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Description

Italian Telecoms operator

Teleunit — Trading Update

20.25p

TLU.L BUY (retained)

Teleunit (TLU), the Italian telecoms operator, has today updated the market in a pre-close trading
statement. Despite what has been a difficult year, including the effect of price capping in Premium
Access services, slowdown in the Fixed Line business and delay by the Italian Ministry in auctioning
the Wireless Local Loop licenses, we expect the FY2004 results to be in line with our forecasts at the
pre-tax profit level.

Monthly invoicing has steadily increased since the interims in July, with the €4.9m monthly revenue at
the mid point increasing to €6.6m in November. This gives €79m annualised (or 84% of our 2005
forecast) assuming no growth in the business over the next 12 months. Whilst a scenario of no growth
is highly unlikely, we are leaving our 2005 forecasts unchanged at this stage, but highlight the potential
for upgrades during H1 of next year.

Fixed Line

Growth in the highly competitive Fixed Line market has been slightly slower than expected. However,
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rather than stand still, management has developed a new service - VoIP through ADSL to SoHo (small
office, home office) and SME customers - which should be ready for launch in 2005. This will allow
the end user to bypass Telecom Italia’s last mile connectivity, through installation of a TLU gateway
VolIP, offering greater flexibility and lower costs to the consumer and potentially significant additional
revenues to the company.

Whilst TLU’s ADSL will be sufficient to support both data and voice, its capacity is considerably
below that of WLL and, therefore, is not expected to cannibalise revenues from the latter. Moreover,
the service can be sold using existing spare capacity in the Fixed Line sales force, sweating the
overhead more effectively.

Pre-paid calling cards

Whilst penetration of tobacconists and newsagents with the new PoS system has been slower than
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expected, numerous alternative routes to market exist e.g. travel agents, supermarkets. The latter, in
particular, is appealing, given large retailers geographical coverage and consumer throughput, and
management expects to sign a new deal with a 15-unit supermarket in the new year.

Management has also commenced selling national and international prepaid traffic to the wholesale
market. Whilst margins are modest (c.13-14%), potential revenue flows from the large national and
international carriers could be considerable. TLU has hired a team of three from another Italian
operator, who are tasked with developing this business over the coming months.

Premium Access

The strong growth witnessed at the interim stage has continued in Premium Access services. Revenues
for November alone were €4.5m, more than double the prior year, helped by a new divisional manager
recruited from FastWeb, and a strong performance from Starline, a Rome-based provider of premium
rate telephony voice content, which has agreed to migrate its premium access numbers traffic
progressively to TLU until 2007. Approximately 60% of Starline’s traffic is currently passing through
TLU, with management expecting this to increase to 85% during 2005.

Wireless Local Loop (WLL)

Further bureaucratic delays in the auction for the Tuscany license has led management to consider
alternative opportunities for developing WLL in Tuscany. Management expects to make an
announcement on this in the new year.

Daniel Stewart & Co acts as broker and nominated advisor to Teleunit SpA.
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Mobile content/ 5-digit market
Delay in the rollout of 5-digit services from September to November was outside of TLU’s control, and, with partners such as radio
stations and football teams slow to advertise the service, revenues for 2004 will be below our expectations at the interims.

Management has now adopted a subscription model (when an end user requests new content he/she must subscribe to ongoing weekly
content receipt). Although users can unsubscribe at any point, current cancellation rates are running at 42.4%, which management informs
us is below the industry average of 50%. In the first month of operation, TLU has achieved 8,000 subscribers, and expects this to double
by the end of December.

Subscription levels are closely linked to advertising levels and the company is planning to advertise its 5-digit service through television
in Q1 2005, taking advantage of numerous additional consumers who will have received mobile phones as Christmas presents. Whilst
television advertising may be more expensive, it should generate higher business volumes. The type of content requested also impacts
revenues, with ringtones (60% of requests to TLU) and wallpaper (30% of requests) achieving a higher price point.

Conclusion

Despite a difficult trading environment during 2004, management has grown the business largely in line with our expectations. Where
delays have occurred or trading has been slow, management has been quick to adapt by generating new revenue lines and new services to
keep profitable growth at a consistently high level. It is this entrepreneurial nature and adaptability that should stand this dynamic and
rapidly changing company in good stead. We maintain that the stock is cheap on a value to growth basis and reiterate our BUY
recommendation.

Although reasonable care has been taken by Daniel Stewart & Co plc to ensure the facts stated and opinions given and projections
made in this document are fair and accurate, Daniel Stewart & Co plc has not independently verified all the information given in
this document. Readers of this document are advised that Daniel Stewart & Co plc is acting as broker and nominated adviser to
Teleunit and accordingly this document may not be considered as objective or impartial.

Any comments contained in this document are intended only for those private investors and business customers of Daniel Stewart & Company Plc to whom it has been
distributed. This document is not intended for the use of private customer as defined by FSA. In the event that any such person should come into possession of this
document, it is recommended that they should seek independent advice from a suitably qualified professional advisor before taking any decisions in relation to the
investments detailed herein. Daniel Stewart & Co plc may actually or may seek to do business with companies covered in its research reports. Investors should be aware
and take into consideration that the firm may have a conflict of interest that could affect the objectivity, independence and impartiality of this report. The firm’s policy on
managing actual or potential conflicts of interest may be found in our Research Note Policy statement on our website www.danielstewart.co.uk.

The investments mentioned in this document may not be suitable for all recipients or be appropriate for their personal circumstances. The information in this document is
believed to be correct but cannot be guaranteed. Opinions constitute our judgement as of this date and are subject to change without warning. This document is not intended
as an offer or solicitation to buy or sell securities. Daniel Stewart & Company, its officers and employees may have positions in the securities mentioned herein. Past
performance is not necessarily indicative of future performance and the value of investments may fall as well as rise and the income from them may fluctuate and is not
guaranteed. Clients may not recover the amount invested. Some securities carry a higher degree of risk than others. The levels and basis of taxation can change. When we
comment on AIM or OFEX shares you should be aware that because the rules for these markets are less demanding than those of the Official List of the London Stock
Exchange the risks are higher. There is a higher risk of losing the money you have invested. Furthermore, the marketability of these shares is often restricted, you may have
difficulty in selling your shares and there is often a big difference between the buying and selling price so that if you have to sell them immediately after purchase you may
get back much less than you paid for them. If you are in any doubt, you should consult your investment advisor.

The contents of this document have been prepared by, are the sole responsibility of and have been issued by Daniel Stewart & Company Plc for the purpose of section 21 of
the Financial Services and Markets Act 2000.

Regulated by the Financial Services Authority.
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