark-
to-market basis held by Consorzio Lotterie Nazionali to hedge foreign exchange risks (€/000
263).

For an easier view of management dynamics, below are the consolidated statements related
to the analysis of the balance sheet position and the cash-flow statement showing the figures
for Lottomatica Group as of 31.12.2004, before the compietion of the merger transaction in
2005:

CONSOLIDATED CASH-FLOW STATEMENT 31_12.20,;5 31.12_2004 ’ An:xlyél; of the cousolidated halance shoet Docomber 31, December 3.
{thousands of ewros) values in th of swos 2005 2004
Net profit hefote taxes for the petiod 196.245 153844  Receivabies from Customers 112,375 58,847
Adjustments for: Inter-company receivables . ; :;g 0 Eg
. . Inventories . :
- DED\'EFIahOn of Preperty, Plant and Equipment 38,410 47178 Receivables from others 168,105 112520
- Amortization of intangible Assets 9531 7535 Payables to suppliers 150,754 175379
- Capital (qains} losses an disposal of Fixed assets 482 inter-company pavables 44 257 L5729
- (Revaluations) ar write-downs of fixed assets 4,788 Payables to others -220.829 -233.484
- Other non-monetary items 35498 41480  Net current assets 218477 230,600
- Income taxes MU H8.235  Property plant and equipment 158,248 117,358
Cash flow fiom aperating actvities before chianges in net worklng 201,960 181780 Intangible assets 10,774 1117
—ZE#M TV e R Financial assets 887 2078
ange in Net Working Capita -11.20% .
Nat flxed assets 169, 1.1
Cash flow fioim operating acthvities Ja} 190.741 250.495 5 ¢ Z 909 3 - 5’1
Ivestments in fxad assets - Provisions for fisks and charges -u3432'-3 -43832
. ’ 7787 - Staff Severance Fund -7813 21505
- intangible assets o T Other Assetsiiasities 47838 72450
- I ent ~BE -24 332
property, piant and equpmen NET OPERATING INVESTED CAPITAL £1680  77.956
- Fixed assets from the merger g -
Proceeds from sales, or reimbursement value, of fixed assets 2556 54 540 Goodwi 863513 448648
Cash low from vesting activities [b) 91,298 24436 NETINVESTED CAPITAL 601.933 368,692
Changes in lnans and other items -107.16€ -57,366 Share capital £3,008 88,939
Capital increase/(Distribution of dividends) and other Sharehalders’ 11702 73081 Reserves 279,604 138,140
Equity adjustments ! > Profits (losses) carried over 23490 =541
Cash flow from financing activities [c] 46 464 230417 Sqofit (loss) for the period 112,33t 86,038
Inctease {dacreasat in cash and cash equivaleats 1979 44514 Group's shareholders’ aquity 504,694 312578
{ashee] . .
Cash and cash equivalents at the beginning of the geriod - merging company 120 Minerity interests 7.561 4770
o ) {Cash/Banks) and Short-term Payables/(Receivables) 270,158 -30B,5£6
Cash and cash equivalents at the beginning of the period - merged companiss 242064 Medium-term Financial Payables/(Receivabies) 359,635 358,032
Cash and cash equivalents at the beginning of the period 187,147 {inter-company) F{nancral {Recenables) il 0
Cash and cash squivalents at the end of the perisd 248,183 241.661 inter-comgany) Financial Payatles g g
Financial coverage 89878 61,346
TOTAL SOURCES 601,933 368.692
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HUMAN RESOURCES
As of December 31, 2005, Lottomatica Group had 1,084 employees, compared to 1,027 as
of December 31, 2004.

Below is the breakdown:

Employees 31122005 31122004
Lottomatica S.p. A BE4 628
Lottomatica ftalia Sewvizi S p A 40 33
-) Totobit S.p A v 61 41

S TTS Sl 2 21

-) Sed Multitel S.p. A 11 8

-1 LS Finanziaria S.p.A. 5 7
Lottomatica Sistemi S.p A 207 213
-JPCC GS S pA 74 75
Cirmatica 1 1

RTl Videolot S.p.A. = =
Videolot Gestione S.p A, = =
Consorzio Lotterie Nazionali = =
Consarzio Giochi Sportivi = =

Total 1.084 1,027
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REFERENCE REGULATORY FRAMEWORK

Below is the institutional legal framework, including the main innovations introduced in the
second half of 2005:

DECREE BY THE FINANCE MINISTRY - SEPTEMRER 20, 2005
Regulations on drawing games linked to consumption.
DECREE BY THE FINANCE MINISTRY - NOVEMBER 17, 2005

Procedures to manage the amounts due by the concessionaires to AAMS, their
recognition in the accounts of AAMS, procedures and time requirements for payment of
the amounts due to the beneficiaries, as well as the concessionaires accounting
fulfillments, deriving from the management of the new Horse Racing Pari-Mutuel System
bets.

Revenue Agency Order - November 21, 2005

Amendment to order dated September 15, 2005, concerning the football activities
organizers’ right, under decree of June 6, 2005, on safety in football grounds, to assign a
new seat in the same fiscal sector.

DECREE BY THE FINANCE MINISTRY - NOVEMBER 21, 2005

Procedures to award an additional prize for 2005 ltalia Lottery.

DECREE BY THE FINANCE MINISTRY - NOVEMBER 30, 2005

Identifying he events to be associated with the national lotteries in 2006.

DECREE BY THE FINANCE MINISTRY - DECEMBER 15, 2005

Creation of the new Horse Racing Pari-Mutuel System bet formula named “Nuova Tris
nazionale”.

DECREE BY THE FINANCE MINISTRY - DECEMBER 20, 2005

Technical regulations on betting formulas named “Quarté Nazionale” and “Quinté
nazionale”.

DECREE BY THE FINANCE MINISTRY - DECEMBER 23, 2005

Technical regulations on betting forms for betting formulas named “Vincente nazionale”,
“Accopiata nazionale”, “Nuova Tris nazionale”, “Quarté nazionale” and “Quinté
nazionale”.

DECREE BY THE FINANCE MINISTRY - DECEMBER 23, 2005

Announcement and technical procedures for operating the national instant lottery named
“Medaglia d'oro”.

DECREE BY THE FINANCE MINISTRY - DECEMBER 23, 2005

Technical procedures for operating the national lottery of the Festival della Canzone
italiana di Sanremo and the Carnevali of Acireale, Gallipoli, and Viareggio — 2006 Events.
LAW NO. 266 OF DECEMBER 30, 2005

Provisions on preparation of annual and multi-year budget (2006 Budget Law).
DECREE-LAW NO. 272 - DECEMBER 30, 2005

Urgent measures to ensure safety and financing of the next winter Olympic Games, as
well as its internal operations. Provisions to support the successful treatment of habitual
drug users.

DECREE BY THE FINANCE MINISTRY - JANUARY 11, 2006

Unit stake-bet of pari-mutuel system bets other than horse racing bets, under Decree No.
278 issued by the Finance Ministry on August 2, 1999, as amended.

DECREE BY THE FINANCE MINISTRY ~ JANUARY 13, 2006

Accepting bets at fixed odds on sports and non-sports competitions of primary
importance at a national and international level.

DECREE BY THE FINANCE MINISTRY - JANUARY 19, 2006
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Lotto drawings time-tables.

DECREE BY THE FINANCE MINISTRY - JANUARY 30, 2006

Determination of the taxable lump-sum base for 2006, related to the mechanical or
electro-mechanical amusement and entertainment machines, under Article 14-bis,
paragraph 5, of the Presidential Decree No. 640 of October 26, 1972, as amended.
DECREE BY THE FINANCE MINISTRY -~ JANUARY 30, 2006

Procedures to carry out automatic checks of payments related to the entertainment tax
on amusement and entertainment machines, under Article 110, paragraph 7, of the
T.U.L.P.S. (Testo Unico delle Leggi di Pubblica Sicurezza, Consolidation Act on Public
Order Laws), as well as the mechanical or electro-mechanical amusement and
entertainment machines, under Article 14-bis, paragraph 5, of the Presidential Decree
No. 640 of October 26, 1972, as amended.
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COMPLIANCE MODEL UNDER LEGISLATIVE DECREE NO. 231/2001

In March 2005, Lottomatica introduced the compliance model under Legislative Decree No.
231/2001 into the company, also adopting the regulatory amendments introduced by
Legislative Decree No. 61/2002.

The compliance Model consists of a combination of rules, tools and conduct whose purpose
is to give the Company a system that is reasonably likely to detect and prevent criminal
offences being committed pursuant to Legislative Decree No. 231/2001, by the entity itself or
by the persons subject to its direction and supervision.

The elements that make up the compliance Model are:
= the code of conduct and the internal disciplinary system that ensures the compliance
with the Model;
* the map of risk activities;
» the principles for supervising risk activities;
» changes to internal procedures;
* the board responsible for supervising and operating the Model.

The Lottomatica Supervisory Board has laid down the rules for its proceedings and, during
2005, implemented a Plan of Action to monitor the compliance Model that has been adopted
and to assess its suitability, meeting periodically to evaluate the checks carried out by the
Internal Audit department and to examine the information flows that have been activated.

In fact, the compliance Model that has been adopted envisages the obligation to provide
information to the Supervisory Board.

The obligation takes the form of reporting flows that company managers and departments
must systematically transmit to the Supervisory Board on the basis of appropriate rules that
have been stated and circulated, so that the Board has the information in good time that is
necessary for it to perform its role of monitoring the compliance Model's effectiveness.

PROCESSING OF PERSONAL DATA

Article 34 of Legislative Decree No. 196 of June 20, 2003, requires certain security measures
to be taken in the event of the electronic processing of personal data, according to the
procedures laid down in the technical specifications under Annex B to the law. Among these
requirements is the one specified in letter (g) for “an updated Security Policy Statement’
(DPS, Documento Programmatico sulla Sicurezza).

DPS is the document that specifies the technical and organizational security measures
adopted on the basis of risk analysis, task and responsibilities distribution within the structure
responsible for processing the data themselves, in order to protect personal data in
compliance with the law, from the point of view both of their correct storage and their correct
handling.

In compliance with the provisions under Legislative Decree No. 196/2003, Lottomatica
reviewed and updated the DPS which was prepared in 2004.
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Outlook
The favorable trend continued in 2006, both in the games and in the services market.

The first two months of 2006 confirm the good performance of Lotto, which generate wagers
that are in line with expectations and are higher than at the end of 2005, even if has not
reached the levels attained at the beginning of 2005, which were still associated with the
effect generated by the number 53 on the Venice wheel.

In the first months of 2006, instant lotteries recorded substantial increases inwagers over the
same period in the previous year, and are exceeding their growth forecast.

The services business is consolidating the results it has achieved and, thanks to the
performance of the new products offered (stamp duties in particular) is recording a
substantial increase over the same period in the previous year and is in lien with the
expected results.

The market share of the sports pools is substantially firm compared to the end of 2005, while
the growth trend of the TRIS market share that was already shown in the latter part of 2005
is being confirmed.

Following the acquisition of Gtech, which is expected to take place by June 2006, the

consolidated results will see a substantial impact on assets and income, whose effect has
still not been quantified up to this moment.
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CONSOLIDATED FINANCIAL STATEMENTS
AS OF 31.12.2005

32




GRUEE0
LETTOMIATICA

GiCO @ servizs

Consolidated Financial Statements as of December 31, 2005

Consolidated Balance Sheet - Assets Report
(thousands of suros) notes 44 42 2005
Al Non-cuirent assets

Property, plant and egquipment 1) 158 248
Goodwill 2 663613
intangible assets 3 10,774
Investments valued at equity 4

Securities and equity investments 3 452
Gther (non-current) assets &) 570
Deferred tax assets 7} 55009
Total non-cutrent assets 888.566

B} Current assets

Inventories 8 14 436
Trade receivables and other receivables g) 116,263
Current financial assets 10) 31,791
Other {current) assets 10 189 8086
Receivables for taxation 12) 3,370
Cash and cash equivalents 13) 246163
Assets held for sale or discontinuing operations 14)

Total current assets 601,831
TOTAL ASSETS 1.490.497
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Consolidated Balance Sheet - Liabilities

31.12.2005
(thousands of euros) notes
A} Shareholders’ Equity 15)
Share capital 89,003
Legal Reserve
Share premium reserve 261 844
Other reserves 41 450
-) Share swap reserve 22,737
-] Other reserves 18,713
Net profit (loss) 112,391
Total Group Shareholders” Equity 504,694
Iinority interests 7.561
B} Non-current liabilities
Long-term loans 16) 359 B53
Staff Severance Fund 17) 7818
Provision for deferred taxes 18} 44 7233
Long-term provisions 19) 8,587
Tetal non-current liabilities 420.091
C} Current liabilities
Trade pavables and other payables 20) 305,006
Derivative instruments 21) 263
Shart-term laans 22) 7,260
Shoni-term portions of long-term {oans 23 473
Other {current) liabilities 24) 233620
Payables for taxation 25) 11,020
Shon-term portions of long-term provisions 28] 509
Liabilit'ias associated with assets held for sale or discontinuing 27)
operations
Total current liabilities 558,151
TOTAL LIABILITIES ARD SHAREHOLDERS' EQUTY 1.490.497
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Consolidated Income Statement

31.12.2005
{thousands of auros) notes
Revenues 28 569,154
Other earnings and proceeds 29 13,641
Capitalization of internal canstruction costs -
. 30 24
materials and consumables
Change in inventories 31 {145)
Total Revenues 582.674
Raw matetials and consumables used 32 31,085
Services 33 188,493
Casts far personnel 34 72276
Amortization, depreciation and write-downs 33) 535643
Other operating costs 36) 24 854
Total operating costs 370.331
Operating profit 212,343
Financial income {charges) 37) {16.064)
Adjustiments to financial assets 33 134}
Share of income {chasges; from equity
investments in associated companies 39)
and JVs valued at equity
Income before taxes : 196,245
Income taxes for the perisd 40) 82.013
Net profit from continuing 114.232
operations '
Profit from assets held for safe or
discontinuing operations
Net profit for the period 114.232
share attributable to minority interests 1.841
share attributable to the Group 112.391
Earmings {loss) per share - basic: 41} 1.28
Eamings {loss) per share - diluted: 41} 1.23
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CONSOLIDATED CASH-FLOW STATEMENT
{thousands of euros) 31.12.2005
Net profit before taxes for the pertioad 196.245
Adjustments for:
- Depreciation of Property, Plant and Equipment 38410
- Amaortization of Intangible Assets 8,531
- Capital (gains) losses on disposal of Fixed assets 493
- (Revaluations) or write-downs of fixed assets 4786
- Other nan-monetary items 35498
- Income taxes -82,.013
l,:::;::nw from aperating activities before changes in net working 201.950
Change in Net Warking Capital -11.209
Cash flow from operating activities [a] 190.741
Investments in fixed assets:
- intangible assets -1.787
- property, plant and equipment -86.067
- Fixed assets from the merger 0
- financial assets
Proceeds from sales, or reimbursement value, of fixed assets 2556
Cash flow from investing activities [b] 91,288
Repayment of mediumflong-term loans -150,000
Changes in short-term loans 42834
Distribution of dividends -67 983
Capital increases 70,500
Qther changes in Shareholders' Equity 9,185
Cash flow from financing activities j¢] 95,4684
Increases{decrease} in cash and cash equivalents 3.979
[atbrq
Cash and cash equivalents at the beginning of the periad- merging company 120
Cash and cash equivalents at the beginning of the period - merged companies 242,064
Cash and cash equivalents at the end of the period 246,163
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STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY AS OF DECEMBER 31, 2005

ATTRIBUTABLE T4 THE PARENT COMPANY'S SHAREMOLDERS Binotlty interests Total

otal
(thousands of euros] Share ~ . Net g1 oflts Shareholders’

Share Shiage swap Other Het profits Hossas) Capiral amd
capitad preion resene rasarves for the period Total @serve |Iosses{1m Toral Equity
reserve the petiod

Balances as of January 1. 2005 120 46 74 74
Contribution and merger 88389 271609 R7%7 383235 5720 5720 388955
Other changes -48 48 0 0
Profit {loss) 12391 11239 1841 1841 114232
Other changes 9785 18759 8994 8384
Balances as of December 31, 2005 89,009 261844 2731 18.713 112391 504594 0 5720 1841 7.561 512.255

It should be noted that the merged company Lottomatica distributed dividends of €/000
67,983 to third parties over the 2005 financial year.
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Explanatory notes

LOTTOMATICA GROUP

1. Form, structure and scope of the consolidated financial statements.
General information

Lottomatica is a government’s concessionaire to manage the Lotto and other public games,
as well as the parent company of a Group active in the market of games, automated services
for citizens and businesses and ticketing services. Furthermore, Lottomatica S.p.A. provides:
* systems and products for games;
* hardware and software terminals and systems to process games and sports/horse
racing betting;
* services to assist in the operations management and Help Desk for the italian
National Horse Racing Pari-Mutuel.

Lottomatica’s registered office is located in Rome, at Viale del Campo Boario and has been
incorporated in ltaly.

The parent company of Lottomatica S.p.A. is De Agostini S.p.A..

The publication of Lottomatica Group’s consolidated financial statements for the financial
year ended December 31, 2005, was authorized by a resolution passed by the Board of
Directors on March 9, 2006.

At the same meeting, the Board of Directors proposed to distribute a dividend of Euro 1.30
per share.

The Merger transaction

The 2005 financial year was characterized by the merger by incorporation of FinEuroGames
S.p.A. and Lottomatica S.p.A. into NewGames S.p.A. and these are the first consolidated
financial statements of the merging company, which until December 31, 2004, was a non-
operating companies.

Specifically, on December 14, 2005, the deed was executed t0 merge FinEuroGames and
Lottomatica by incorporation into NewGames, which took on the new name of Lottomatica
S.p.A. effective from December 20, 2005.

Like all merger transactions, the Merger is governed by Articles 2501 and following of the
ltalian Civil Code; apart from this, it is also governed by the provisions under the
Consolidation Act and the Consob Regulations since Lottomatica shares are listed on the
Electronic Stock Market.

The effects of the merger on third parties, which involve the merging company having the
full right to take over all the rights and obligations pursuant to Article 2504-bis of the Italian
Civil Code, from the merged companies, were effective from December 20, 2005, while the
accounting and tax effects were effective from January 1, 2005, in accordance with Article
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2501-bis, paragraph 1, points 5 and 6 , of the Italian Civil Code. The transaction was fiscally
neutral.

Form and Content

The 2005 financial year sees the first consolidated financial statements of the merging
company NewGames S.p.A. (or the new Lottomatica S.p.A.) and includes the balance sheet
values from the merged companies Lottomatica S.p.A. and FinEuroGames S.p.A., as of
January 1, 2005. Therefore, there are no comparative figures in the formats of the financial
statements, as NewGames did not hold controlling interests at December 31, 2004, and until
that date was a non-operating company.

For an easier view of management dynamics, the Notes to the Financial Statements report
the comparative figures for the previous financial year for the merged company Lottomatica,
as reparted in the consolidated financial statements as of December 31,2004, as restated in
accordance with IFRSs adopted by the European Union. In fact, it should be noted that, like
New Games S.p.A,, FinEuroGames S.p.A. was a non-operating company in 2004, and that
neither of them had any employees.

Furthermore, in order to provide fuller information, where the details are significant, the
tables in the Notes to the Financial Statements tend to show separately the effects and
values of the merger transaction that was carried out during the financial year from those
related to operations.

As provided by Article 3, paragraph 1, of Legislative Decree No. 38 of February 28, 2005,
“Exercise of options under Article 5 of the Regulation (EC) No. 1606/2002 on the application
of international accounting standards”, these consolidated financial statements were drawn
up in accordance with [FRSs adopted by the European Union.

As of December 31, 2005, the Group companies and the Parent Company will prepare their
financial statements according to the Italian accounting standards and, for the purposes of
the consolidated accounts, made the adjustments in accordance with IFRSs in force as of
December 31, 2005.

As far as the annual accounts of Lottomatica S.p.A. are concerned, the same standards will
be adopted effective from 2006, as provided under Article 4, paragraph 1, of Legislative
Decree No. 38 of February 28, 2005.

Up to December 31, 2004, Lottomatica S.p.A. (the company merged by incorporation) has
been preparing its consolidated financial statements and other interim reports (quarterly and
half-year reports) according to Italian accounting standards. From the first half of 2005,
Lottomatica Group’s financial and economic results and the periods under comparison have
been drawn up in accordance with IFRSs adopted by the European Union.

Annex 1, “Transition to IFRS standards”, attached to the half-Year Report as of June 30,

2005, as approved by the Board of Directors of Lottomatica (the merged company) on

September 26, 2005, provided details about the following:

- accounting options adopted by Lottomatica Group;

- accounting treatments chosen in the context of the accounting options under IFRSs;

- statements of reconciliation between the consolidated shareholders’ equity according to
the previous accounting standards and the shareholders’ equity recognized in
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accordance with IFRSs at the following dates:
. date of transition to IFRSs (January 1, 2004);

. closing date of the last financial year whose financial statements have been
prepared in accordance with the previous accounting standards (December 31,
2004);

statements of reconciliation between the economic result shown in the last financial
statements drawn up according to the previous accounting standards (2004 financial
year) and the result deriving from the application of IFRSs for the same financial year;
comments on the main changes made to the cash-flow statement following the
introduction of the new accounting standards;

consolidated IFRS balance sheets as of January 1, 2004, and December 31, 2004, and
the consolidated IFRS income statement for the financial year ended December 31,
2004, with the relevant comments.

In particular, it should be noted that transition to IFRSs has meant that the estimates
previously made according to the ltalian accounting standards have been maintained, except
in those cases where the adoption of IFRS accounting standards has not required estimates
to be made using different methods.

SCOPE OF CONSOLIDATION
The scope of consolidation of the Lottomatica Group as of September 30, 2005, comprises
the following Companies:

LIS Lottomatica Italia Servizi S.p.A., 92.5% owned by Lottomatica S.p.A. (92.5% as of
31.12.2004), which provides services for citizens and businesses via the Lotto Game
network;

Lottomatica Sistemi S.p.A., 100% owned by Lottomatica S.p.A. (100% as of
31.12.2004), which manages the Centro di Elaborazione Multizona (Multi-Area Data
Processing Centre) in Naples and provides technical assistance through its help desk
service and commercial assistance;

Cirmatica Gaming S.A., 100% owned by Lottomatica S.p.A., whose objects are to
acquire, manage and administer financial and equity investments;

PCC Giochi e Servizi S.p.A., 100% owned by Lottomatica Sistemi S.p.A. (100% as of
31.12.2004). The company is active in the sector of specialist hardcopy media;
Consorzio Lottomatica Giochi sportivi, established on June 3, 2003, 85% directly
owned by Lottomatica and 5% indirectly owned through the subsidiary Totobit
informatica Software e Sistemi S.p.A.. Consorzio is active in the collection of wagers
from betting poois and sporting games, as well as from pari-mutuel system betting;
Consorzio Lotterie Nazionali, established on December 10, 2003, between Lottomatica
S.p.A., Scientific Games International Inc., Arianna 2001 S.p.A., Olivetti Tecnost S.p.A.
and Servizi Base 2001 S.p.A., is active in the management of the traditional and instant
National Lotteries.

Shares in the endowment fund are divided as follows:

Lottomatica 63%, Scientific Games 20%, Arianna 2001 15%, Olivetti Tecnost 1% and
Servizi Base 2001 1%.

RTI Videolot S.p.A., 100% owned by Lottomatica S.p.A., is the concession company to
activate and operate the network for the management of legal games via remote
connection, using amusement and entertainment equipment, as well as to perform
related activities and functions;

Videolot Gestione S.p.A., 100% owned by Lottomatica S.p.A., operates video lotteries,
in the capacity as operator of Amusement and entertainment equipment;
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Totobit Informatica Software e Sistemi S.p.A. acquired in December 2003 and 100%
owned by Lottomatica ltalia Servizi S.p.A., operates an extensive network of multi-
function mini-terminals installed at shops with significant footfall (such as bars/bet
collection points, service stations, newsstands, and others) aimed at providing remote
services “for citizens”;

Sed Multitel S.p.A., 60% owned by Totobit Informatica Software e Sistemi S.p.A. and
20% by Lottomatica S.p.A.. The company was established on November 28, 2002, has,
at its disposal, a specialized organization capable of ensuring the necessary
technological support, by coordinating and managing its own processing centers and
through outsourcing, for the typical transaction activities of the remote services offered;

TTS S.r.l, 100% owned by Totobit Informatica Software e Sistemi S.p.A., whose
business is to develop and distribute the software product to process and develop
gaming systems at bet collection points; it provides clients with thorough
technical/systems service, both by phone (through an in-house call centre) and on site;
it also gathers subscription contracts throughout the territory for the services provided
by the parent company;

LIS Finanziaria S.p.A., 100% owned by Totobit Informatica Software e Sistemi S.p.A.,
specifically established and registered with the Albo degli Intermediari Finanziari
(Financial Brokers Register) pursuant to Articie 106 of the T.U.L.B. (Testo Unico delle
Leggi in materia Bancaria e Creditizia, Consolidation Act on Banking and Credit Laws)
is the company responsible for managing the financial services that the parent
company plans to bring into its network. It became fully operational in September 2003;

Carta LIS S.p.A., established on September 12, 2005, 90% owned by LIS Lottomatica
italia Servizi S.p.A., which shall be active in the issue of electronic money, through
immediate conversion of funds received;

Lottolatino do Brasil and Lottomatica Argentina, non-cperating companies which have
been put into liquidation;

Nova Prima S.r.J., a company 100% owned (effective from December 22, 2005), whose
entry in the scope of consolidation is associated with the announced acquisition of G-
TECH group; for details, reference is made to note no. 8 "Subsequent Events”.

2. PRESENTATION OF THE FINANCIAL STATEMENTS

The accounting statements have been drawn according to the foliowing procedures:

in the Balance Sheet current and non-current assets and liabilities have been shown
separately;

in the Income Statement the analysis of costs has been effected according to their
nature;

the indirect method has been used in the Cash-Flow Statement.

The amounts are shown in thousands of euros, unless otherwise indicated.
The financial statements as of December 31, 2005, were prepared on a going concern basis.

3. ACCOUNTING STANDARDS AND POLICIES

Compliance with IFRSs
The consolidated financial statements of Lottomatica Group were prepared in compliance with
International Financial Reporting Standards (IFRSs).

Consolidation principles
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The Consolidated Financial Statements include the accounts of Lottomatica S.p.A. and its
subsidiaries, having taken into account the jointly-controlied companies (joint ventures),
businesses of insignificant size, companies in liquidation and those carrying out unrelated
business activities.

All the inter-group balances and transactions, including any unrealized profits or losses
deriving from relations between Group companies recognized under the assets, have been
completely eliminated.

Subsidiaries are consolidated on a line-by-line basis starting from the date of acquisition, that
is to say from the date on which the Group acquires control over them, and cease to be
consolidated on the date on which control aver them goes outside the Group.

Equity investments are consolidated on a line-by-line basis.

The main criteria adopted are set out below:

- the book value of consolidated equity investments is eliminated against the related
Shareholders' Equity and their total assets, liabilities, costs and revenues are combined

on a line-by-line basis, regardless of the size of the equity investment held; the minority
interests in shareholders' equity and in the results for the financial year are classified
separately;

- the difference between the book value of an equity investment at the time of acquisition
and the group's interest in its shareholders' equity at that time:

- if positive, is entered under “Goodwill”. This item is subject to annual impairment test;

- if negative, is entered directly in the Income Statement;

- inter-company balances and transactions between consolidated companies are
eliminated, as are internal or inter-group profits and losses, and the related deferred tax
effect is recorded;

- inter-group dividends are eliminated.

The financial statements of the companies within the scope of consolidation are prepared in
accordance with IFRSs at the same closing date of Lottomatica S.p.A..

Currency translation

The functional and reporting currency adopted by the Group is the Euro.

On the closing date, the Accounts of those foreign companies expressed in a functional

currency other than the Euro were translated into the reporting currency according to the

following procedures:

- assets and liabilities were translated at the exchange rate in force at the period-end
exchange rate;

- the Income Statement items were translated at the average exchange rate for the financial
year;

- Shareholders’ Equity items were translated at historical exchange rates, maintaining any
stratification of reserves.

The exchange rate differences deriving from the above translation are recognized directly in

the shareholders’ equity and entered separately under “Translation reserve (difference)”.

Property, plant and equipment

Property, plant and equipment are recorded at purchase cost, including additional charges
directly expensed, and adjusted by the depreciation accumulated over the financial years
(adjusted cost method). If the asset is made up of more significant components with different
useful lives, depreciation is made for each component. The depreciation entered in the
Income Statement is calculated systematically and constantly on the basis of the rates
believed to be representative of the estimated useful life for each single asset category. The
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depreciation figures for assets have been calculated on a pro rata temporis basis with
reference to the date on which these assets entered into service.

The values of property, plant and equipment do not include the costs of ordinary
maintenance required to keep them working efficiently, to ensure their expected useful life,
their capacity and original productivity, nor that required to repair break-downs or breakages.
These costs have indeed been entered in the Income Statement in the period in which they
were carried out.

Costs incurred for improvements to assets not beionging to Lottomatica which can be ciearly
identified, have been entered as an increase in the item, included in property, plant and
equipment, of the same nature of the asset to which they refer. The depreciation period
corresponds to the lower of the tangible asset’s residual useful life and the residual duration
of the lease.

The accounting value of property, plant and equipment is subject to impairment test in order
to identify any losses in value when an event or change in situation indicate that the book
value is unrecoverable. Where an indication of this type is found to exist and the book value
is greater than the presumed realizable value, the assets are written down to reflect such
value.

leed assets under constructnon and advances include purchase costs and advances to
e suppliers for the acquisition of

Deprecnnon
Pmpelty. planl and equipment critetia property, plant and equipment still
1) Buildings lease lerm unused; they also include assets still
? Plant a“f machinery 159;;“% unused held by third parties on
) Industrial and business equipment . A
4) Other assets 12% consignment. The depreciation of

these costs will be carried out at the
time of their effective use.
The table above shows the depreciation rates applied to each asset category

The book value of property, plant and equipment is reduced by public capital grants,
according to 1AS 20. In particular, the contribution, recognized in the financial year in which it
becomes due and payable, is deducted from the book value of the asset to which it refers,
with effect on the income statement, through the reduction of the depreciation cost during the
useful life of the asset subject to depreciation.

Leasing

The assets acquired through finance lease agreements whereby all the risks and benefits
attached to ownership are substantially transferred to the Group are recognized as assets at
their present value or, if lower, at the present value of the minimum lease payments,
including the sum payable for exercise of the purchase option. These assets are classified in
their respective categories under property, plant and equipment and depreciated for a period
corresponding to the lesser of the lease term and the useful life of the asset itself.

The liability corresponding to the finance lease agreement is entered under financial
liabilities.

Rather than leasing charges, the relevant amortization rates for fixed assets and interest
expense relating to the financial component of the charge are recognized in the income
statement.
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Intangible assets

As required by IAS 38, the intangible assets owned by the Company satisfy the
characteristics of being clearly identified, the ability to generate future economic benefits and
the exercise of control over them by the business. Intangible assets are entered at their
purchase cost, increased by additional charges and the direct costs, if any, necessary to
prepare the asset for operations.

Assets acquired through business combination transactions are entered at their fair value at
the date of acquisition.

Assets generated internally have not been recognized as intangible assets, the company has
not incurred development costs.

Following their initial recognition, intangible assets are entered at cost net of accumulated
total amortization, calculated on a straight-line basis in relation to the asset's estimated
useful life, and impairments of value (adjusted cost method). if however, an intangible asset
is characterized by an indefinite useful life, it is not amortized, rather being subject to periodic
fairness analyses in order to identify any impairments of value.

Amortization begins when the asset is available for use, that is, when it is in the position and
condition necessary in order to operate in the manner intended by the business
management.

The book value of intangible assets is subject to tests designed to identify any impairments
of value when events or changes in situation indicate that the book value is unrecoverable.
Where an indication of this type is found to exist and the value is greater than the presumed
realizable value, the assets are written down to reflect such value.

Specifically:

- “patents and intellectual property rights” mainly include costs incurred for application
software acquired by way of property, costs for application software acquired under
license for use for an indefinite time, and costs for protected application software
internally generated;

- “concessions, licenses, trademarks and similar rights” mainly include costs incurred for
software acquired under license for use for a definite time, for which a one-off
consideration is envisaged, initially paid for the whale license period;

- fixed assets under development relate to purchases that had not entered into service or
been tested as of the reporting date.

Intangible assets ' E{?T:Z?:imi“' The table shows the amortization criteria
1) Patent rights 3years apphgd to each category of assets with a
2) Concessions, licenses and trademarks 3years definite useful life.
3) Other intangible assets 2 years - & years

Goodwill

Goodwill acquired following a business purchase/combination transaction is initially valued at
cost to the extent that it represents the figure by which the purchase cost exceeds the share
attributable to the purchaser of the net fair value referred to the identifiable value of current
and potential assets and liabilities. After this initial entry, goodwill is valued at cost decreased
by any accumulated loss of value. Since goodwill is an intangible asset with indefinite useful
life it is not subject to amortization but is subject to annual impairment tests, with
consequential recognition in the income statement of any excess identified. The impairment
test is carried out by comparing book value and the greater of net sale price and value in use
of the asset. Fair value is determined based on the best possible available information to
reflect the amount the entity could obtain on the reporting date from disposal of an asset in
an arm's length transaction between knowledgeable and willing parties less costs of disposal.
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Financial assets

Financial assets are initially recognized at cost, increased by additional purchase charges,
representing the fair value of the consideration paid. Subsequent to this initial entry, financial
assets are valued in relation to their functional use on the basis of the following
considerations.

Financial assets held for trading

These are financial assets purchased for the purpose of obtaining a profit from the short-term
price fluctuations. After the initial recognition, these assets are valued at their fair value, with
any related profit or loss being recognized in the income statement.

investments held to maturity

These are non-derivative financial assets which earn fixed and determinable payments and
with fixed maturities which the business has the intention and ability to maintain until such
maturity. After the initial recognition, these assets are valued at their amortized cost, using
the effective interest rate criterion. The amortized cost is calculated by taking into account
any discounts or premiums to be spread out over the full period of time up to the maturity.

Financial assets entered at cost

If there is objective evidence of the loss in value of an unlisted capital instrument that is not
entered at fair value because it cannot be reliably measured, or a derivative instrument that
is linked to this equity instrument and must be settled by delivering such instrument, the
amount of the impairment loss is equal to the difference between the asset’s book value and
the present value of the expected future cash flows, discounted back at the current market
rate on a similar financial asset.

Loan assets
These are treated for accounting purposes according to the rules applying to “Investments
held to maturity”.

Financial assets available for sale

This item includes financial assets not falling within the previous categories. After the initial
recognition, these assets are valued at their fair value with profits or losses being entered in
a specific equity item until such time as they are sold or it is ascertained that they have
suffered a loss of value. In this case, the profits or losses accumulated up to this point are
taken to the income statement.

Derivative financial instruments
All derivative financial instruments are valued at their fair value, as required by IAS 39. If the
value for mark-to-market adjustment is negative, it is recorded in the Income Statement.

Inventories

Inventories are recorded at the lower of purchase or production cost, including additional
charges, and their estimated realizable value determined with reference to market trends.
Cost is determined on a "weighted-average cost" basis for paper, using FIFO method for top-
ups and according to the specific cost for tickets.

Receivables and payables

Receivables are initially entered at their fair vaiue, subsequently valued at their amortized
cost and then written down in the event of loss of value.

Payables are valued at their amortized cost.
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Cash and cash equivafehts
Cash and cash equivaients are entered at their face value.

Long-term loans

Loans are initially recognized at cost corresponding to the fair value of the consideration
received, net of additional acquisition charges for the loan. After the initial recognition, loans
are valued at their amortized cost using the effective interest rate method.

Provisions for risks and charges

These provisions are entered to cover certain or probable liabilities of a determined nature,
whose timing or amount was uncertain at the reporting date. These are recognized when a
current obligation (legal or constructive) exists as a result of past events whose fulfilment will
probably entail the use of resources and the amount of which can be reliably estimated.
Provisions are valued at the fair value of each liability. The amount entered as being
allocated are reviewed at each reporting date and adjusted to represent the best current
estimate.

Employee benefits

Benefits paid to employees following the termination of their employment relationship (post-
employment benefits of the “defined benefits” type) and other long-term benefits are subject
to actuarial valuations. The liability entered in the accounts represents the current value of
the Group’s obligation, net of any assets serving the plans.

Take note that the Group has decided not to use the so-called “corridor approach” and to
recognize the profits and losses deriving from the changes to actuarial hypothesis directly in
the income statement.

On the other hand, the relevant IFRS/IAS suggests that in the long term the profits (or
losses) of an actuarial nature can be set off against each other and, on this basis, permit the
deferral over time of the recognition of actuarial profits or losses in the income statement.
Any portion of actuarial profits or losses not entered in the accounts, if exceeding the greater
of 10% of the present value of the program obligations and 10% of the fair value of any asset
serving the program (the so-called corridor approach) must be recognized immediately in the
income statement in each financial year.

Complementary staff severance indemnities are entered as liabilities and cost when the
business is involved in the termination of the employment relationship with an employee or
group of employees prior to normal pension age or where a commitment has been made to
make payment of severance pay following a proposal designed as an incentive for voluntary
redundancy.

Assets held for sale and liabilities associated with assets held for sale

Non-current assets (or group of assets and liabilities) are classified as held for sale if

available for immediate sale in their current state, except for the existence of contractual

conditions normally required for this type of assets and sale is considered to be highly
probable.

These assets are valued:

o at the lower of their book value and their fair value, net of sales costs, recognizing any
impairments of value in the income statement, if not falling within a business
combination transaction; otherwise

o at their fair value, net of sales costs (without the possibility of recording write-downs on
the occasion of their initial recognition) if falling within a business combination
transaction.

In any case, the amortization process is interrupted on the classification of the asset as held

for saie.
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Assets and liabilities directly correlated to a group of assets forming the subject matter of a
sale must be classified separately in the balance sheet, as also the relevant accumulated
profit or loss attributable directly to shareholders’ equity. The net result from discontinued
operations is entered under a separate item in the income statement.

Stock option plans

The Lottomatica Group’s stock option plan provides for it to be equity-settled, with fair value
being determined on the grant date, and requires, as provided by IFRS 2, the cost to be
entered under “costs for personnel”, with a corresponding increase in shareholders’ equity
(“Reserves for stock option plans” inciuded in “Other Reserves”) on the basis of the period of
accrual of the options.

After the date of allocation, a variation in the number of options entails adjustment of the
overall cost of the plan, to be recognized in accordance with the method described above. At
the end of each financial period, the fair value of each option that has previously been
determined is neither reviewed nor udpated, but permanently retains the value at which it has
been reported in shareholders’ equity; on that date, on the other hand, the estimate is
updated of the number of options that are to mature until expiry (and therefore of the number
of employees that shall be entitled to exercise the options). The change in the estimate is
recognized as a reduction under "Stock option reserve” against an income statement item
under personnel costs.

At the maturity of the option, the amount entered under “Stock option reserve” is reclassified
as follows: the portion of shareholders’ equity attributable to the options exercised is
reclassified to “Share premium reserve”, while the portion related to the unexercised options
is reclassified to Retained Earnings.

Revenues
Revenues are valued at the present value of the consideration received or due.

Sale of goods
Revenues are recognized when the Group has transferred the significant risks and benefits

of ownership of the goods and ceases to exercise the normal level of activity associated with
possession and actual control over the goods sold. Revenues associated with sales of the
telephone top-ups is entered net of their purchase costs.

Provision of services

Revenues are recognized with reference to the stage of completion of the operation at the
reporting date. When the results of the provision of services cannot be reliably estimated,
revenues are recognized solely to the extent to which the costs recorded are recoverable in
the future.

The stage of completion is assessed by reference to an evaluation of the work carried out or
through the proportion that costs actually incurred bear to total estimated costs.

In cases where customers are given time to pay without incurring interest, the amount to be
received is discounted back. The difference between current value and amount received
represents financial income recorded in the accounts on an accruals basis.

Revenues and costs are recognized net of VAT, except when:

o this tax applied to the purchase of goods or services is not deductible, then it is
recognized as a part of the asset's purchase cost or a part of the cost item recognized in
the income statement;

o it refers to tfrade receivables and payables as shown, including the tax value.

47




GRUPEQ)
LOTTOMATICA
GioC @ servizn

Consolidated Financial Statements as of December 31, 2005

Interest
These are recognized on an accruals basis, using the effective interest rate method.

Dividends
These are recognized when the shareholder’s right to payment arises.

Costs for purchases of goods and provision of services

These are recognized in the income statement on an accruals basis, representing decreases
in economic benefit and taking the form of out-going cash flows, reduction in value of assets
or incurring of liabilities.

Financial charges
Financial charges are all recognized as a cost in the financial year when they are incurred.

Income taxes (current, deferred tax assets and liabilities)

Current taxes are calculated on the basis of a realistic forecast of the tax charges to be paid
in application of the tax regulations in force in the individual countries.

The Group has recognized both deferred tax assets or liabilities on the temporary differences
between the value of assets and liabilities entered in the accounts and the related tax value,
as well as the differences in value of assets and liabilities generated by the consolidation
adjustments.

Deferred tax assets are recognized to the extent that it is probable that taxable income will
be available against which the deductible temporary differences can be utilized. A deferred
tax asset is also recognized in the presence of tax losses and tax credits carried forward to
the extent that it is probable that a future taxable income of sufficient size will be available.
The value of deferred tax assets is reviewed at each period-end and is reduced to the extent
that it is no more likely that sufficient future profits shall be available for the use, in whole or
in part, of such asset.

Deferred tax assets and liabilities are classified under non-current assets and liabilities in the
Balance Sheet.

Deferred tax assets and liabilities are defined based on the tax rate expected to be applied
over the year when these assets are realized or these liabilities are discharged, taking into
account the current rates or those substantially issued at the reporting date.

Uncertainty in estimates

The following are the key assumptions regarding future and other important sources of
uncertainty in the estimates on the closing date of the financial statements that could give
rise to substantial adjustments to the book values of assets and liabilities within the next
financial year.

Goodwill impairment

Goodwill is subject to annual impairment test to check for any losses in value; this test
requires an estimate of the value in use of the sector to which goodwill is attributed, in turn
based on an estimate of the expected financial cash flows from the sector and their
discounting-back at an appropriate rate. As of December 31, 2005, the book value of
goodwill was €/000 663,613.
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4. NOTES TO THE CONSOLIDATED BALANCE SHEET
NON-CURRENT ASSETS

Property, plant and equipment (1)

These amount to €/000 158,248 (€/000 117,356 as of 31.12.2004). Below is the breakdown
with historical cost and depreciation fund indicated separately:

Property. plant and equipment  meigers Changes of the period ";m;;;’
(th ousa nds Of euros! eftest Increases Depreciation Decteases write~downs  Dther ¢hanges Reclassifications
tand 456 456
Buildings 10.312 9.028 - B 0 -1.156 259 18.443
Plant and machinery 477,972 43.624 - 3.208 80835 2.28% 3034 442,975
fab and bust iy 1.588 2 . . 0 A0 4.353 327
O1her assets 5.234 1.697 - 17 U] 970 55 5.889
Fixed assets undes constraction 8,406 29,192 - - 9 97 -2.261 35,240
Histarical cost 50-1.068J 83.543 . 3.225 80.83GJ 56 276 503.330
Land
Buildings 562 - 1651 - 0 -1.061 | 1.153
Plant and machinery 382.054 32 36.206 1.200 76.084 460 159 340.389
Indusnial and business equipment 357 1 81 - 0 - -118 2
Other assets 3.739 1 472 12 ] .981 - 3.219
Depieciation fund 386.712 3 38,410 1.212 76.084 2,502 276 345.082
Land 156 - - - 0 . . 456
Bulldings 9.750 9.028 1651 . 0 95 258 17.290
Plant and machinery 95.918 43.592 36.208 2.008 4.752 2.749 3.293 102.586
tndusniat and hasingss equipment 1.331 1 81 - [ -0 1235 6
Dther assets 1495 1.6%6 72 5 0 11 55 2.670
Fixed assets under contruction 8.106 29192 - - 0 97 2,261 35.240
Net vatue 117.356 | 83,509 38410 2013 1752 2.558 0 158.248

Increases over the year mainly concern the following items:

- Buildings: these mainly refer to costs incurred by the Parent Company for the new
headquarters,

- Plant and machinery: these are virtually all attributable to the implementation of
technological equipment for the network; the most significant amounts relate to
Lottomatica S.p.A. (€/000 31,332) and mainly refer to the project to replace terminals
started in 2005 and that should lead to the replacement of all the old terminals (basically
M320 and M350 terminals). Other significant investments were made by LIS for the
purchase of printers used to operate the stamp duties business (€/000 4,420) and by the
companies operating in the Video lotteries sector (RT! Videlot and Videlot Gestione)
(€/000 4,030);

- Fixed assets under construction: exclusively relate to terminals and printers that have not
yet been installed at bet collection points. Specifically, these relate to Lottomatica S.p.A.
within the above plan to replace terminals (€/000 25,806) and to LIS for the purchase of
the printers used for the stamp duties business (€/000 3,386). Since these assets have
not yet entered into service, they have been classified as "Fixed assets under
construction” held by third parties on consignment.

Write-downs of “Plant and machinery” has been carried out, as required by IAS 36, adjusting

the book value of assets (Lotto terminals) with respect to the value in use. Specifically, write-
downs are mainly related to the Parent Company's plan to replace the existing terminals as
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mentioned above (for a net value of €/000 4,752 made up of assets showing a historical cost
of €/000 80,836 and a depreciation fund of €/000 76,084) and are based on the residual book
value of the old-generation terminals already replaced as of 31.12.2005, whose value in use
is, therefore, nil.

in particular, write-downs impacted the "Amortization, depreciation and write-downs” item in
the income statement and the Games sector, since the assets written down entirely relate to
this business segment.

“Other changes” under “Plant and machinery” mainly refer to the value restoration effected
by RT! Videlot (€/000 1,417), in order to adjust the book value of the assets (terminals to
operate the Video lotteries business) compared to their value in use, as required by IAS 36. It
is pointed out that the restoration value is that of the previous write-down and is the result of
the Company’s decision to keep the machines running that were involved in the write-down
as of 31.12.2004, owing to their lack of appeal to players. The abovementioned restoration
impacted “Other revenues” in the income statement and affected the Games sector, since
the assets written down entirely relate to this business segment.

Furthermore, “other changes” refer to the non-deductible VAT on investments made in the
previous financial year, again with reference to RTI Videolot (€/000 534). Further €/000 217
refer to Lottomatica S.p.A. and to a reclassification of intangible assets (“start-up and
expansion costs”) to property, plant and equipment (“Plant and machinery’) due to the
allocation of assets to the relevant category, which were recognized in the previous financial
year.

The reclassifications over the period mainly refer to plants that started up in 2005 and that
were previously included under “fixed assets under construction”

The book value of the assets held under finance leases and lease contracts was €/000 2,938
as of December 31, 2005 (compared to €/000 3,612 in 2004). The balance under this item
mostly refers to buildings held by Totobit and PCC. The decrease recorded over the
financial year is mainly attributable to the depreciation for the period.

There are no contractual commitments existing for purchases of fixed assets and no assets
have been pledged as guarantees.

Goodwill (2)

This amounts to €/000 663,613; the balance attributable to the merged company Lottomatica
was €/000 446,648 as of 31.12.2004. Below is the breakdown:
Values in thousands of euros

T M;gm" " mesemsser The most significant items making up the
Type et "3 mpaes  balance are the following:
- Tyche Goodwill €/000 404,016, from

- Liis Finan. 133 133 . . .
5 Sed Ml 1660 1,560 merger by incorporation of Lottomatica
) Totobit I, 3 899 200 31,899 into TYC_he in 2002; o
- 172 172 - Goodwill on the contribution of PCC
3 Tyche 404,016 404,016 Giochi e Servizi €/000 6,853;
NG FEG LTM 0 216,785 28765 - Goodwill connected to the acquisition of
SPce 6853 6852 the Games division of EIS S.p.A. and
-JEIS games business 825 825 the Twin branch of business (pari-
-J TWIN games business 1250 1,290 mutuel system) €/000 2,115;

Totat 446,648 216965 663613 -  Goodwill from consolidation of Totobit

Informatica entered for €/000 31,899;
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- Goodwill of €/000 216,765 from the merger transaction between NewGames,
FinEuroGames and Lottomatica which was completed on December 20, 2005. Below are

Values in €/000

Cantribution value of FinEuraGames (a) B74775
FinEuroGames valued at equity (b) 308,462
Adjustment to the contribution value (b-a) 565,313
FinEureGames Shareholders’ equity 226512
Entry value of Lottamaticavalued at equity in FEG 80578

Shargholders' equity attributable to Lottomatica Consolidated accounts 88,808

Deficit from FinEursGames cancellation 548,263
Adjustment due to the valuation of FinEuroGarnes at equity 566 313
Deficit fram Lottomatica cancellation 171,770
Total deficit from cancellation 253,720
Consolidation adjustment for FinEurogames dividends -36 955
Goodwill 216,765

the figures which led to the entry of the cancellation deficit from the merger transaction:It
should be noted that a consolidation adjustment was then applied to the figures
determined in this way, in order to neutralize the economic effects deriving from dividends
paid to FinEuroGames in 2005 (€/000 36,955) and distributed by Lottomatica based on
the 2004 results.
The adjustment was entered as a direct reduction of the cancellation deficit emerging from
the merger transaction.

Upon first-time adoption of IFRSs, the Group has opted not to apply IFRS 3 retroactively for
the acquisition of businesses that occurred prior to January 1, 2004, as a result, goodwill has
been maintained at the previous vaiue determined according to Italian accounting standards,
subject to assessing its recoverability. As to goodwill generated over the 2005 financial year,
it was determined by applying US FAS 141 standard. For more details, reference is made to
what was previously reported in the paragraph “The Merger transaction”.

Goodwill has been allocated on the basis of IAS 36 to the Games Segment (made up of
Lotto, Scratch & Win Lottery and Video Lotteries businesses) and Services Segment
according to the following scheme:

- Games €/000 443,515
- Services €/000 220,098

Goodwill was subject to impairment test on December 31, 2005.

Consistently with the provisions under |AS 36, the impairment test was carried out comparing
recoverable value with the relative book value as of December 31, 2005.

Value in use was adopted as recoverable value inasmuch as it was reasonably considered to
be higher than the net fair value of the cost of disposal.

Value in use was determined using the Discounted Cash Flow method, discounting the
operating flows resulting from economic and financial projections for the period of the
licenses granted by AAMS or up to a maximum of 7 years, which were based on
assumptions contained in the management plan considering projections of final operating
results on the day of valuation, extrapolating the period of time in excess of a three-year
period in accordance with growth rates that are conservative and lower than historic trends.
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The value in use estimate was calculated by using the Discounted Cash Flow method that
envisages the discounting of future estimated cash flows by applying an appropriate discount
rate (WACC).

This impairment test showed that the discounted cash flows are higher than goodwill book
value, so that it was not necessary to make any reduction in value: no impairment loss was
therefore recognized.

The discount rate (WACC) used by the Company was determined to be equal to
approximately 8% (average).

Intangible assets (3)

These total €/000 10,774 (the balance attributable to the merged company Lottomatica was

€/000 11,717 as of 31.12.2004) and essentially include:

- “Patents”, equal to €/000 8,859 (€/000 7,755 as of 31.12.2004) mostly refer to costs
incurred by the Parent Company to develop the software required to operate the Lotto
and Totocalcio businesses (€/000 5,420) and to Consorzio Lotterie Nazionali (€/000
1,191) to develop the software required to operate the Scratch & Win Lottery.
Acquisitions over the period (€/000 6,520) mostly refer to expenditure by the Parent
Company and subsidiaries for the development of applications software;

- “Concessions, licenses, trademarks and similar rights”, equal to €/000 1,452 (€/000 1,960
as of 31.12.2004), refer to licenses for use and are essentially attributable to Consorzio
Lotterie Nazionali and to Lottomatica S.p.A.

Below are shown the changes over the period:

Intangible assets Merger's Changes of the period Report 28 of
(thOUSBHdS Of eums) et ncreases Amortization Decreases Reclas sific stions 422008
Development casts . - . . .
Patents 38.265 6.520 1] 1.950 46.735
Concessions, Licenses 8.042 41 (1] -188 8.595
Fixed assets under development and advances 2.003 324 0 1,950 377
Qthers - 2 1] 188 190
Historical cost L 48.309 7.587 0 55.897
Development costs - . R
Patents 30,510 - 7.366 - - 37.876
Concessions, Licenses 6.082 - 1.061 - - 7.143
Fined assets under development and advances - -
Others - - 104 - - 104
Amortization fund 36.592 - 8.531 - . 45.123
Developments costs - - - -] - -
Patents 7.755 6.520 -71.366 1] 1,950 8.859
Concessions, Licenses 1.960 741 1,061 0 -84 1.452
Fixed assels under development and advances 2.003 324 0 1,950 377
Others - 2 -104 ] 183 36
Net value 1.717 7.587 4531 [} 10.774
52




GRUPPO

TTOVATCA

GioCh 8 seTvizi

Consolidated Financial Statements as of December 31, 2005

The reclassification (€/O‘OVO' 1,950) from “Fixed assets under deveiopment and advances” to
“Patents” refers to costs incurred by LIS for the software developed by Tecnost Maei as to
~ the new “stamp duties” business, which was started in 2005.

Securities and equity investments (5)

The entered amounts, equal to €/000 452 (the balance attributable to the merged company

Lottomatica was €/000 420 as of 31.12.2004), refer almost exclusively to:

- Minority interests held by Lottomatica Group in the companies Imprenditori Associati (€/000
103} and Easy Nolo (€/000 280). These equity investments are valued at cost, since their
fair value cannot be measured reliably.

- The equity investment INVEST Games S.A. (€/000 31) is not included in the scope of
consolidation, since it was established on December 27, 2005, and, according to the by-
laws, it shall prepare the first financial statements as of 31.12.2006.

Other (non-current) assets (6)

These amount to €/000 570 (the balance attributable to the merged company Lottomatica
was €/000 1,658 as of 31.12.2004), and relate almost entirely to guarantees for tenders,
leases and utilities executed by Lottomatica Group’s companies.

Deferred tax assets (7)

Deferred tax assets amount to €/000 55,009 (the balance attributable to the merged

company Lottomatica was €/000 55,797 as of 31.12.2004), showing a decrease equal to

€/000 788 compared to the figures entered for Lottomatica group as of 31.12.2004.

The most significant amounts refer to entries made during previous financial years for

prepaid taxes of Lottomatica S.p.A., the main items of which are linked to:

- fiscal amortization of the deficit from the merger of Lottomatica S.p.A. into Tyche
calculated in 2001 as a result of misalignment of the tax accounts and statutory financial
statements;

- write-down of the equity investments held in Lottomatica Sistemi S.p.A. and Twin (now
liquidated);

- fiscal amortization of Sogei goodwill.

The amount relating to Lottomatica Sistemi derives from recognition in previous financial

years of the deferred tax effects of the goodwill write-down effected at 31.12.2003.

CURRENT ASSETS

Inventories (8)

These amount to €/000 14,436 (the balance attributable to the merged company
Lottomatica was €/000 10,448 as of 31.12.2004) and relate almost entirely to the inventories
of the Parent Company, connected to receipt vouchers and betting forms, as well as the
inventories of Totobit, relating to the activation codes for Vodafone and Telecom top-ups
purchased over the period, which will be resold in the ordinary course of business.

Inventories (€/000) 31.12.2005
Raw materials, secondary materials and consumables 1272
Work in progress and semi-finished goads 86
Finished products and goods for resale 13.078
Toral 14.436
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Trade receivables and other receivables (9)

Trade receivables amount to €/000 112,375 (the balance attributable to the merged company
Lottomatica was €/000 58,836 as of 31.12.2004) and are shown net of a provision for bad
debts of €/000 10,418. The most significant values relate to:

Lottomatica S.p.A. (€/000 9,629). €/000 1,179 refer to Sarabet S.r.l. for the fees due for
the management of the Tris pari-mutuel system, €/000 1,397 (net of a provision for bad
debts equal to €/000 7,222) for receivables deriving from the service activities for horse
racing and sports betting, €/000 6,269 for the invoices issued to the Tax Authorities in
relation to the fees due from the last drawings of the period and €/000 784 for other minor
customers;

LIS S.p.A. (€/000 35,109): these almaost entirely relate to the top-ups sale in the last days
of December (net of a provision for bad debts equal to €/000 365);

Totobit S.p.A. (€/000 34,071) for receivables from bet collection points in relation to
business during the last ten days of December (net of a provision for bad debts equal to
€/000 1,806);

Consorzio Lotterie Nazionali (€/000 10,611) in connection with the fee due to Consorzio
for the distribution and sale activities concerning traditional and instant lotteries;

RTI Videolot (€/000 21,604), (net of a provision for bad debts of €/000 1,000) for amounts
still to be paid over within the context of the collection from entertainment machines.

Trade receivables are non-interest bearing and generally expire at 30-90 days.
Below is the breakdown by maturity

Company name (€000)

Repont as of
31.12.2005

Within 12 Beyond 12 Provision for bad debts

months months

Lottomatica S p.A. 16,851 7222
Lottomatica ttalia Servizi Sp.A. 35474 365
PCCGSSRA. N3 25
Consorzio Giochi Sportivi 296
Consorzio Lotterie Nazionati 10,611
RT Videolot Sp A, 22604 1,000
Videolot Sp.A. 167
Totobtt Group 28,226 7,650 1,806

Total 115,142 7.650 10,413

No significant changes affected the value of the provision for bad debts over the financial
year. The calculation of the provision tends to take into consideration the possible risks of
losses in receivables owing to irrecoverableness ascertained on the basis of the best
available information on the reporting date. The increase in the provision was mainly due to
the posting of €/000 1,000 regarding the risks involved in collecting receivables from the
video lottery business managed by RT! Videaolot in 2005.

2. Receivables from parent companies: total €/000 1,442 and almost entirely relate to tax

receivables from the parent company De Agostini for having joined the National Fiscal
Consolidation and the Group VAT procedure. Below is the breakdown per Group
company:
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Tax receivables Trade receivables

Company neme (€/000)

2005

A
VAT Taxes

Trade receivables

Lottometice talia Servizi S p.A. 140

Lottomatica Sp.A. 511 3
RTI Videdlot S.p.8. 70
Totobit Group 99
Videolt Sp.A. 519

Total 140 1.299 3

3. Receivables from others total €/000 2,446: Below is the breakdown:

Repart as of

Company name (€000) a1 42,2005
Lottomatica Sp.A. 1,951
Consorzia Giachi Sportivi 1
Lottomatica Sistermi Sp.A. 1
Pee GS 4
Totobit Group 489
Total 2,446

Current financial assets (10)
The entered amount, equal to €/000 31,791 (the balance attributable to the merged company
Lottomatica was €/000 72,120 as of 31.12.2004) mainly refers to:
- €/000 29,357 (€/000 64,529 as of 31.12.2004) for investments in government
securities by Lottomatica, expiring in 2006;
- €/000 2,431 for financial receivables, whose main component is made up of
receivables from Bingo Plus (€/000 1,644)

Investments in government securities made by Lottomatica (Treasury Bills) are broken down
in the table below.

© Purchase | T

Face value price Acti365

Issuer |type of security ISIH code purchase expire £:000 €900 yield
Treasuty Treasury Bill ITO003795803 | 141952005 | 1/16/2008 | 30,000.00 29,357.40 2194%

Other current assets (11)

Receivables from others amount to €/000 189,808 (the balance attributable to the merged

company Lottomatica was €/000 113,518 as of 31.12.2004) and mainly relate to receivables

from bet collection points in the context of the various games and services (€/000 183,012,

net of a provision for bad debts of €/000 3,395). Specifically, receivables from bet collection

points mainly relate to:

- Consorzio Lotterie Nazionali (€/000 166,712), for the receivable from bet collection points
for instant and traditional lottery tickets delivered on December 31, 2005. Under the terms
of the contractual agreements, bet collection points settle payment (net of winnings paid
out and their fees) on average 15 days after delivery;

- Lottomatica Italia Servizi (€/000 15,385, net of a provision for bad debts of €/000 386):
these refer to receivables from bet collection points for the amounts which are still to be
collected for the sales of Telecom ltalia Mobile top-ups in the last days of December;
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- Lottomatica (€/000 915) for amounts to be paid over by bet collection points for collection
from the Tris and Sporting Games.

- This item also includes charges from the announced acquisition of Gtech group (€/000
3,896). These amounts refer to invoices issued by legal counsels that have assisted the
company and will contribute to increase the value of the equity investment’ purchase
price when the transaction is completed.

Receivables for taxation (12)

Tax receivables amount to €/000 3,370 (the balance attributable to the merged company
Lottomatica was €/000 29,979 as of 31.12.2004)

Tax receivables (€/000) 31.12.2005

Receivables from Tax Office - Receivables from Tax Office (IRES - IRAR) 913
Receivables from Tax Office - (Staff Severance Fund) 83
Receivables fram Tax Office - Withhaldings Interest receivable 102
Receivables from Tax Office -WAT credit 1,938
Receivables from Tax Office - other tax receivables 333
Total 3370

Tax receivables show a decrease of €/000 26,609 compared to the figure posted by
Lottomatica Group as of 31.12.2004), essentially due to the reclassification of receivables for
Ires (Imposta sul Reddito delle Societa, Corporate Income Tax) purposes to receivables from
the parent company due to Lottomatica and LIS having joined the Group’s National Fiscal
Consolidation.

Cash and cash equivalents (13)

These amount to €/000 246,163 as of December 31, 2005 (cash and cash equivalents of
were equal to €/000 241,661 as of 31.12.2004). Cash and cash equivalents are made up of
current and postal account balances. Below is the breakdown:

Cash and cash equivalems 31.12.2005

fthousands of ewros)

Bank and postal accounts 245 102
Cash and valuables 61
Toral 246.163
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31.12.2005

CartallS

Consorzio Giochi Sportivi
Consorzio Lotterie Nazionali
Cirmatica S.A.

Lottomatica ftafia Servizi S.p.A.
Lottomstica S p A.

LotSistemi

PCCGSSpA.

RTI videalot SpA.
Totobit Group

10016
1114
87 857
33
1,001
127,836
89
4,380
281
13516

Total

246,163

Cash and cash equivalents of Consorzio Lotterie Nazionali are recognized net of €/000
10,318 concerning the amounts to be paid out to the Monopolies for the collection of Italia
Lottery tickets. The amount is entered against an item under payables to Monopolies.

Assets held for sale or discontinuing operations (14)

There are no assets held for sale.

Shareholders’ Equity (15)

Shareholders' equity attributable to the Group, equal to €/000 504,694, is broken down as

follows:
- Share Capital

Share capital amounts to €/000 89,009 and was constituted following the transactions

made in 2005; specifically:

- Capital increase from contribution: the change of €/000 48,900 was resolved upon
on July 14, 2005, within the contribution of FinEuroGames;

- Increase from share swap: the amount of €/000 39,990 refers to the capital
increase implemented to censure the share swap of Lottomatica ordinary shares
held by its shareholders other than FinEuroGames (whose Lottomatica shares
were cancelled without share swap) at a ratio of one ordinary share per each

Lottomatica ordinary share.

As of December 31, 2005, Lottomatica share capital, fully subscribed and paid up, was
represented by 89,009,000 ordinary shares, with a par value of € 1.00 Euro each . Below
is the breakdown of the shares issued over the financial year:
- as of January 1, 2005: no. 120 shares, with a par value of € 1.00 each;
- issue of no. 48,900 shares, with a par value of € 1.00 each, on July 14, 2005,
following the contribution of the FinEuroGames equity investment;
- issue of no. 39,989 shares, with a par value of € 1.00 each, on December 20,
2005, following the merger transaction.

- Legal Reserve.

As of 31.12.2005, the Legal Reserve was yet to be formed.

- Share Premium Reserve.
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This item amounts to €/000 261,844 and was formed following the abovementioned
resolution passed on July 14, 2005. The share premium reserve from the contribution of
FinEuroGames S.p.A. o NewGames S.p.A. was adjusted by €/000 554,603. In particular,
it should be noted that the merger gave rise to a total deficit of €/000 830,758 from the
cancellation of FinEuroGames and Lottomatica shares, due to the difference between
book values and the relevant shareholders’ equity. This deficit is mainly due to
transactions carried out within De Agostini Group, controlling Lottomatica S.p.A.. IFRS
international accounting standards do not contain express provisions applicable to the
accounting treatment of business combinations of entities under joint control (“inter-group
transactions”), this treatment stifll being under examination by the international accounting
bodies responsible for their issue.

In the absence of an unequivocal guidance for the preparation of the Consolidated
Financial Statements of Lottomatica according to IFRSs, US FAS 141 accounting
standard was adopted, which favors the criterion of “continuity” of historical values within
inter-group transactions.

Having regard to this principle, the cancellation deficit that arose from the merger was
“adjusted” to align it with the historical value of goodwill / consolidation difference in the
consolidated accounts of De Agostini Group.

On the basis of the above considerations, this adjustment was €/000 554,603, and was
entered as a direct reduction of the cancellation deficit and the Share Premium Reserve.
This adjustment substantially reflects the reversal of part of NewGames’ capital increase
to serve De Agostini’s contribution of FinEuroGames’ equity investment, this value being
attributable to:

- the capital gain realized by a De Agostini Group company other than NewGames in
2004, as a result to transfer the FinEuroGames equity investment to De Agostini (in
the context of this transaction, the sale price was based on a valuation from an
independent expert);

- the increase in the value of the FinEuroGames equity investment in the annual
accounts of De Agostini (before it was contributed to NewGames), due to the
exercise of stock option pltans on the shares of FinEuroGames itself granted to De
Agostini before 2004;

- the amortization of goodwill / consalidation difference in the consolidated accounts of
De Agostini Group up to January 1, 2004.

Share Premium Reserve was also utilized to replenish by €/000 9,428 the stock option
reserve from the financial statements of Lottomatica S.p.A.. This reserve was determined
upon transition to the international accounting standards adopted by the European Union
on December 31, 2004.

The other items under the Consolidated shareholders’ equity, equal to €/000 41,450, include:
= stock option reserve. The reserve amounts to €/000 18,422 and recognizes the
equity effects of the stock option plan, according to IFRS 2;

» other reserves. These are equal tc €/000 291 and are determined by the share of
results carried forward attributable to the consolidated companies, and by
consolidation adjustments and reclassifications made as of December 31, 2005;
this item also includes the equity effects of the First Time Application of
international accounting standards, as well as the payment by the parent
company on account of future capital increases (€/000 180);

= reserve from share swap: this is equal to €/000 22,737 and is associated with the
capital increase of €/000 39,990, implemented to censure the share swap of
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Lottomatica ordinary shares held by_ité shareholders other than FinEuroGames
(whose Lottomatica shares were cancelled without share swap) .

- Consolidated net income
Consolidated net income as of December 31, 2005, amounted to €/000 114,232. Minority
interests amount to €/000 1,841.

NON-CURRENT LIABILITIES

Long-term loans (16)

As of December 31, 2004, FineuroGames showed payables to banks for long-term loans to
the amount of €/000 150,000; this loan was completely repaid in the early months of 2005.
All payables from the merger's effect are almost entirely attributable to Lottomatica;
accordingly, the following comparison with the previous financial year refers to balances
reported by Lottomatica as of December 31, 2004.

This item, equal to €/000 359,653 as of December 31, 2005, mainly refers to the value, equal
to €/000 358,443 (the balance attributable to the merged company Lottomatica was €/000
358,032 as of 31.12.2004) of the debenture ioan, expressed in line with the amortized cost.
Specifically, the debenture loan (payable with a face value of €/000 360,000, face value of
each bond Euro 1,000, 360,000 bonds) was underwritten in London on December 18, 2003,
and executed on December 22, 2003, through the issue of securities (all placed). 56% of the
placement was in ltaly, 19% in England with the remaining amount in other European
countries. The bond yields 4.8% with reimbursement in a single payment on expiry on
December 22, 2008. The effective rate (internal rate of return) for the entire transaction is
4.97%. ‘

Staff Severance Fund (17)

The fund, net of advances paid, as of December 31, 2005, amounts to €/000 7,618 (the

balance attributable to the merged company Lottomatica was €/000 7,105 as of 31.12.2004).

The amount includes the effects of the discounting-back as required under IAS 19.

Staff Severance Fund as of December 31, 2004 7.105 The Staff Severance Fund comes under

defined benefit plans. The provision was

calculated by using the actuarial Projected Unit
financial charges w0 Credit Cost method.

This method involve the following procedures:

- projections were made based on a series of

{bensfits paid) -1.278 financial assumptions (increase in the cost

Staff Severance Fund as of December 31, 2005 7618 of ”Ving’ InCréase In wages, etc), any future

benefits that could be paid to each
employee subscribing to the program as a result of retirement, death, invalidity,
resignation etc. The estimate of future benefits also included any further increases related
to seniority that may have accrued as well as presumed increase in the remuneration level
earned at the time of valuation;

- at the time of valuation, the present average value of future benefits was calculated, on
the basis of the annual interest rate applied and the likelihood of single benefits being
actually paid;

- the liability for the Company was established by identifying the share of the present
average value of future benefits in relation to service already accrued by the employee
with the Company at the time of valuation;

current service cost 1531

actuarial profit /(losses)
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- the reserve recognized as valid for IAS purposes was identified on the basis of the
liability established using the method outlined in the paragraph above and the reserve set
aside for the purposes of the ltalian statutory financial statements.

Below is the breakdown of the assumptions that have been adopted:

Financial assunptions Executives Hon-E xecutives

Increase in cost of living 2.0% per year 2.0% per vear
Discourt rate 4.0% pet vear 4.0% per year
Increase in wages
- age offunder 40 years 2.75% per vear 2.5% per vear
- age over 40, but
ofurder 55 years 2.5% per year 2.25% per
-age over 55 years 2.25% per 2% per year

D envographic assunyrions Executives Hon-E xecttives

5 ity of
Probabil invalldl

- urtil 50 years

- over 50 years

- age of 60 years

- subsequerty, but urtil

the &g under 65 vears
- age of 65 years

RG 48 Mortality Tables
ublished by the General
Accounting Cffice
Unisextables dravin up by
CNR.reduced by 70%

4% per each year
Zero

35%
(100% for women)

20% per sach year
100%

an advance on the reserve of 70% dlocded

for Staff Severance Fund
at the beginning of the year

3% per each year

Provision for deferred taxes (18)
This item amounts to €/000 44,233 (the balance attributable to the merged company
Lottomatica was €/000 25,990 as of 31.12.2004) and is mainly determined by the tax effect
from the elimination of goodwill amortization (€/000 36,881).

Long-term provisions (19)

RG 48 Mortslity Tables
published by the General
Accounting O fice
Unisextables drawn up by
CHNR. reduced by 70%

3% per each year

Zen

50%

(100% for vomen)

10% per each year

100%

3% per each vear

These amount to €/000 8,587 (the balance attributable to the merged company Lottomatica

Provisions
(thousands of ewros)

Merger's

increases
Effect

use axi other
changes

was €/000 17,842 as of

3112:2005

Provision for taxes

Legal disputes

Penalties

Prize competitions

Provision for write-down of equity investments

Cther provisions

694

11838
1.558 1,200
189 347

104
3.458 788

694

10,174

122

B0

31.12.2004).
0
84 The  other  provisions
E‘Zi include the provision for

Pension and similar costs,
equal to €/000 1,500; this

104
3647

Totals

17.842 2.335

11,599

2557 almost entirely comprises

the provisions made by the

Parent Company, in accordance with a resolution of the Remuneration Committee, to cover
the indemnities payable to certain Board members in the case of termination of their

employment relationship.
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The proviéions for pena!ﬁes refer to the amounts that it is brésumed AAMS may demand for
starting up the entertainment machines after the expiry dates under the license.
To date, no estimate can be made of the time of this possible payment.

CURRENT LIABILITIES

Trade Payables and other payables (20) _
These amount to €/000 305,006 (the balance attributable to the merged company
Lottomatica was €/000 179,908 as of 31.12.2004) and mainly relate to payables to suppliers
(€/000 259,525) for both unpaid invoices recorded as of December 31, 2005, and invoices to
be received or other payables from costs incurred in the period. The payables are connected
to the purchase of goods and services for the activities of the period and investment
programs under way. The item also includes payables to De Agostini Group companies
(€/000 45,481). Below is the breakdown:

Tax payables Trade payables
Company name (€000
pany ( ) VAT 2005 Trade payables
Taxes
Lottomatica falia Servizi Sp.A. 4,361 283
Lattomatica Sp.A. 3,654 34772 1,118
Lottomatica Sistemi s.p.A. 330
Totobit Group 7 855
Total 3.991 40.088 1402

Trade payables are normally settied at 60/90 days.

Derivative instruments (21)

These amount to €/000 263. It should be noted that, during the course of 2004, with the aim
of managing the exchange rate risk associated with the supply of Instant Lottery tickets (in
US Dollars), an amount was hedged equal to 50% of estimated supplies until the expiry date
of the license through derivate instruments. Therefore, Consorzio Lotterie Nazionali entered
into hedging agreements for a total of USD 48 million, which is half the expected value of the
tickets to be supplied until 2010; technically, these are a series of optional knock-in forward
strategies, positioned on dates in March and September (the expected dates of the payment
of invoices in USD). The knock-in forward agreement fixes a maximum exchange rate in the
event of a rise in the value of the dollar, but it also means that advantage can be taken of any
weakening of the American currency during the interval between the strike price and knock-in
one: if at any time during the observation period (knock-in period), the barrier is triggered,
dollars have to be bought for the relative option period a t the fixed strike price. The feature
that is a characteristic of the strategy that has been adopted is that it is possible to
immediately know at what rate USDs can be bought in the so-called worst-case scenario,
that is to say when the knock-in has been reached during the observation period: in these
cases, the instrument acts precisely in the same way as a forward, that is as a forward
exchange contract. The original security corridor of the hedging agreements concluded in
2004 was: 1.2138 (strike) and 1.30 (knock-in). The restructuring of the position that took
place during the weak dollar pericd, which widened the security corridor at zero cost and
shifted the expiry date of a transaction from March to September 2005, enabled the hedging
agreements with value dates March and September 2005 to be rendered neutral, and they
were abandoned (not exercised because out of the money) without any financial effects. At
the end of 2005 hedging agreements are outstanding for USD 40.5 million out of the original
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USD 48 million contracted for: the security corridor is 1.1842 1.35 for the 2006 expiry dates
and 1.2138 1.30 for the others. Since the dollar/euro exchange rate at December 31, 2005, is
substantially in line with that for the period in which the initial strategy was agreed, the mark-
to-market of the structure is €/000 263.0 down; if a new weak dollar phase occurs in the
future, the position will be managed dynamically by restructuring it, at zero cost if possible, in
order to prevent the knock-in being reached.

Since requirements under IAS 39, paragraph 71 and subsequent, are not applicable to the
derivatives in question, hedge accounting was not adopted; thus, at 31.12.2005, their value
was updated to the mark-to-market value, recognizing the difference in the financial area of
the income statement.

Short-term loans (22)

The amount of €/000 7,260 refers to PCC Giochi e Servizi for the loan with Efibanca, and
finance lease transactions relating to the companies Totobit S.p.A. and PCC Giochi e Servizi,
as well as to Consorzio Lotterie Nazionali's payable to AAMS (€/000 6,513) in relation tc
winnings to be paid.

Specifically, the loan received from Efibanca S.p.A., to the benefit of PCC Giochi e Servizi,
had the following characteristics:

- initial debt: €/000 705.

- residual debt as of 31/12/2005: €/000 110.

- 3% interest rate for soft loans (in fact, it is a soft loan pursuant to Law No. 64/86).

Short-term portion of long-term loans (23)
The amount of €/000 473 (which has remained unchanged compared to 31.12.2004) almost
entirely represents the share accrued to the period for interest on the debenture loan.

Other current liabilities (24)
These total €/000 233,620 (€/000 233,494 as of 31.12.2004).

Total Other {current} liabilities

31.12.2005
(thousands of euros)

Payables to social security institutions due within 12

months 3791
Payables o personnel 10,720
Payables to Monopolies 103 549
Payables to bet collection points/telephone operators 102 343
Cther payables 7.211
Total 233620

Below are the most significant items:

O Payables to Social Security Institutions: €/000 3,791 (€/000 2,441 as of 31.12.2004). This
item relates to payables to social security institutions for withholdings charged to the
Companies with regard to wages and salaries paid in December 2005.

0O Payables to personnel: €/000 10,720 (€/000 9,619 as of 31.12.2004). These include the
salaries due and payable to Company employees.

0 Payables to merchants/telephone operators: €/000 102,349 (€/000 88,109 as of
31.12.04). These refer to the amounts due to the merchants/telephone operators for
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collection services rendered by the companies LIS and Lottomatica. Specifically, the
payable ascribable to LIS (€/000 97,984) was virtually entirely a payable for amounts to
be paid out to telephone operators in relation to contractual dynamics concerning
collection of receipts from bet collection points during the month of December.

0O Payables to AAMS: €/000 109,549 (€/000 106,143 as of December 31, 2004). The
amount in question is almost totally ascribable to a payable due to AAMS for instant
lottery tickets, which are monthly reported by the 10" of each following month and the
[talia Lottery tickets which are reported 10 days after the final drawing.

Payables for taxation (25)
Below is the breakdown per company:

Company hame { €000 ) 31.12.2005

Consarzio Lotterie Nazionsli 9 Payables for taxation 31.12,2005
Cirmatica 5 (thousands of eures)

Lottomatica talis Servizi S.p.4. 335 Irpef tax payables 1,927
Lottomatica Sp A 4,932 VAT tax payables 95
LotSistemni 1,287 lraufl i bl 4582
PCC GS S.p.A. 119 rap/lres tax payanles 8
RTI Videdlot S.p.4, 3629 Other tax payables 4325
Totokit Group 707 Total 11020
Total 11,020

Tax payables, equal to €/000 11,020 (the balance attributable to the merged company
Lottomatica was €/000 13,346 as of 31.12.2004) include payables for the IRPEF (Imposta sul
Reddito delle Persone Fisiche, Personal Income Tax) withholding taxes withheld by the
Group from the remuneration of employees and consultants for December 2005, as well as
V.AT. payables.

Short-term portions of long-term provisions (26)

These amount to €/000 509 and relate to the short-term portions of the provision for deferred
taxes relating to Totobit group companies.

Liabilities held for sale or discontinuing operations (27)
There are no liabilities held for sale.
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5. NOTES TO THE CONSOLIDATED INCOME STATEMENT

As already described in the General Information under the Explanatory Notes, for an easier
view of management dynamics for the 2005 financial year, these Notes shall report the
consolidated statements of the merged company Lottomatica S.p.A., as prepared according
to IFRSs as of 31.12.2004.

In fact, it is specified that both NewGames and FinEuroGames were non-operating
companies in 2004. Both of them had no employees.

Revenues (28)
These amount to €/000 569,154 (€/000 569,810 as of 31.12.2004)
Below is the breakdown:

. In preparing the income statement, according to

om sales ans Repart as of 31.12.2005 . !
Roventies from sales awl IAS 18 (revenue recognition), the Group has
(thousands of euros) Absobte vatses % reported revenues for telephone top-ups net of
costs both for the subsidiary LIS and for the

Sames 03058 4% Totobit group. This decision was based on the fact
Jetto @228 13%% that the Company during the transaction only
s 1%/ 0% gaccrues the margin resulting from the difference
") Sparts Pocis T 1% petween retail price and the nominal cost of the
-} Vides lotteries 6,388 1.12% Card )

-) Bets 2,258 0.40%
o) Netional Lotterios e 9%%  Revenues of RTI Videolot have been treated in a

Services 63944 2 gimilar way, pursuant to the license and
) LIS network -top-ips w2 S gybsequent ministerial provisions, the latter being
-) Totobit netwerk - top-ups 70 1% the owner of revenues from collection net of
) Revenuss ffom start-up of POAER PC T8 % ynified state tax (PREU, Prelievo Erariale Unico)
") Sport Tcketing *® 9%% and the winnings paid out, and thus gross of
) Cor roadtex 788 1% payment due to operators and retailers.

-] Ral televiston ficence 6806 011%
) Municipal Services = 0% Other earnings and proceeds (29)
) Unified Taxes % %1% These amount to €/000 13,641 (€/000 14,057 as
-] Other services 5885 1.05% Of 31 . 1 22004)
PLCGS S.p.A. 2152 % __ The main items relate to:
Total 569.154 100%

- operating grants of Consorzio Lotterie

Nazionali (€/000 1,410)

- absorption of excess provisions following the settiement of disputes which originated its
entry (€/000 1,100)

- fees for the management of the national TRIS pari-mutuel system (€/000 1,875).

Capitalization of internal construction costs and consumables (30)
These amount to €/000 24 (€/000 1,012 as of 31.12.2004) and mainly refer to Totobit group.

Change in inventories (31)
This amounts to €/000 -145 (€/000 895 as of 31.12.2004) and mainly refers to PCC Giochi e
Servizi.

Raw materials and consumables used (32)

These amount to €/000 31,065 (€/000 29,308 as of 31.12.2004) and are broken down as
follows:
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December 2005

Paper supports

EDP materials and consumption
Lottery tickets

Others

17 B97
2,108
10,060
1,200

Total

31.065

Services (33)

These amount to €/000 188,493, of which €/000 175,512 relate to purchases of services and
€/000 12,981 relate to leased assets (€/000 218,709 as of 31.12.2004). These are broken

down as follows:

Costs for services
(thovsands of ewros)

December 2005

Network management
Maintenance

Office costs

Assistance for bet collection points
Research and advertising
Services rendered by third parties
Corporate bodies

Banking costs and services
Non-capitalized IAS costs

Others

Leases and rentals - Rents paid
Leases and rentals - Othar rentals
Leases and rentals - Third parties

42 460
13354
7 545
24,214
42 257
29 937
1.560
1,895
739
11,651
7 Q91
1.579
4,311

Toval

188.493

The most significant changes concerned:
- network costs for the technological innovation process begun in early 2003 by
migrating the data transmission systems to the IP (Internet Protocol) system, with

significant savings;

- maintenance costs for renegotiation of existing contracts;
- assistance provided to bet collection points for business development and business

volume increase;

- services rendered by third parties largely connected with the implementation of the
new activities started during the financial year (national instant and traditional
lotteries, entertainment games, new games linked to Tatocalcio, etc.).

Costs for personnel (34)

These totaled €/000 72,276 (€/000 66,215 as of 31.12.2004). Below is the breakdown of the

individual components:

Costs for personnel Repart as ot D
(thousands of euros) 31.12.2005

-) Wagss and Salaries 45,620 O
-) Social security contributions 14,460
-J Staff severance fund 1,7H
-) Cstock options cost 8,994
-) Other costs 411
Total 72,276

O

the procedures under IFRS 2.

Wages and salaries and social security contributions
include costs for early retirements (€/000 2,100);

Staff Severance Fund includes the effects of discounting
back the provision for this fund which, as of December
31, 2005, involved a reduction of €/000 817 in the book
values.

Stock options (€/000 8,994) were valued according to
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Below is the breakdown of personnei costs pef company: '

As of December 31, 2005, the Group’'s employees were 1,084. Below is a breakdown of

average number of employees, by category:

Employees as of 31.12.2005 No.

Executives 58
Supemvisars 118
Office staff 853
Manual workers g5
Total 1.084

Costs far personnel
thousands of euros)

Report as of
31.12.2005

Lottomatica

Lottomatica ftalia Servizi
Lottomatica Sistemi
Cirmatica a7
Totobit Group
PCC GS

Total

Amortization, depreciation and write-downs (35)
These amount to €/000 53,643 (€/000 62,622 as of 31.12.2004) and are broken down as

follows:

Amantization of intangible assets
(thousands of ewros)

December
2005

Amortization of patents 7366
Amaortization of concessions, licenses, trademarks 1,061
Other intangible Assets 104
Total 8.531

Depreciation of propeity. plant and equipment December
{thousands of ewos) 2005

Buildings 1,651
Plant and machinery 36,208
Industrial and business equipment 81
Other assets 472
Total 38410
Write-downs December
{thousands of euros] 2005

Write-down of fixed assets 4,752
Vvrite-down of receivables 1950
Total 6.702

receivable .

Other operational costs (36)

Write-downs of fixed assets, equal to
€/000 4,752, refer to assets that are no
longer used by Lottomatica, which are
essentially, as has already been said,
assets for which the amortization and
depreciation process cannot be completed
as a result of the project to replace the
terminals.

Wirite-downs of receivables included in
current assets, equal to €/000 1,950 refer
to:

* Totobit S.p.A. for €/000 450,
covering receivables making up the
existing total receivables;

* Lottomatica for €/000 1,500 (Bingo
Plus) in relation to risks related to
the recoverability of the entire

These amount to €/000 24,854 (€/000 39,662 as of 31.12.2004) and relate to:

- QOther operating costs: €/000 22,465. The most significant entries cover the costs
associated with the merger of FinuroGames and Lottomatica into NewGames (€/000
1,321), the sums to be paid to the Tax Authorities (€/000 1,000) for management
economies deriving from the use of the network for activities other than the Lotto (Article 9
of the Decree of November 15, 2000, issued by AAMS), gifts (€/000 194), the
unrecoverable V.A.T. (€/000 930) and the other indirect taxes for the financial year (€/000
582), the amount paid by AAMS in consideration of the malfunction in the network to
collect Lotto wagers as occurred on June 18, 2005 (€/000 7,588), the costs associated
with the arbitration proceeding initiated against AAMS and aimed at setting the duration of
the Lotto license (€/000 6,039), the charges for corporate restructuring, and the
assessment of costs not attributable to the financial year which are allocated herein

according to IFRS accounting standards.
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- Provisions for risks: €/000 1,016. These almost exclusively relate to provisions allocated
by Lottomatica in its capacity as representative of the Temporary Business Combine for
collecting receipts from legal games;

- Other provisions: €/000 1,373 essentially relate to provisions allocated by Lottomatica for
prize competitions.

Financial income (charges) (37)
As of December 31, 2005, financial management shows a negative balance of financial
charges for €/000 16,064 (€/000 16,957 as of 31.12.2004), broken down as follows:

Financial income (charges) Repotasof  Financial charges refer almost entirely to
(thousands of euros) 3 12.2005 interest income on bank deposits and to the
mark-to-market valuation of derivative financial
) Financial Income 8150 instruments (for an in-depth analysis, reference
Bank interest 4020 js made to the relevant paragraph above), while

Other Financiel income 4130 €/000 1,500 refer to interest on Securities.
-) Financial Charges 24.214  Under financial charges, the most significant
Bank interest 190 jtem (€/000 17,474) refers to interest expense
Foreign exchange losses -377 accrued on the debenture loan, as well as by
Other financial charges -23,047 €/000 1,545 for the amounts recognized to
Total 15064 bondholders by way of consent fee for the

approval of the abovementioned merger plan
during the Shareholders’ Meeting.

Adjustments to financial assets (38)
These amount to €/000 34 (€/000 812 as of 31.12.2004) and refer to the loss from the sale of
the company Triplet, transferred to the parent company De Agostini in May 2005.

Income taxes for the period (40)

The estimated tax charge as of December 31, 2005, amounted to €/000 82,013, of which
€/000 61,843 for current taxes (€/000 50,642 for IRES and €/000 11,201 for IRAP (Imposta
Regionale sulle Attivita Produttive, Local Tax on Production Activities)), €/000 2,136 for
deferred tax assets, and €/000 18,034 for deferred tax liabilities:

Income taxes for the period December
(thousands of euros] 2005
IRES 50 642
IRAF 11,201
Deferred tax assets 2,136
Deferred tax liabilities 18,034
Income taxes for the period 82.013

Income taxes for the period refer for €/000 949 to adjustments to current taxes for the
previous financial year.

Below are the statements showing the recognition of deferred tax assets and liabilities, as
well as the reconciliation between ordinary and effective tax rate:
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RECOGNITION OF DEFERRED AND PREPAID TAXES AND RELATED EFFECTS:

Description
Deferred fax assets:

Goodwill amortization

Entertainment expenses

Provision

Directors' fees

Amortization and depreciation

Other

White-down of fixed assets

Provision for risks

Provision for prize competitions

Pesformance bonus + MBO

Total deferred tax assets
Retfurns on deferred tax assefs:

Sogei amartization

Cos amortization

Entertainment expenses

Amortization and depreciation

Amortization of fiscal deficit

Other provisions

Whrite-down of Lottolatino 2003

Directors' fees

Write-down of Twin 2002 1/5

Write-down of Twin 2003 1/5

Write-down of LS 2003 1/5

Perfotmance bonus + MBO

Qther provisions

Provision

Others

Provision for risks

Total returns on deferred tax assets
Net deferred tax assets

Deferred tax assets relating to fiscal losses from previous
financial years

1AS deferred tax assets
Defetred tax assets from consolidation

TOTAL DEFERRED TAX ASSETS
Deferred taxes

Proportional amortization and write-down of
receivables

Cirmatica + Ls dividend

Retutn on accelerated depreciation

IAS Defetred taxes

14817

Deferred taxes from consolidation
TOTAL DEFERRED TAXES
Short-term portion of Provision for deferred taxes
Ner

' Income Statewment Balance skeet
Amount of Tax affect Amount of Tax effect (%
temporary (% rata) temporary rata)
differences : differences

0,194,525 .57 37.25% 7,923,563.72 37.25%
-45,426.24 37.25% 0.09 37.25%
-34.650.00 33.00% 0.00 33.00%

-7,474.31 33.00% 0.00 33.00%
-80,002.96 37.25% 8195 37.25%
-475918.32 37.25% 28,122.41 37.25%
-442 70472 37.25% 448 70472 37.25%
-363,900 32 37.25% 345,385.57 37.25%
-103,929 21 37.25% 106,099.55 37.25%
~2,49%,148.55 33.00% 53,09370 33.00%
-12,252,21587
765,245 67 37.25% 3,367,069.59 37.25%
151,285.65 37.25% 1,165,84529 37.25%
63,565.10 37.25% 149,293 .53 37.25%
1,230,326.44 37.25% 11,519,358 00 37.25%
1,195,148 47 37.25% 14,021,132.07 37.25%
434,295.52 37.25% 264,382.14 37.25%
401,174.40 33.00% 407,238 .49 33.00%
159.777.75 33.00% 28,924.17 33.00%
207,052.39 33.00% 207,052.39 33.00%
85,493.03 33.00% 170,986 .07 33.00%
1,151,836.43 33.00% 2,303,67291 33.00%
1,917,461.20 33.00% 2,603,787 45 33.00%
1,636,346.73 33.00% 1,570,748.52 33.00%
194,806.26 33.00% 500,167 41 33.00%
1,386.41 |339% - 37.25% 2,625,07007 | 33% -37.25%
208,702.52 33.00% 926,590.40 33.00%
3,853,903.97

2339931180

-320,673.00 0.00
4,396,268 .00 4,272,629 89
1,459,000 00 g0

2,135,283.10 55,009,000.00
1,294,031.82 6,642,785.55
2,136.78 125,301.00
-1,926.612.12 269,000.00
i
18,406,716.00 37,015,236.43
49,675.00 000
269,000.00 180,000.00
18,624,951.42 4423232303
509 00000

20,17023452
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LOTTOMATICA GROUP 2005 CONSOLIDATED ACCOUNTS |

RECONCILIATION BETWEEN ORDINARVAND EFFECTIVE IRES TAX RATE:

2645 Financial year Tax rate
Applicable ordinary tax rate 3300%
Profit before taxes 196,245
Theoretical tax burden 64,761 33.00%
Increases (decreasesk
Goodwill 69,926
Petformance bonus and MBO 6,460
Dividends 373
Whrite-down of equily investments 345
Provisions 4,076
Other increases 12,890
Dividends (43,461)
Amortization of fiscal deficit (3,208)
Goodwill (5,407)
White-down of squity investments (4,428)
Other decreases (19,318)
Tas adjustments not applicable ta Ires (102,758)
Adjustments to Consolidated accounts
; 47,682
which are not taxable for Irap purposes
Taxahle income 153 460
CURRENT IRES 50,642 2581%

RECONCILIATION BETWEEN ORDINARVAND EFFECTIVE IRAP TAX RATE:

2005 Fivaucial year Tax rale
Applicable ordinary tax rate 4.25%
Difference between production value and costs 134,650
Theotetical tax burden 5,723 425%
Write-downs 7.447.00
Deductible costs for lrap putposes (46,515.00)
Costs for personnel 60,873.00
Non-deductible casts for [rap purposes 113,460.00
Non-taxable revenues for Irap purposes (6,671.00)
Irap deductions (143.00)
las adjustments not applicable to Irap 448.00
Total 263 55400
CURRENT IRAP 11,201 832%

Net profit for the period
Consolidated net income as of December 31, 2005, amounts to €/000 112,391 (€/000 86,034
as of 31.12.2004) of which €/000 1,841 (€/000 -425 as of 31.12.2004) is attributable to

minority interests.
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Diluted earnings per share (41)

Basit enmings per share Basic earnings per share have
been calculated by dividing net
profit for the period attributable to
the Group by the weighted
average number of ordinary
shares outstanding over the
period.
Diluted earnings per share have
o 20t e e 20e a2l pgen calculated by dividing net
' ' profit for the period attributable to
ordinary shareholders by the
weighted average number of
ordinary shares outstanding over
the period, adjusted to take in to account the options’ dilutive effects.
Below is a breakdown of income and information on shares for the purpose of calculating
basic and diluted earnings per share as of December 31, 2005.
Specifically, in the light of the characteristics of the transaction, we considered the share
capital in 2005 as it was constituted on the effective date of the merger (December 20,
2005), which was the same as that on which the merging company's shares were first traded
on the Electronic Stock Market, organized and managed by Borsa ltaliana S.p.A., for the
purposes of the calculation of the basic earnings per share denominator (given by the
weighted average of the outstanding ordinary shares).

2005 Rinancia year 2004 Financial year

Net profit 114,232 86,033
Average weighted number of outstanding ordinary shares (630) 89,009 88,832

Basic earnings per shave (€ per thousaud shiayes) 1.28 [i K00

Dilnted earnings per share

Average weighted number of outstanding ordinary shares {300) 89,009 £8,832
No. of options (.000) 4,103 849

Diluired earnings per share € per rhousand sharesy 1,13 a9

6. FINANCE LEASE AND LEASE CONTRACTS

The Group entered into finance leases and lease contracts for various plant and machinery,
as well as for real estate. These leases provide for renewal clauses but not purchase options
or rental increase clauses. They can be renewed at the lessee's wish. The table below shows
the amounts of future installments from finance leases and lease contracts, and the present
value of the rentals themselves:

2005
Ptant and Rea! gstale
machinery rentals renfals
Within 12 months 584 153
Beyond 12 months, but within five years 451 484
Total leasing rentals 1,035 637

7. FINANCIAL RisK MANAGEMENT: TARGETS AND CRITERIA

Apart from derivatives, the Group's main financial instruments are the €/000 360,000 bond
issue, bank deposits (time and sight deposits) and government bonds (Treasury Bills).
Exchange rate derivative agreements were entered into to an amount of 50% of expected
supplies up to the expiry date of the license in order to hedge the exposure of Consorzio
Lotterie Nazionali deriving from the purchase of semi-finished goods for the production of the
Scratch & Win tickets through derivative instruments. For further details on the features of
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these products, reference is made to section “Exchange rate derivatives” herein. The current
hedging was proposed by the Finance Department and approved by the Managing Director,
in agreement with the Parent Company. For the negotiation of exchange rate and interest
rate hedging derivatives, a policy is being worked out that will specify the details of roles,
responsibility, autonomy areas and information flows.

Liquidity Policy

After the approval of the Parent Company's Executive Committee, the Board of Directors of
Lottomatica also approved a Liquidity Policy in 2004. The objective of this policy is to
maintain the invested capital; to ensure that the characteristics of the investment portfolio are
consistent with the cash-flow requirements and financial manoeuvres of individual Group
companies; and to obtain a satisfactory return.

The relevant regulations are set out in the following grid: "extent of risk” - "rules":

Expiry date: the duration of uses cannot exceed 12 months (corporate risk) or 18 months
(sovereign risk);

Credit Risk: resources can only be invested in instruments with a rating (minimum level: P-
2/A-2/F-2, A3/A-IA-);

Risk Diversification: maximum exposure to an individual name may not exceed 20% of the
portfolio; more than 5% of the issue or issue program may not be held in the case of listed or
negotiable instruments; the following limits apply to non-negotiable instruments (e.g., bank
deposits):

o A1/P1/F1  max equivalent €/mil. 100, for a maximum period of 3 months
o Split Rating max equivalent €/mil. 50, for a maximum period of 3 months
o AZ2/P2/F2 max equivalent €/mil. 50, for a maximum period of 1 month

Country Risk: investments are only allowed in Euro-zone countries, Switzerland, the United
Kingdom and the United States. Authorized products: below is a binding list of products in
which it is permitted to invest: Liquidity Funds, Current account and time deposits with banks,
Certificate of deposit (CDs), Repos, Commercial Paper (CP's), Banker's Acceptance, Asset
Backed Commercial Paper — ABCPs, Treasury / Supranational / Corporate Bond & Notes.
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8. RELATIONS WITH RELATED PARTIES

Below are the economic effects and property relations with related parties of Lottomatica
Group as of 31.12.2005.

RELATED PARTIES - WIAIH ECOHIONMIC ITEMS as of 31.12.2005

thousands of euros

Indirect parent.
subsidiary and
associated
companies

Type of transaction

Costs far services

Leases and rentals

477

2715

Relations with De Agostini Sp A,

Retations wvith ISIM S.p.A.

RELATED PARTIES - MAII FIHANICIAL ITEMS as of 31.(2.206065

thausands of euras

Indirect parent,
subsidiary and
associated
companies

Type of transaction

Reistions with De Agostini S p.A. (JRES tax receivable -

Receivebles 811 ansteror Lottomtica S.0.4.)
: Relgtions with De Agostini S.p.A. (JRES receivable - transferor
Receivadles 0 RTivideoictter Sp.A )
) Relations with De Agostini S.p.A. (JRES receivable - transferor
Receivables st Lis Finanziaria Sp &)
. Relations wvith De Agostini S.p.A. (VAT receivakle - transferor
Receivables 140 { ottomatica ftalia Servizi S.p.4.)
Recaivabl 8 Relations with De Agostini S.p.A. (/RES receivable - transferor
ecaivables Totobtt S.p.A)
) Relations with De Agostini S.p.A. (J/RES receivable - transferor
Recsivables 519 yigeatot Gestione S p.A)
Receivakles 3 Retations with De Agostini S.p.A. (Tax receivable - Lottomatica
Spa)
Relations with De Agostini S.p.A. (JRES debt - transferor
Payables 4381 | cttometica talia Servizi S.p.a.)
Relations with De Agostini S.p.A. (VAT debt - transferor
Payables 3654 Lottomstica 5.0.4)
Payables 173 Relstions with De Agostini S.p.A. (Trade payahle - Lottomatica
SpAa)
Relations with De Agostini S.p A. (JRES debt - transferor
Payables 34772 Lottamatica S.p.4.)
Relations with De Agostini S.p.A. (VAT debt - transferor
Fayskles 330 | cttomatica Sistemi S .4.)
Payabi 4 Relations with De Agostini S.0.4. (VAT debt - transteror SED
ayehles Muttitel S p.4.)
Paysbles 3 Relations with De Agostini S.p.A. (VAT debt - transferor Totobit
SpA)
Relations vith De Agostini S p.A. (/RES debt - transfercr Totokit
Payables 955
SpA)
Payablas 3465 Relations with DeA Factor S.p.A. (Suppliers - Lottomatica Sp.A)
Payabies 85 Relations with De& Factor S.p.A. (Suppliers - Totobit Sp.A)
Payables 283 Relations with DeA Factor S.p.A. (Suppliers - Lottomatica Ralia

ServiziSpAl)

All transactions effected with related parties, including inter-group transactions, fall under
ordinary business activities and are regulated by market conditions or based on specific
regulatory provisions; no atypical and/or unusual transactions are noted.
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S"pecially, it should be noted that Lottomatica S.p.A. GroUp is engaged, together with the
parent company De Agostini S.p.A., in services for charging costs regarding the Board of
Directors. The relations with ISIM, a Toro Group company, refer to the lease of the premises

where Lottomatica Group has its headquarters.

Finally, Lottomatica Group, as a consolidated company, has joined the National Fiscal

Consolidation for De Agostini S.p.A. Group Companies starting from 2004.

Benefits to management with strategic responsibilities

BOARD OF DIRECTORS OF LOTTOMATICA S.p.A.°

gicchr e servizl

Benefit due
aftes
Expiration of Shottterm termination
Fitst and tast name Pasition Terun of office i offico compensation of the
{euroj empfoyment
relationship
euyo)
. Chairman 04/03/03-12/04/05 12/04/2005 $ 110,685
Antanio Belloni
Board Member 24/08/02-31/12/05 3141207 $ 25,000
Managing Director and General Manager  02/12/02-12/D4/05 31/12/04 $ 101,162
Rosario Bifulca Chairman/Managing Director 12/04/05-31/12/05 31/12/07 $285838 $10,001
Executive 01/01/05-31/12/05 $ 280,830
Board Member and Joint General Manager 14/04/03-12/04/05 31/12/04 $ 15,000
tarca Sala General Manager and Board Member 12/04/35-31/12/05 3112407 $25000 ¢ 18281
Executive 01/01/05-31/12/05 $ 465,588
Paala Ainio Board Member 24/08/02-31/12/05 31/12/07 $ 32500
Sergio Baronci Board Member 24/08/02-21/08/05 3112107 $ 15,000
Marco Boroli Board Member 24/09/02-31/12/05 31112107 $ 15,000
Pietro Boroli Board Member 12/04/05-31/12/05 31/12/07 $ 15,000
Sabino Cassese Board Member 24/06/04-11/11/05 11/11/05 $ 13,750
Pier Luigi Ceffi Board Member 14/04/03-31412/05 Iy $ 30,000
Paolo Ceretti Board Member 13/05/04-31/12/05 31/12/07 $ 35,000
Marco Drago Board Member 24/09/02-31/12/08 312707 $ 25,000
Roberto Drago Board Member 24/09/02-31/12/05 31/12/07 $ 15,000
Lorenzo Pelliciofi Board Member 12/04/05-31/12/05 31/12/07 $ 32500
Severing Salvemini Board Member 14/03/03-31/12/05 31/12/07 $ 35,000
Michele Reinerc Board Member 24/09/02-12/4/05 31/12/04 $ 15,000
Antonio Tazartes Board Member 24/09r02-31/12/05 31247 $ 25,000
Giorgio Vincenzini Board Member 14/04/03-12/04/05 12/4/05 $4.445

* The company was merged, effective from Decemter 20, 2005, into NewGamas S.p.A., which at the sama tim took an the name of Lottomatica S.p.A
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9. SUBSEQUENT EVENTS
Below are the main events occurred subsequently to the year-end:

On January 10, 2008, Lottomatica S.p.A., Gold Holding Co., Gold Acquisition Co. and
GTECH Holdings Corporation, entered into an agreement named “Agreement and Pian
of Merger”, upon prior approval of the respective boards of directors. By virtue of this
agreement, Lottomatica shall acquire, through its subsidiary Gold Acquisition Co., 100%
of the share capital of Gtech Holding Corporation, a US leading company in the sector of
games and services technology, which is currently listed on the New York Stock
Exchange.

The acquisition shall be implemented by merging through a merger by incorporation (the
so-called “cash merger’) of Gold Acquisition Co., a subsidiary indirectly owned by
Lottomatica through Gold Holding Co., into Gtech.. On the completion of the merger, all
tech shareholders shall be entitled to receive the price offered by Lottomatica and Gtech
shares will cease to be listed.

The purchase price offered by Lottomatica is USD 35 per each Gtech share, with a 15%
premium on the price per Gtech share on September 9, 2005, the day prior to that on
which the company's Board of Directors announced that they were ready to consider
possible purchase offers.

This transaction will lead to the creation of one of the biggest lottery and gaming groups
in the world, with a substantial presence on international markets and a wide and
diversified portfolio of technologies, services and contents. GTECH realized revenues of
€/bn 1.005 and an EBITDA of €/bn. 0.387 in the 2005 financial year.

The new Lottomatica Group will be represented in more than 50 countries all over the
world, with approximately 6,300 employees, an estimated aggregate (2005) turnover of
€/bn. 1.6 and an aggregate EBITDA of €/bn. 0.7.

The new Lottomatica Group's turnover and EBITDA have been calculated as the pure
arithmetical sum of the I/B/E/S estimates as of December 31, 2005, as regards turnover
and stand-alone EBITDA of Lottomatica and GTECH, with no accounting or other type of
adjustment.

The GTECH estimates as of December 31, 2005, were obtained by calendarizing the
I/B/E/S estimates as of February 1, 2005 (2/12) and February 2006 (10/12). GTECH's
capital is made up of about 132.8 million shares on a fully diluted basis, thus including
options and equity coming from the full conversion, if any, of convertible bonds issued by
GTECH.

The value of the transaction is therefore about 4 billion euro, including the acquirer's
undertaking of GTECH's present financial debt. The completion of the merger, which is to
be resolved by GTECH's shareholders, is subject to conditions that are usual in
transactions of this type, among which the obtaining of the necessary licenses and
permits and the availability of the resources needed to fund the transaction. The
completion of the transaction is also subject to the approval of the competent supervisory
boards and, to date, is expected to take place in June 2006.

Lottomatica will finance the acquisition by means of:

available financial resources of €/bn 0.4;

a capital increase of €/bn. 1.4, to be offered in option to the shareholders;

a subordinated debenture loan of €/bn 0.750 expiring in 2006;

a senior syndicated loan of US/bn. 2.260 corresponding to approximately €/bn.
1.9, in more than one issue, which shall be paid to Gold Acquisition Corp. And
guaranteed by Lottomatica, aimed partly at paying Gtech shareholders and partly
at refinancing the outstanding debt of Gtech.

O 0 OO0
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For this purpose, at the same time as the Agreement and Plan of Merger are executed,
preliminary agreements have been entered into with Credit Suisse First Boston, now Credit
Suisse Securities, and Goldman Sachs International, that will provide Lottomatica with the
necessary financial resources. These commitments are subject to conditions that are usual in
transactions of this type.

De Agostini S.p.A. shall fully subscribe its own share, both direct and indirect, of the capital
increase.

After the completion of the transaction, Lottomatica is expected to maintain an investment
grade corporate rating.

On January 10, 2006, the Bank of Italy granted authority to operate as an electronic money
institute. CartalLlS S.p.A. changed its company name to “CartaLIS IMEL S.p.A.” in an
Extraordinary Shareholders’ Meeting held on January 16, 2006. By a deed of purchase
executed on February 6, 2006, LIS sold title to 500,000 CartaLlS ordinary shares,
representing 5% of the Share Capital, to Sella Holding Banca S.p.A.. To date, LIS holds a
85% equity investment in the share capital of CartaLlS. On February 6, 2006, it was enrolled
in the relevant register as the first Italian /me/ under the automated (ABI) code 36000. On
February 13, 2006, a note from UIC (Ufficio Iltaliano Cambi, ltalian Exchange Office) was
received stating that the outlet agreement model submitted by the company was satisfactory.

During January 2006, Consorzio Lotterie Nazionali launched a new 2-euro lottery named
“Medaglia d’'Oro” associated with the Winter Olympic Games of Turin 2006. Results from
sales of this lottery were good, totaling 19 million tickets sold.

On January 6, 2006, the ltalia Lottery drawing was successfully carried out using the new
Editec draw machines, acquired by Consorzio in 2005, for the first time.

On February 2, 2006, AAMS issued the final decree authorizing RTI Videolot to operate the
network for the remote management of amusement and entertainment machines (the so-
called “Video lotteries”).

10. STOCK OPTION PLANS

Following the abovementioned merger transaction, NewGames S.p.A. took over the relations
of Lottomatica S.p.A., including those regarding stock option plans for Lottomatica group
officers and employees.

2003 - 2005 Plans

The Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A. held
on September 21, 2005, passed the following resolutions, with effect from the effective date
of the above merger and in accordance with the resolutions passed by the merged company
Lottomatica S.p.A. in its Extraordinary Shareholders’ Meeting on April 14, 2003, and in its
Board of Directors’ Meeting on June 11, 2003, setting December 31, 2008, as the deadline
for subscriptions:

1. a capital increase against payment, in divisibie form, for a maximum of € 2,439,110.00,
with the issue, including in more than one issue, of a maximum of 2,439,110 new
ordinary shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of
option under Article 2441, paragraph 5, of the Italian Civil Code, serving the exercise of
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no. 2,439,110 options already assigned and still exercisable within the framework of the
stock option plan available to employees of the merged company Lottomatica S.p.A. and
its direct or indirect subsidiaries;

2. a capital increase against payment, in divisible form, for a maximum of € 1,422,667.00,
with the issue, including in more than one issue, of a maximum of 1,422,667 new
ordinary shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of
option under Article 2441, paragraph 5, of the ltalian Civil Code, serving the exercise of
no. 1,422,667 options already assigned and stiil exercisable within the framework of the
stock option plan available to directors of the of the merged company Lottomatica S.p.A..

The Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A. held
an September 21, 2005, also passed the following resolution, with effect from the effective
date of the above merger and in accordance with the resolutions passed by the merged
company Lottomatica S.p.A. in its Extraordinary Shareholders’ Meeting on April 14, 2003,
and in its Board of Directors’' Meeting on May 13, 2004, setting December 31, 2008, as the
deadline for subscriptions: a capital increase against payment, in divisible form, for a
maximum of € 223,175.00, with the issue, including in more than one issue, of a maximum of
223,175 new ordinary shares, with a par value of € 1.00 each, regular enjoyment, excluding
the right of option under Article 2441, paragraph 5, of the ltalian Civil Code, serving the
exercise of no. 223,175 options already assigned and still exercisable within the framework
of the stock option plan available to employees of the merged company Lottomatica S.p.A.
and its direct or indirect subsidiaries.

To date, the stock options under the 2003-2005 plans have matured and either have become
or will become exercisable, as the case may be, when the requirements are satisfied
specified in their respective regulations.

2005 - 2010 Plans

The same Extraordinary Shareholders’ Meeting of the merging company NewGames S.p.A.
held on September 21, 2005, also passed the following resolutions, again with effect from the
effective date of the above merger and in accordance with the resolutions passed by the
merged company Lottomatica S.p.A. in its Extraordinary Shareholders’ Meeting on April 12,
2005, and in its Board of Directors' Meetings on May 12 and/or July 21, 2005, setting
December 31, 2010, as the deadline for subscriptions:

0 a capital increase against payment, in divisibie form, for a maximum of € 297,580.00, with
the issue, including in more than one issue, of a maximum of 297,580 new ordinary
shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of option
under Article 2441, paragraph 5, of the ltalian Civil Code, serving the exercise of no.
297,580 options already assigned by the merged company Lottomatica S.p.A. and still
exercisable within the framework of the stock option plan available to managers of the
merged company Lottomatica S.p.A. and/or its subsidiaries;

0 a capital increase against payment, in divisible form, for a maximum of € 57,016.00, with
the issue, including in more than one issue, of a maximum of 57,016 new ordinary
shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of option
under Article 2441, paragraph 5, of the ltalian Civil Code, serving the stock option plan
available to managers of Lottomatica and/or its subsidiaries in relation to no. 57,016
options still attributable by the merged company Lottomatica S.p.A. within the framework
of this plan;
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[ a capital increase against payment, in divisible form, for a maximum of € 219,812.00, with
the issue, including in more than one issue, of a maximum of 219,812 new ordinary
shares, with a par value of € 1.00 each, regular enjoyment, excluding the right of option
under Article 2441, paragraph 5, of the ltalian Civil Code, serving the exercise of no.
219,812 options already assigned by the merged company Lottomatica S.p.A. and still
exercisable within the framework of the stock option plan available to directors of the
merged company Lottomatica S.p.A..

The right to exercise the options for the 2005-2010 plans is subject to the satisfaction of the
following conditions: that it still belongs to the Group on the date the options become
exercisable and that the Group achieves a certain consolidated EBITA in the period 2005-

2007.

The maximum term of the options is 3 years and they may not be settled in cash.

Stock option plans were valued according to the Black-Scholes option pricing model.

Below is the statement summarizing the assumptions relating to the determination of the
stock option plans’ fair value:

STOCK OQPTION PLANS QUTSTANDING AT December 31. 2005

Options outstanding a1 the Options assigned over the  Options cancelled overthe  Options exercised over Options outstanding at o“é‘?“:re
beginning of the period period period the period perion-end a‘:‘p{eerri:da.end
Weighted Weighted Weighted Weighted Average

Ng. of avarage No. of avarage N‘U. of average N‘:. of avarage N: :f maturity UN?.D:L

options exercise price options gxercise price OptIoNS  axercise price OPHIONS ¢ orcise price options (years) Pt
2003-2005 Flan - Chairman §31,000 1483 0 220,333 14.63 70060 26.21 240867 240,667
2003-2005 Plan - General Wanager 2026060 14,83 Q 2,026 000 2006
2003-2005 Plan - Jaint General 1012008 14.63 o 1012000 2066
Manager
2003-2005 Plan - Executives 847,300 14.83 0 46,100 1463 601,200 2008
2004-2005 Plan - Executives 245875 18.338 0 22,500 18.338 223175 2008
2005-2010 Plan - Chairman 124,478 2847 124,476 2010
2005-2010 Plan - General Manager 95,338 2647 85336 2010
2005-2010 Plan - Executives 2897 580 2847 20160 18.338 277420 2010

Chairman  MD/GMAJointGM  Executives Executives Chairman Di?g:&?géggﬁ- Executives
2003-2005 2003-2005 2003-2005 2004-2005 2005-2010 5010 2005-2010

No, of options assigned 660,893 3,038 000 §25,000 245 675 124 476 95,336 297 580
Average market price af the date of assignment 1538 1538 15.38 18.63 27.40 27.40 27.40
Average exercise price 14.63 14.63 1483 18.34 26.47 26.47 26.47
Option period (residual years) 0 0 0 0 2 2 2
Expected volatility 32% 38% 33% 39% 31% 3% 31%
Expected dividends 2% 2% 2% 2% 4.50% 4.50% 4.50%
Free risk rate 2.15%£2.56% 26% 256%/3.08% 3.14%/3.44% 2.60% 260% 260%

-
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11. INFORMATION BY SEGMENT

_ LONSOLIDATED
GAMES SERVICES UNALLOCATED ITEMS N
Segment Reporting . ACLOUNTS

{thonsands of euros)

31.12.2005 31.12.2004 31,12.2005 31.12.2004 31.12.200% 31.12.2004 31.12.2005 312.2004

Revenues from third-party customers 512,220 532200 §4,707 48925 5747 4649 £82674 585774
rtercompany revenues - - . -
Total Revenues 512220 532,200 64,707 48,925 5747 4643 582674 585,774
COther costs refated to the segment result 218111 246,620 27 672 22,405 68516 53,739 314299 338,764
Other provisions 2219 15130 170 8] 2,389 15130
Suh total 291.890 270.450 36.865 26.520 £2.769 £5.090 265.986 231.886
Amortization and deprecistion 35,369 45 888 4527 6,003 6,945 8,011 46,941 60,302
Write-down of fixed assats 4,752 - 4,752
Write-down trom impeirment - - . -
Wite.down of receivables - 508 4350 1,212 1,500 1,850 1720
Gperating Profit 251.769 224,054 31,788 19,305 71214 74,101 212.343 169.258
Financial income [charges) -16 064 -18 357
Value adjustment to financial assets <34 812
Taxes 52Mm3 £3238
Piofit jloss) for the pesiod . 114.232 84.877
Profits/Losses fram companies t

of s/Losses comp valued & 5 0 a 0
sguity
Costs for operating investments 57,290 24,205 12,189 5440 24375 9,758 43,854 40,104
Total sagment assets 763,047 614,530 330,996 257,738 370454 287 880 1,480,497 1,180,158
Total segment liabilities 240,094 209,208 211,239 183,848 526,909 457877 978,242 850,934
Capital invested in Froperty, Plant 561738 385,909 260,002 165,315 30885 20498 632535 572721

and Equipment and Intangible Assets

The identification of segments within Lottomatica Group has been carried out taking into
account the nature of the business activities. Specifically, the segments are games and
services, whose operations are entirely carried out in ltaly. Accordingly, the information on
the secondary segment, or geographical segment, is not reported.

Take note that Games includes operations relating to Lotto, instant and traditional lotteries
and gaming machines. Instead, Services includes citizen services, business services and
utilities bill payment.

Specific allocation parameters have been identified for assets/liabilities and costs that are not
clearly attributable to the single segments. Assets/liabilities and costs that are not attributable
using the aforesaid parameters have been shown in a separate column under “unallocated
items”.
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12. SIGNIFICANT JUDICIAL AND ARBITRATION PROCEEDINGS AS OF DECEMBER 31, 2005

DATASIEL- SISTEMI TECNOLOGIE D} INFORMATICA S.p.A. Arbitration

On April 22, 2003, Datasiel — Sistemi Tecnologie di Informatica S.p.A initiated an arbitration
proceeding against Lottomatica to establish that the expiration date of its agreement with
Lottomatica providing for information technology services to the Genova regional
processing centre was not upon expiration of Lotto concession original term but upon
expiration of the second term of the concession. Lottomatica contested this claim and
required for the expiry of the contract to be ascertained.

On October 10, 2003, Lottomatica filed a counterclaim for violation of the contractual
guarantee of competitive fees charged by Datasiel, asking to be refunded the greater
amount paid to Datasiel for the services rendered. The attempt to settle the dispute was
declared unsuccessful on November 10, 2003. On February 23, 2004, the Chairman of the
Arbitration Board accepted a request by Lottomatica aimed at determining the amount for
the counterclaim, and appointed the Court-appainted Expert. In a decree dated March 29,
2004, the Chairman of the Arbitration Board determined the requests to be submitted to the
Court-appointed expert largely repeating those formulated by Lottomatica. The Court-
appointed expert was delegated the tasks of verifying whether the contractually determined
costs to Lottomatica may be considered competitive compared to those practiced on the
national and international market for similar services, and thus whether they may be
considered justified in relation to the services offered by Datasiel, considering the amount
and quality of the services rendered; as well as verifying whether the consideration was
determined, over the various years the contract was in force, based on a cost-services ratio
to be calculated in accordance with the terms of the contract.

Operations were concluded on July 2, 2004. The Arbitration Board, accepting the petition
formulated by the counsel to Lottomatica, allowed the parties to formulate their own
remarks and counter-deductions regarding the Court-appointed expert and decided to
extend the deadline for filing award by 180 days, granting the parties until September 20 to
file their preliminary investigation briefs and until October 5 to file statements of defense.
The Board of Arbitrators then granted the parties until November 8, 2004, to define their
questions, November 30, 2004, to specify the conclusions and December 13, 2004, for
replies.

By an award issued on July 26, 2005, the Arbitration Board:

1. ascertained the validity and effectiveness of the contract entered into between the
parties, as well as the non-compliance by Lottomatica with the obligations undertaken
under the contract, declaring Lottomatica itself to be bound to comply with the
abovementioned contract and to pay Datasiel the total amount of € 2,500,000 by way of
compensation for damages due to non-compliance;

2. ascertained the breach by Datasiel of the guarantee obligation correlated to the non-
competition clause under the abovementioned contract, and ordered Datasiel to pay
Lottomatica the total amount of € 2,100,000.

Arbitration costs have been fully settled.

The award issued exposes Lottomatica to the risk of being required to pay Datasiel further

damages, since the compliance with the contract is no longer topical nor possible.

Lottomatica, assisted by its counsel, filed the appeal with the Court of Appeals of Rome on

December 28, 2005, requesting nullity of the award issued pursuant to Article 825 of the

italian Code of Civil procedure to be assessed per errores in procedendo. The first hearing

is set down for March 21, 2006.

79




GRUPRO
LETTOMATICA

Gicah @ servizi

Consolidated Financial Statements as of December 31, 2005

TICKET ONE S..p.A. litigation

On August 12, 2003, the company Ticket One S.p.A., active in the services industry and
ticketing in particular, filed an appeal with the TAR Regional Administrative Court of Lazio
Region aimed at verifying, inter alia, Lottomatica’s obligation to make its own network
available to third parties at the same conditions offered to its subsidiary Lottomatica ltalia
Servizi S.p.A..

Prior to notification of the aforementioned petition, the company Ticket One had formulated
out of court its own petition to access the Lottomatica network, in a note dated March 12,
2003. Lottomatica acknowledged the above mentioned note of Ticket One and rejected the
requests submitted by it.

On December 3, 2003, Ticket One also served a writ of summons before a civil court (Civil
Court of Rome) which essentially repeated the same claims submitted to the administrative
court. Ticket One also asked to be reimbursed, for alleged unfair competition, an amount of
€ 10 million for illegitimate use of the network by Lottomatica and LIS, in addition to a ruling
prohibiting the company from performing any further act of unfair competition, and,
alternatively, to have the network available.

Lottomatica and LIS appeared according to a formal procedure in both proceedings, and,
taken into account that Ticket One had submitted the same claims before two different
courts, filed an appeal for a preliminary proceeding to determine jurisdiction before the
Joint Divisions of the Court of Cassation, asking the proceedings to be suspended.

At the hearing on June 24, 2004, the TAR of the Lazio Region accepted the request filed
by Lottomatica and LIS and suspended the proceeding, arranging for the documents to be
referred back to the Court of Cassation. The Civil Court reserved ruling on the petition by
Lottomatica to suspend the suit, awaiting the outcome of the Preliminary Proceeding to
determine Jurisdiction or in any case, alternatively, subject to the settlement of the
administrative proceeding. By order of July 28, 2004, the Civil Court rejected the
application filed by Lottomatica and LIS and set down a hearing for December 9, 2004, for
the continuation of proceedings. At the hearing of December 9, 2004, the Court gave the
Parties 30 days to file briefs containing detailed argumentation or amendment of claims
and objections already made and a further period of 30 days for replies pursuant to Article
183, 5 paragraph, of the Italian Code of Civil Procedure, referring to the next hearing of
December 7, 2005. At the hearing of December 7, 2005, the Court reserved to admit
evidence. After deliberating, the Court allowed witness evidence and adjourned the case to
the hearing of June 21, 2006, for the examination of the witnesses presented by the
parties.

Meanwhile, the Court of Cassation proceedings regarding the Preliminary Proceeding to
determine Jurisdiction took place on September 29, 2005. The Court of Cassation found
Lottomatica's appeal inadmissible in a ruling of February 9, 2006.

According to the counsels to Lottomatica and LIS, the claims submitted by Ticket One
appear to be groundiess.

Antitrust (Lottomatica — Sisal)

On July 16, 2003, the ltalian Competition Authority started a proceeding aimed at verifying
an alleged understanding between Lottomatica and its competitor SISAL in the gaming
sector, and on July 18, 2003, said Authority carried out an inspection of the Lottomatica
offices. Lottomatica filed a confidentiality petition for the documents gathered at said
offices, which was partly accepted, partly deferred and partly rejected. On June 10, 2004,
the Competition Authority carried out another inspection at Lottomatica’s offices, gathering
additional documentation on which the company asked for a confidentiality petition. On
June 14, 2004, the Authority presented Lottomatica with a request for information
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concerning the market value of the games, as well as the turnover and investments made
by Lottomatica in the period 2000-2003. During the proceeding the following persons were
heard in addition to the parties Sisal and Lottomatica: FIT, the foreign operator G-TECH,
the then Managing Director of the company Formula Giochi and the Associazione di
Totoricevitori UTIS and, finally, AAMS.

Lottomatica accessed the proceeding records as necessary to verify the content of the
previous hearings and all of the available documentation gathered from time to time by the
Authority, in order to better assess the elements in the possession of the Authority and
adjust its own defensive strategy accordingly.

In a notice dated August 3, 2004, as a result of the documentation gathered and the
hearings held, the Authority sent the findings of its preliminary investigation. Lottomatica
filed the legal brief and on October 13, 2004, the final hearing was held.

At its meeting of November 25, 2004, the Competition Authority resolved to close the
preliminary investigation fining Lottomatica and Sisal by a sum, pursuant to current
regulations, proportionate to their individual turnover, amounting to 8 million Euro and 2.8
million Euro, respectively. The Authority also ordered Lottomatica and Sisal to end their
conduct tending to distort competition, requiring them to give notice of the measures taken
within 90 days.

Lottomatica challenged the reasonableness of the accusations made against it by the
Authority, filing an appeal through its counsels with the TAR against the decision,
requesting, inter alia, the suspension of the above order.

At the hearing on March 2, 2005, the TAR rejected the request to suspend payment of the
pecuniary sanction and accepted the ancillary request for suspension, given the generic
contents of the warning given by the Authority.

The hearing to discuss the merits of the case was scheduled for May 4, 2005.

On March 24, 2005, Stanley International Betting Limited served its own appearance ad
opponendum in the appeals filed by Sisal and Lottomatica, and asked that the contested
Competition Authority order be confirmed.

In compliance with the order issued by the TAR of the Lazio Region on March 2, 2005,
AGCM notified Lottomatica and Sisal of the resolution passed during its own meeting on
March 31, 2005.

Lottomatica and Sisal, with additional motivations, challenged the aforementioned
resolution by the Authority, once again contesting its generic nature.

By a ruling published on June 15, 2005, the TAR of the Lazio Region rejected the appeals
and the additional grounds filed by Lottomatica and Sisal. The grounds for the penaity
imposed by the Authority were made known on November 30, 2005. With the assistance of
its counsel, Lottomatica is preparing its appeal against the decision handed down by the
Court of first instance, the term for which will expire on March 30, 2006. In any event, and
with reservation, Lottomatica has paid the fine and complied with the order to send the
notice requested by the Authority in which all operators of the bet collection points were
informed that they had the option of associating with other operators for games other than
Lotto Game, lotteries and Scratch and Win lottery. By a notice of October 25, 2005, the
Authority notified Lottomatica of having acknowledged that the order in question has been
duly complied with.

Gaming machines

SAPAR, the national association for public amusement machines, and FM S.rl. - with
reference to the tender called for by AAMS in Aprit 2004 to select licensees for the
activation and operation of gaming machines - closed in June 2004 with the execution of
the license agreements with the ten operators identified (including Lottomatica Temporary
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Business Combine) - filed an appeal before the TAR of the Lazio Region aimed, inter alia,
at obtaining the suspension and eventual annulment of the call for tenders.

LOTTOMATICA and the other licensees appeared before the court ad opponendum.

With an order on June 9, 2004, the TAR of the Lazio Region rejected the suspension
request filed by the SAPAR plaintiffs. The suspension and annuiment of the tender in
question was also requested in a separate petition before the TAR of the Lazio Region by a
group of video lottery operators. At the hearing of September 29, 2004, the TAR of the
Lazio Region rejected this suspension request as well. This appeal was then combined
with that of SAPAR and FM.

By a judgment issued on May 5, 2005, the TAR of the Lazio Region rejected the adverse
appeals. Therefore, this judgment of May 5, 2005, also relates to this last appeal.

On November 3, 2005, SAPAR and FM filed the appeal before the Council of State,
reiterating the reasons left unacknowledged by the TAR. Lottomatica’s counsels believe
that the appeal will likewise be rejected. To date, the hearing to discuss the appeal has not
yet been fixed.

Instant and traditional lotieries

LOTTOMATICA, as representative of a Temporary Business Combine under formation, took
part in the tender called for by AMMS to assign services for managing the instant and
traditional {otteries.

In a note addressed to LOTTOMATICA dated July 30, 2001, the State Monopolies notified

that the tender contract had been awarded to the Lottomatica Temporary Business

Combine (made up of LOTTOMATICA as well as SCIENTIFIC GAMES, Arianna 2001 S.p.A.,

Poligrafico Calcografica & Cartevalori S.p.A., EiS, Tecnost Sistemi S.p.A. and Servizi Base

2001 S.p.A).

The tender documents have been targeted by a number of contestations which can be

summarised as follows:

o appeal filed by SISAL: at the hearing on April 10, 2002, Sisal filed its own waiver of the
records of the case, thus causing the appeal to be considered unfounded;

o appeal filed by the CONSIRIUM Consortium under formation (composed of Autogrill,
Gtech Corporation, Oberthur Gaming Technologies and others): the Consortium
dismissed its claim at the hearing on June 17, 2003. The appeal was then rejected by
the TAR of the Lazio Region. The hearing to discuss the merits of the case was held on
November 18, 2003, before the Council of State. During the hearing, the Council of
State acknowledged the statement submitted by the counsel to Lottomatica regarding
the merger by incorporation of Lottomatica into Tyche and the resulting change in
company name of the merging company to Lottomatica, and thus declared the dispute
suspended pursuant to Article 300 of the italian Code of Civil Procedure. Only GTECH
CORPORATION and OBERTHUR GAMING TECHNOLOGIES s.a.s. served the notice
of reinstatement. At the hearing on October 28, 2004, the plaintiff companies asked for
the trial to be stricken from the docket;

o appeal filed by the ESULTALIA Consortium (composed of SNAI, VENTURINI e C.
S.p.A., POSTE ITALIANE and ETI): Poste and ETI took part ad adiuvandum in the
appeal filed by Snai and Venturini contesting the award on July 30, 2001. At the
hearing on May 14, 2003, Poste and ETI asked for the trial to be stricken from the
docket. On July 21, 2003, SNAI and VENTURINI notified all subjects involved that it
was renouncing its appeal, making it impossible to contest the adjudication following
which a proper License Agreement was entered into by the Lottomatica Temporary
Business Combine. It should be noted that in December 2002, SNAI, Venturini, Poste
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and ETI requested AAMS to proceed to make the award to them. In a note dated
January 21, 2003, AAMS replied that it was not in a position to make the award until the
outcome of the dispute. This note was then challenged by Snai and Venturini as further
grounds added to the previous appeal and by Poste and ET! in a separate appeal. On
July 17, 2003, Poste and Eti filed a petition for scheduling a hearing to settle the
dispute which, as mentioned, referred to the deed of January 21, 2003, in which AAMS
refused to assign the tender to Esultalia Consortium. Furthermore, on July 25, 2003,
Poste and Eti asked the State Monopolies not to rule until the administrative court had
issued its judgment.

According to the counsels to Lottomatica, the appeal by Poste and Eti cannot have any
effect on the assignment in favor of Lottomatica Temporary Business Combine, which was
confirmed and cannot be challenged, also taking into account the waiver of the main
appeal by Snai and Venturini. Indeed, Poste and Eti appeal is directed against the note by
AAMS dated January 21, 2003, stating that it will not make an assignment and not against
the assignment.

Again according to the counsels to Lottomatica, the request by Poste and Eti thus proceeds
in a direction diametrically opposed to the outcome of the appeal - not to further defer the
assignment - and therefore the separate appeal by Poste and ET! can only be resolved by
dismissal for lack of merit. Moreover, as confirmed by the counsels to Lottomatica, the
deadline has passed for Poste and Eti to contest the confirmation of the assignment in
favor of Lottomatica Temporary Business Combine by AAMS, thus causing them to lose
interest.

Lottomatica / AAMS Arbitration

Lottomatica, by availing itself of the arbitration clause provided for by Article 30 of the
License, filed a request for arbitration notifying the counterpart the will to refer the
settlement of the dispute arisen between the parties as to the concession interpretation
referred to in the Ministerial Decree of March 17,1993, to an arbitration board. Lottomatica
asked for the Board to ascertain and declare that the initial date for the enforcement of the
Lotto Game license granted to it by the Ministerial Decree of March 17, 1993, as amended,
is June 8, 1998; accordingly, the license’s final deadiine is June 8, 2016 (the date when the
Permanent Representation of Italy to the European Union of Brussels notified that the
infringement procedure No. 91/0619, “Automated Lotto Game” initiated by the European
Commission before the Court of Justice against the Republic of Italy had been terminated).
It came to such a conclusion by virtue of the fact that the Ministerial Decree of November 8,
1993, provided that the enforceability of the agreement was conditional on the Court of
Justice considering the concession clauses not to be contrary to the Treaty provisions.
Therefore, as a consequence of the non-retroactivity of the administrative action, the
license would only become effective on June 8, 1998.

Therefore, the Board formed on March 7, 2005, following the application by Lottomatica,
declared, by an award issued on August 1, 2005, that the initial date for Lotto concession,
granted by the Ministerial Decree of March 17, 1993, as amended and supplemented, is
June 8, 1998; accordingly, the relevant final deadline is June 8, 2016.

The Board has deemed the Lotto concession to have been completed through a compiex
and gradual procedure which has lead to the termination of the Community proceedings
with the Commission’s favorable opinion only years after the first Ministerial Decree;
therefore, the theory of AAMS, according to which the license agreement would instead be
a condition subsequent, must be disregarded.
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On December 1 5, 2005, AAMS served notice of the éppea'fat the Court of Appeals of Rome

for nullity of the award owing to logical defects and breach of rights. The appeal is due to be
heard on April 15, 2006.

Interruption of the network service

On June 18, 2005, LOTTO Game wagers collection service was interrupted in an alternate
manner, affecting almost all terminals connected to data transmission network managed by
BNL-ALBACOM (approximately 14,000 terminals). After reconfiguring the network, during the
night between June 18 and 19, 2005, the malfunction was put right and the data transmission
lines resumed. AAMS calculated that the revenue loss amounted to about 7.5 million Euro
and subsequently filed a claim for damages on July 7, 2005. Lottomatica, right from the
outset, contested AAMS’ claim for damages on the basis of a different interpretation of the
provisions of the license agreement. Lottomatica, in fact, holds that AAMS is only entitled to
claim payment of the penalties provided for under the concession - amongst other things only
in the case of “each day of delay” in repairing the malfunction “after the first day following
reporting it". Since the fault was repaired during the night between June 18 and 19, no
penaity would be due. However, on the following August 12, LOTTOMATICA paid AAMS the
amount that the latter was claiming, while contesting the legitimacy of the claim and
reserving the right to bring its case before the appropriate authorities. On September 16,
2005, Lottomatica formally asked AAMS to return the amount that it had been paid by way of
revenue loss within 15 days, also attaching a copy of the pro-veritate opinion issued by its
legal counsel (Mr. Carlo Mirabile, Esq.) supporting the abovementioned theories. Lottomatica
further reserved the right, in the event that the amount was not paid back, to initiate the
arbitration proceeding provided for under the concession agreement. On October 6, 2005,
AAMS replied to the foregoing note, deeming the request groundless, and stating to have, in
any case, informed the Government Lawyers Office of Lottomatica’s request to assess and
identify any technical procedures. Hence, Lottomatica is, to date, awaiting the Government
Lawyers’ decision before instituting the threatened arbitration proceedings.

in addition, LOTTOMATICA contested the network service malfunction on June 18, 2005, with
the provider BNL Multiservizi, reserving the right to apply the contractual penalties and to
claim compensation for further damages that were incurred and to terminate the contract.
BNL Multiservizi rejected LOTTOMATICA’s claims, declaring that it was not liable for the
service malfunction. Lottomatica, further, on September 14, 2005, following payment of € 7.5
million to AAMS, requested that BNL Multiservizi immediately pay said sum and initiated the
arbitration proceeding to ascertain that the contract has been terminated due to breach of
contract by the latter.

Following BNL Multiservizi's further refusal, on November 2, 2005, Lottomatica served BNL
Multiservizi itself the document declaring the appointment of its arbitrator, in the person of
Professor Berardino Libonati, requesting assessment to terminate the contract, owing to
default and negligence of BNL Multiservizi, and ordering BNL Multiservizi to pay Lottomatica
the sum of Euro 7,558,648.00, as well as the further damages suffered by Lottomatica itself.

On November 23, 2005, BNL MLS served notice that it had appointed Prof. Salvatore
Pescatore as its arbitrator. At the same time it asked that Lottomatica's requests be rejected
and that the impact of the third weekly drawing of Lotto and the other services conveyed on
to its network be ascertained, quantifying any sums due from Lottomatica in this regard.

To date, the first two arbitrators have not yet appointed the third arbitrator to act as
Chairman, and the Board has not therefore yet been formed.
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Sports Pools selection tender (former Coni)

The tender launched by AAMS on April 16, 2003, to “select providers for the concession of
the activities and public functions related to sports pools as well as any other games tied to
sporting events”, closed in June 2003, by entering into the license agreements with the three
selected operators, including the Consortium formed by Lottomatica, together with Totobit
Informatica Software e Sistemi S.p.A., Consorzio Totocom - Agenzie on line - and Telcos
S.p.A., has been the object of a number of appeals.

in particular, this procedure has been challenged by Coppini Giorgio & Partners S.a.s. (TAR
of the Lazio Region), by the sole proprietorship Righetti jointly with other plaintiffs (TAR of the
Lazio Region) and by MP S.a.s (TAR of the Sicily Region). At the hearing on July 23, 2003,
the TAR of the Lazio Region rejected the request for suspension submitted in the appeals
filed by the Companies Righetti + others and Coppini & Partners. As to the appeal filed by
MP S.a.s., the TAR of the Sicily Region, awaiting the judgments to be issued by the TAR of
the Lazio Region in the other disputes pending for the same purpose, ordered the sine die
postponement of the hearing to discuss the provisional remedy. In an order on Aprit 1, 2004,
the TAR of the Sicily Region ordered that the lawsuit be referred back to the TAR of the
Lazio Region for jurisdiction.

Other proceedings were initiated by the associations of the CT! and CONARI Totoricevitori,
as well as by the operator of a bet collection point, Mrs. Marilena Curcio. The aforementioned
plaintiffs have filed an extraordinary appeal with the Head of State asking for the annulment
of the Decree issued by the Director General of State Monopolies dated April 10, 2003
(Release of permit to sales outlets for betting pools as well as other any games tied to
sporting events).

According to the counsels to the Company, these appeals are not only considered non-
viable, but also appear to be groundless.

SUMMONS of FORMULA GIOCHI shareholders

On October 26, 2005, KARISSA HOLDING S.A., CORED INTERNATIONAL S.A, as well as
Mr. Massimo MACI, shareholders of Formula Giochi S.p.A. in liquidation (a company
operating in the collection of games and bets), served, on its own behalf and on behalf of
Formula Giochi, a writ of summons on LOTTOMATICA and SISAL to appear by January 30,
2006, before the Court of Appeals of Rome, requesting to assess the liability of Lottomatica
and Sisal themselves for anticompetitive conducts sanctioned by the Competition Authority’s
decision of November 23, 2004, which, in the plaintiffs’ view, was allegedly the cause for (I9
the impossibility to transfer their share of € 3,007,000, (i) Formula Giochi’s impossibility to
access the gaming and betting market, provoking an impoverishment of € 34,200,000 of the
corporate value of Formula Giochi. Therefore, the plaintiffs, on its own behalf and on behalf
of Formula Giochi, requested Lottomatica and Sisal be sentenced to jointly and severally pay
damages amounting to a total of Euro 37,207,000.00.

Irrespective of a number of preliminary issues concerning, inter alia, the plaintiffs’ right of
action, the files of the proceeding instituted by the Competition Authority do not demonstrate
that Lottomatica’s conduct was detrimental to Formula Giochi. On the contrary, the
preliminary investigation records, taken verbatim in the Competition Authority’s action to
close the proceedings and, in particular, the statements delivered during the hearing of
November 10, 2003 by the former managing director of Formula Giochi, prove that the
“disintegration of the newly-born third pole” is to be ascribed to reasons not attributable to
Lottomatica. Lottomatica appeared before the court according to a formal procedure on
January 10, 2006. Formula Giochi S.p.A. appeared before the court at the hearing of January
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30, 2006, in the person of its liquidator. At the hearing of February 6, 2006, the Court of
Appeals allowed the parties 30 days to draw up notes, reserving to fix a date for the next
hearing.

APPEAL FOR THE NETWORK TENDER

RTI ALBACOM — FASTWERB, the consortium currently being formed, on October 27, 2005,
filed an appeal before the TAR of the Lazio Region for annuiment, prior to provisional
remedy, of all the tender documents related to the concession of the data transmission
service on virtual private network for the Lotto Game, called for by Lottomatica S.p.A., also
requesting Lottomatica to be sentenced of damages payment.

Lottomatica, by means of its deed for entry of appearance, requested rejection of the
plaintiff’s claims.

At the hearing of November 23, 2005, the ALBACOM - FASTWEB Temporary Business
Combine waived its request for a stay of the proceedings. To date, a date has not yet been
fixed for the discussion of the merits of the case.

it should be noted that the Group has not allocated any provisions for risks for the disputes
pending as of December 31, 2005, considering that the requests made by its counterparties
that can be economically measurable are unfounded.

12. COMMITMENTS

As of December 31, 2005, the Group recognized outstanding commitments totaling €/000
297,289 including guarantees of €/000 292,523 and other commitments of €/000 4,766.
The most significant items relate to:

- the guarantees given to the telephone (Tim ltalia, Vodafone, Wind, H3G) and
television companies, regarding the obligations undertaken by Lottomatica ltalia
Servizi S.p.A. and Totobit S.p.A. under the contracts for automatic top-up service of
prepaid services (€/000 171,661);

- the guarantees given by Efibanca and Banca di Roma in favour of the Ministry of
Finance regarding the obligations undertaken by Lottomatica S.p.A. to operate Lotto
concession (€/000 36,707);

- the guarantee given on behalf of Consorzio Lotterie Nazionali to be enforced on
Lottomatica S.p.A. credit lines in favor of AAMS regarding the discharge by Consorzio
of all obligations deriving from the License Agreement as set out under Article 10 of
the License dated October 14, 2003 (€/000 25,823);

- the guarantees (€/000 22,474) given by Lottomatica S.p.A. and Lottomatica ltalia
Servizi S.p.A. on behalf of the Revenues Agency, in consideration of the credit
utilized within the Group VAT procedure;

- the guarantees given to the benefit of RTI Videolot S.p.A. to be enforced on
Lottomatica S.p.A. credit lines, in favor of AAMS regarding the discharge by RTI
Videolot S.p.A. of obligations deriving from the Video lotteries license (€/000 15,385);

- the guarantee given on behalf of Consorzio Lottomatica Giochi Sportivi to be
enforced on Lottomatica S.p.A. credit lines in favor of AAMS regarding the discharge
by Consorzio Giochi Sportivi of all obligations inherent to the game (€/000 15,000);

- the guarantees given by the Group companies to be enforced on Lottomatica S.p.A.
credit lines for securities relating to prize competitions (€/000 2,964);

- the guarantees given by Lottomatica S.p.A. for ieases (€/000 1,836);

- the guarantees given by Lottomatica S.p.A. in favor of Sogei regarding horse-racing
events (€/000 626).
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The item “Others” amounts to a total of €/000 4,766 and include:

» Three comfort letters (for a maximum of €/000 3,920) given by Lottomatica in favor
of its subsidiary company Lis to guarantee performance of the latter's contractual
obligations with Juventus Calcio (€/000 2,582), Torino Calcio (€/000 775) and
Vicenza Calcio (€/000 258); and one comfort letter given in favor of its subsidiary
company PCC (€/000 305).

> Gold coins not collected by the winners of the “Cinquinotto” prize game of
Lottomatica S.p.A., deposited with Comit (€/000 120).

» Pcc’s commitment to undertake rentals expiring from 1.1.2006 for finance lease
agreements entered into for plant and machinery (€/000 726).

Furthermore, it is specified that Lottomatica S.p.A. uses, towards its subsidiaries, €/000
213,074, of which per €/000 94,690 are credit lines granted by Banca Popolare di

Bergamo, €/000 60,323 by Banca Antonveneta, €/000 13 by MPS and €/000 45 by
Unicredito.

13. Receipts and Payments (Presidential decree No. 560 dated 16.09.1996).

The administration of receipts and payments by the Parent Company, under the powers
granted by the above mentioned Presidential Decree No. 560, is discussed below.
This item, equal to €/000 178,225, is made up as follows:

RECEIVABLES
These total €/000 4,065 for the receivable due from the operators of bet collection points in
relation to sums collected by them, net of winnings and their commissions.

CASH AND CASH EQUIVALENTS
These amount to €/000 174,160 and reflect the administered receipts held on bank and
postal accounts as of December 31, 2005:

. €/000 134,363 on a specific current account held with Banca Intesa S.p.A;
. €/000 39,797 on a specific postal account.

PAYABLES
These amount to €/000 178,225 and are made up of:

«  €/000 148,855 in profits due to the Tax Authorities as of December 31, 2005;
*  €/000 12,481 due to the Ministry of Finance's pension fund;

° €/000 270 in amounts to be paid over to the Tax Authorities, equal to the interest income
accrued on the specific bank account used for the administration of receipts and
payments, net of tax charges and related expenses;

* €/000 6,269 for the premium on the last two drawings made over the period under
consideration to be paid out to the licensee;

e €/000 10,350 in winnings not paid as of December 31, 2005.
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LIST OF COMPANIES INCLUDED IN THE CONSOLIDATION AREA AS OF 31.12.2005

List of significant Equity ivestmients as of 31,12.2005
pmsuant to Asticle 120 of Legisfative Decree no. 58 as of 24.02.1998
ito be published pursuant to Article 126 of CONSOB resohmion 1%0. 11971 of hay 14, 1999

Shareholders’ Equity 1vatues in €000)

%

Consolidation

Company name Actlvities HO 5 . Shareholder
Equity Results ownership method
Capltat Resetves
(ottomsetica Sp.A. State licensee to menage Lotto and other pukiic games Rome 83,009 328,499 139,404
Qperation of the Centre di Elabarazions Multizens (Mutti-
Lottomatica Sistemi S p.A. Area Data Processing Center) in Naples, as wefl as Rome S165 3,054 4,266 100% Lottomatica Sp.A. Line.by-iine
technical and commercial assistance to the Group
PCCESSp A, Prociction and supply of special paper products THO (P2} 21,000 1,291 -350 100% Lott s :?\Ss!erm Line-by-line
Lottomatica lialia Servizi Sp.A  Chizen, business and ticketing services Raome 2582 12,455 11054 325% Lettomatica Sp.A. Line.by-line
Cartal 5 Sp.A. Issue of electronic money Rome 10,000 Q -585 90.0% meaﬁ? pn:ixa Servizl Line.by-line
L I ) .
Totabit Informica S p 4. Ondine services for citizens Milan 3043 2412 4487 100% mm""?pﬂ?” Serviz | jneby-ine
Software development and production to precess and tareno di - "
TIS 8 develop game systems & bet collection poirts Napoli (NA) 100 -1121 136 100% Totoblt Sp.A. Line-by-ine
LIS Finanziaria S p.A Financial services managemert far Lottometica Group Mitan 1,000 1188 154 100% Totchi S.p.A. Line-by-line
Sed Mutitel Sp A (" Technological n for remote services for ctizens Mitan 300 37 868 755% Totobl S9.A. ¢ Line-by-ine
] pA () echnological supps: r r > il . Lottomatics S.p.A. -by-|
i RA. "
Consor zio Glochi Sportivi () Sports pooks management and operations Rome 100 -2 1 89.63% Lottomatica S Line-by-line
fTolobd S p A,
Consorzio Lotteris Nazional Cperation of instart and traditionsl lotisries Rome 11,820 -3,448 451 3% Lotiomatica S.p.A. Line-by-ine
Operstion of video lottery mactines purchased urtll the 3rd
Videolot Gestione SpA. Guarter of 2005 end installed et Centrai-Southern faly Rome 120 2,283 -1,38% 100% Lottomatica Sp.4. Line-by-ine
oudlets
Operation of remote netwaork and direct managemert of . "
RTI Videalot S.p.A. amusement and ertertainment machines Rome 120 4,606 653 100% Lottomatica S o.A. Line-by-lina
Cirmatica Gaming S.A. Manageman and admiristystion of financial and equtty Barcelona 54158 75174 2545  100% Lattamatics S..4. Line-by-line
investments
Management and administration of financial and equity . . .
) A, byl
NovaprimaSrL. e s Novara 10 o] 100% Lottemstica Sp.A Line-by-line
Managemert and administration of financial and aquity Lettomatica Sp A7
Invest Games S A, westments Luxembourg ¥ 100% Nova Prima s.f).

{*): inclirectly owned 55 5%
(=X directly owned 4 63%
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Ahalyéis of income results as of 31.12.2005 of the Co}npa»r'{i'es included in the
consolidation area

. § Loftometica | Totobit SED us " Cnnsum’o Consorzis| .. RT1  jlLoftomatica Vigeoist Nova
Valugs in housaris of eurcs Lvﬂ;’:::ma falia  |informalica | Muititel |Finanziatia| TT5 &n Csana;:s Gicemt | Lotterie Cvrrsn:uca Vigeoiot | Sistemi chis Gestione | Prima
Sewiz SpA| SphA SpA SpA 4 Sportvi | Nazionatt ) SpA SpA ks SpA B

Revenues fram salas and senvices 443,885 42,339 20,022 o 850 341 [i] af 54801 [ 3,014 18,754 3155 1,865 [}
Change in invantories -135 ¢} 73 8 [ -35 1) 1) Iy} ) b [} -45 ] 4
Capitalization of interal construction ¢osts L} 25 1] ] ¢ ] 1] 0 0 9 1 a ] i} 4]
Dther revenues 48,123 1,525 2596 4,053 712 1,185 1] 383 5,336 0 28 470 17 1,788 1}
Totad1eveinies 489.873 44489§ 22691 4,053 1362 1408 0 383§ 60,237 0 3034 0224 9127 3.651 [3
Caosts for goods and sevices 1853874 18,212 11,080 1,770 1,144 318 577 B4 550898 115 2742 1,924 4184 898 2
Change in imvenionss 2 9 0 0 o 0 0 Y 0 0 0 a 0 a 8
Adklod vakte 293890 26277 11611 2283 28 1090 577 299 4,239 -115 202 18.300 4043 2842 -2
Labpur costs 45,078 2.316 3229 407 410 588 2} 0 0 47 9 4410 2808 ) a
Qpsrating charpes 22.808 311 92 28 at 51 1 310 330 18 95 9 55 759 1
Qiher provisians 2,068 160 0 [ 18 bl [ g 39 a 108 0 8 0 0
©05S opesatiivg mat iy EBITDA [ 2o0m] sl ame] asas] oe] an] Tsm[ al ane] as] e esse] 22| 20w 3}
Amortization of infangibie assets 5,802 4574 82 82 17 61 i) 0 1,394 F] 337 g 108 [] 0
Depreriation of property, plant and equigment 28,908 1,404 1,371 337 4 31 g [ 278 ] 460 12 2,455 2152 g
Write-down of fixed assets 4752 a 4 0 4 1} 0 o 1] i ] [ 0 [« [
Write-dawn of raceivables 1,508 Q 450 Q g Q 1] g a q 1] g 4 4 a
el ating profit (EBIT) 181.984 17,592 6,387 1.429 -394 348 578 -1 2.200 -180 708 8.870 -284 69 -3
Einancial Income {charges) | 27es] 761] 276 ] B 2] 5] en0] egss| @ ] EED I a]
Profit befora axytaordiuuy fems l 265,772 L 18274 { 6.@631 1428 { -287 ! 278[ 557 l 4 l 2.3701 3915 [ 787 I 7»964} 358 { -‘.’G] 3 l
Valua adjustments to finantial assats { 544 l OT 610 } 0} g f U-{ 0 { g ; 9 i 8 i DI L} 9 2 ] 0 } D}
Proft hefors taxes (EBT) § 2052281 182741 60531 14281 2871 2781 5571 4} 2870]  3o15]  7avl 79641 3581 06 § 3}
income taxes for the period I 54,690 ! 7.007} 3 ‘555} sl am 142} 2] 3 } 2035 i 13t m I R o

Profit 1058 for the petiod [ rose] wae] aamr] wo]  me] ase] ] 1 ss] ass] es]  aame] sl aw]




