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Buy: Doing the right thing on savers conversion

» Savers conversion would be a marked improvement in
corporate governance

» Vivendi could support it, despite voting rights dilution
» Reiterate Buy rating with a EUR1.35 target price on the ords
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The most important drivers in telecoms ...
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The most important drivers in telecoms ...

1. Regulation
2. Regulation

3. Competition
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The regulation and capex cycle

Wavelength of regulatory cycle seems twice that of technological cycle
* Regions acquire technological leadership

» Toughen regulation, which discourages capex, costing them technological leadership

» And then, lighten regulation to regain technological leadership

'Europe trying to regain early 2000s technology leadership - lightening regulation to stimulat‘apex...
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Regulatory cycle: peak to trough to peak, or trough to peak to trough Regulatory cycle

Source: HSBC
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Investors have suffered poor returns for over a decade ...

Telecoms share price performance
2001 to 2013 vs Eurostoxx 600 (rebased to 100)

Underperformance: 31.4%
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Something radical has changed: outperformance since mid-2013

Telecoms share price performance

2013 to date vs Eurostoxx 600 (rebased to 100)
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Regulation: fixed-line

o Almost 20 years of regulatory arbitrage: no incentive to invest in infrastructure

e The EC’s “Non discrimination and cost methodology” Recommendation (Sept 2013) aims to
recreate the conditions to invest. Three key principles:

1. NGN technology agnosticism
2. LLU prices stable in real terms

3. Wholesale fibre prices non cost-oriented

e When investing in infrastructure:

Co-operation > Competition
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Regulation: mobile and Italian consolidation

inveried-U relationahip betwesn capex and competifive intenaity (indicative only)

The dynamic efficiency gains virtuous cycle:

B Oplimal bevel of compedittve Intensity
T aquivalent tn 33% EBITDA margin

Consolidation
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e Non-approval of 3ltalia-WIND merger: the biggest risk for the investment case of Tl and of
European telecoms. Two points:

1. Denmark is different

2. Local support a decisive factor
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Regulation: mobile and Brazilian consolidation

e Brazil going through the worst recession in 25 years. BRL at an all times low vs EUR and
USD: wrong conditions for selling an asset

e A possible TIM+Oi combination could be an option. TIM by far the stronger counterparts.
BUT: any valuation of Oi would need to clarify three issues:

1. Of’s fixed-line concession post 20257
2. BRL23bn of contingent liabilities?

3. Changes to the current Telecoms Law?

e Brazilian consolidation can only happen if ANATEL, Government and Congress all support it
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Competition

Indici prezzi utilities (2010=100)
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Telecoms services: the only “utility” on a deflationary trend
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TI: corporate governance

e Savers shares proposed conversion, a step in the right direction:
1. Financially sound
2. One share — One vote principle

e Corporate governance has improved in recent years:
1. Atleast 50% of board members to qualify as “independent”

2. Majority premium reduced from 4/5 to 2/3 of Board

e | believe an even more proportional representation of shareholders on the Board could create
further value for Tl and all its shareholders
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*A stockwas classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12 months (unless it was in an
industry or sector where volatility is low) or if the analystexpected significant volatility. However, stocks whichwe did not consider volatile may in fact alo
have behavedinsuchaway. Historical volatility was definedas the pastmonth'saverage of the daily 365-day moving average volatilities. In orderto avoid
misleadingly frequentchanges in rating, however, volatility had to move 2.5 percentage points past the 40% benchmark in either direction fora stock’s status
to change.

Rating distribution for long-term investment opportunities

As of 19 November 2015, the distribution of all ratings published is as follows:

Buy 45% (31% of these provided with Investment Banking Services)
Hold 41% (29% of these provided with Investment Banking Services)
Sell 14% (17% of these provided with Investment Banking Services)

Forthe purposes ofthe distributionabove the following mapping structure is used during the transition fromthe previous to currentrating models: under our
previous model, Overweight = Buy, Neutral=Hold and Underweight = Sell; under our current model Buy = Buy, Hold = Hold and Reduce=Sell. For rating
definitions under both models, please see “Stock ratings and basis for financial analysis” above.

Share price and rating changes for long-term investment opportunities

Telecom Italia (TLIT.MI) Share Price performance EUR Vs HSBC rating Recommendation & price target history
history From To Date Target Price Value Date
Underweight Neutral 22 November 2012 Price 1 0.75 22 November 2012
2 7 Neutral Overweight 28 November 2013 Price 2 0.50 07 August2013
18 1 Overweight Buy 29 March 2015 Price 3 0.60 26 September 2013
16 A Source FISEC Price 4 1.05 28 November 2013
1.4 4 LS Price 5 1.10 17 February 2014
12 1 RS o Price 6 105 14 May 2014
1. ®e Price 7 1.15 11 September 2014
08 | Price 8 1.20 10 November 2014
' Price 9 1.25 13 January 2015
0.6 1 Price 10 1.30 12 March 2015
04 1 Price 11 140 10 August 2015
0.2 + Price 12 1.35 10 September 2015
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Source: HSBC
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