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The Tiscali Group

REPORT ON OPERATIONS

Tiscali shares

Tiscali's shares are listed on both the Milan Nuovo Mercato (TIS) and the Paris Nouveau Marché (005773).
In the first half of the year Tiscali once again had the highest capitalisation of any company on both the
Nuovo Mercato and the Nouveau Marché: EUR 1.66 billion as of June 2003. In the same period the total
number of shares rose from 361,734,135 at 31 December 2002 to 366,114,338 at 30 June 2003.

The table below lists the capital increases carried out during the period.

Capital increase subscribed by Wanadoo

17.06.2003 International SA 2,290,924 366,114,338
93.05.2003 Capital increase subscribed by Dell 152,380 363,823,414
Product BV
20.05.2003 Capital increase underwritten by VTL Inc 840,228 363,671,034
09.04.2003 3" tranche of Connect Software warrant 74,350 362,830,806
Capital increase subscribed by
09.01.2003 Messrs. Cavallotto, Decio, Gilardoni and 1,022,321 362,756,456

Massironi and Trayboard Holding SA
(Quinary SpA)

The chart below shows Tiscali’s shareholder base at 30 June 2003

Shareholder base

Free fl.
47.2%

Sandoz Family Foundation
16.7%

Kingfisher International
Europ@tweb NV

3.3% 3.3%

Source: Tiscali
In the first half of 2003, Tiscali’s share price performed steadily, in line with other internet stocks, thanks to

good first-quarter results, to investors’ renewed interest and confidence in technology stocks and the equity
market in general.
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Tiscali posted the highest monthly value of trades in the period, at EUR 339.5 million in June, an increase of
83% on May.

An average of 2.7 million Tiscali shares were traded daily, down slightly on the same period of last year. The
average daily value of trades was EUR 11 million, making Tiscali the most liquid stock on the Italian Nuovo
Mercato and one of the most traded internet stocks in Europe.

Above-average daily volumes were recorded in early June, with a peak of 9.3 million shares traded on 3
June 2003. The highest price of the year to date (EUR 5.00) was registered on 14 January 2003, while the
lowest (EUR 3.40) came on 12 March 2003.

On 2 June, Tiscali was included in the S&P/MIB index of 40 leading stocks listed on the main Milan market
and the Nuovo Mercato. The index, created by Borsa Italiana and Standard & Poor’s, is set to become the
main Italian equity market benchmark. Tiscali entered at number 33, the highest position of any Nuovo
Mercato stock.
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The Nuovo Mercato remains Tiscali’s main market, accounting for 99.76% of total trades.

Average daily trades of Tiscali shares on its two markets.
Number of shares

Nuovo Mercato Nouveau Marché Total
Date Number of shares % Number of shares % Number of shares %
January-03 3,056,821 99.87% 3,872 0.13% 3,060,692 100%
February-03 2.305,031 99.72% 6,410 0.28% 2,311,440 100%
March-03 2,719,402 99.72% 7,761 0.28% 2,727,163 100%
April-03 2,500,580 99.76% 5,907 0.24% 2,506,487 100%
May-03 1,988,456 99.56% 8,713 0.44% 1,997,168 100%
Jurie-03 3,387,675  99.89% 3580  0.11% 3,391,255 100%
Daily average 2,659,661 99.76% 6,040 0.24% 2,665,701 100.00%

Source: Tiscali Finanza
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Market background

Macroeconomic situation

In the first half of the year estimates for economic growth for 2003 and 2004 were cut further owing to a
disappointing performance early in the year and a lack of positive indicators for future months.

Projections for GDP growth now stand at 0.5% this year, compared with earlier forecasts of 0.7%, way
behind the US economy, which is expected to expand by 2.1%. Europe’s economy is looking increasingly
shaky: economic activity has ground to a halt and inflation is slowing more sharply than forecast,
heightening fears that the eurozone may be sucked into a deflationary spiral.

The inflation rate has broken through the 2% ceiling earlier than the European Central Bank had expected.
Given deteriorating growth prospects and sliding inflation, the ECB cut interest rates by 50 basis points to
2% at the beginning of June, their lowest level since 1948.

The internet market

Countering the trend of the wider economy, the European internet market saw an increase in active user
numbers and spending on services. Broadband services continued their rapid rise and now account for
around 5% of home internet connections. This percentage is expected to reach 15% by 2007 (source:
Gartner).

At year-end 2002 European business and home internet users numbered around 184 million, with 90% of
this group based in Western Europe (source: Gartner).

The narrowband user base is expected to expand at a CAGR of 2% between 2002 and 2007, while the
number of broadband connections should soar by 25% per year in the same period—a significant
performance when set against the annual GDP growth rate of 2.4% expected in the next five years.

Internet connection and domestic user numbers in Western Europe
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Source: Gartner Dataquest (May 2003)

Central and Eastern Europe offer the brightest prospects for the next few years, while in the more mature
UK and German markets growth rates will be lower.
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The first half of 2003 saw further concentration in the sector, and the leading players (T-Online, Wanadoo,
Tiscali and AOL) consolidated their market positions. In the broadband segment, incumbent operators, which

had previously enjoyed quasi-monopolies, experienced a loss in market share.

Dial-up Broadband
market share % market share %
T-Online 7.4% T-Online 21.5%
Tiscali 7.3% Wanadoo 11.2%
Wanadoo 7.2% Tiscali 1.9%
AOL 6.5% AOL 1.0%
Oth. 71.6% Oth 64.4%
Total
market share %
T-Online 8.9%
Wanadoo 7.7%
Tiscali 6.7%
AOL 5.9%
Oth 70.8%

Source: Gartner Dataquest (as of December 2002)

The dial-up market

Over the next three or four years, the dial-up market will remain important in terms of subscriber numbers,
although the user base will grow slowly, and total spending in the segment is likely to fall.

However, the ongoing downtrend in online advertising spending and the increasing range of broadband
services will lead to growing convergence between dial-up and broadband business models and services.
There is an increasingly evident shift away from pay-as-you-go (or “free internet”) services towards
subscription-based FRIACO (flat rate internet access call origination) models.

FRIACO services are now well established in the UK and France, and are being developed for the end user
and wholesale markets in the other major European countries. The business rationale for operators is that
they attract enough users to cover the costs, and they are popular with end users as they can be customised
and are cheaper than the DSL services currently available.

However, these types of services are now paving the way for the expected dominance of broadband.

The broadband market

2002 saw huge growth in broadband services. At the end of 2001 just over 4 million users in western Europe
were connected via ADSL, but by the end of 2002 the number had skyrocketed to over 9 million. The
upwards trend of late 2002 continued into 2003, and forecasts now put growth for the next few years at
over 25% a year.

The rapid rise of broadband follows the liberalisation of the sector across all European markets, which is
enabling independent operators such as Tiscali to expand their services.

The market opened up after intervention by the European Commission, which recently demonstrated its
commitment to developing a competitive broadband market by fining Wanadoo (France Telecom) and T-Online
(Deutsche Telekom) for anti-competitive practices.

The most widespread and accessible business for non-incumbent operators remains wholesale, which limits the
role of ISPS to that of resellers and squeezes their margins. However, new tariff mechanisms based on the
costs of interconnecting to the incumbent’s network and local loop unbundling should enable independent
operators to operate more effectively on the broadband market, and thus improve services for end users.

Broadband growth is therefore highly dependent on the regulatory framework, and, more specifically, on
decisions regarding wholesale bitstream unbundling, whereby the “best European price” is applied to the
whole basket of unbundled access services, and especially to the fixed costs of co-locating equipment at the
sites of the incumbent operator. These costs should no longer represent a barrier to entry, allowing more
players to come into the market.

10
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Wholesale bitstream unbundling model
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Once again, in the first half of 2003 broadband services were the main driver of revenue growth for the
major European ISPs, as first-time internet users increasingly opted for broadband over dial-up. This trend
was boosted by heavy internet users shifting from dial-up to broadband. ISPs see broadband as the future
of internet access, as this means portals will be less dependent on advertisers once revenues from the sale
of value-added content such as games, music and videos increase.

11
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Tiscali group: key figures

In the first half of 2003 Tiscali continued to deliver vigorous organic growth together with profitability
improvements, thanks to its increased presence in the broadband market, and to the completion of the
integration and restructuring programme implemented over the last two years.

Despite a difficult market situation that hit all sectors, Tiscali posted impressive first-half results:

revenues of EUR 429.7 million, up 17% on 1HO02

e gross margin at 50% of revenues, from 47% in the same period last year

e positive EBITDA for the third consecutive quarter, at EUR 33 million (8% of revenues)—a complete
turnaround from the EUR 8.6 million loss posted in 1H02

e 470,000 ADSL users, an increase of 370% on the 100,000 customers recorded in the same period of
2002

These results bear out the validity of Tiscali's business model, which has made the group a leading player on
the internet market, and the only truly independent pan-European operator.

Tiscali’s challenge this year has been to take broadband market share from incumbent operators and work
towards introducing new internet access systems.

The ADSL segment offers the brightest prospects for growth in Europe, and although incumbent operators
still dominated in early 2003, the market is undergoing gradual liberalisation. Thanks to an improvement in
the regulatory framework and a dynamic commercial strategy, broadband is now Tiscali's main growth
driver: the ADSL user base is expanding rapidly, with attendant advances in revenues and profitability.

Revenues, gross profit and EBITDA y/y

500 7 €ml [J1H 2002 gg1H 2003
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Profit and Loss Account — EUR million 30.06.2003 30.06.2002
6 months 6 months
Revenues 429.7 367.7
Value of production 429.7 367.7
Cost of goods sold 212.6 196
Gross profit 216.9 171.7
Sales and marketing costs 66.4 59.3
Personnel costs 68.9 71.1
GRA 48.5 49.9
EBITDA 33.0 -8.6
Depreciation and amortisation (131.5) (344.49)
EBIT (98.8) (353.0)
Financial income (charges) (10.4) (19.2)
Extraordinary income (charges) (32.4) (29.8)
Gross profit (loss) (141.6) (405.7)
Taxes (0,620) (0,470)
Minorities 12.9 2.4
Net profit (loss) (129.4) (403.7)

Tiscali posted consolidated revenues of EUR 429.7 million in 1H03, an increase of 17% on the 1H02 figure of

EUR 367.7 million.

A breakdown of revenues by business area confirms the growth trend in access revenues—boosted by
broadband—and highlights the increasing importance of business services, where Tiscali recently made

acquisitions aimed at lifting its market share.

13
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Breakdown of 1HO3 revenues by region
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Revenues by region also remained steady in the period, with the five biggest European countries accounting
for around 80% of the total—specifically: Italy 20%, France 21%, Germany 12%, the UK 18% and Benelux
10%. Revenues in Spain, Switzerland, the Czech Republic, Austria and South Africa, which make a smaller
contribution to the total, remained stable in 1H03.

Also significant was the increasing contribution of TINET (Tiscali International Network), accounting for 3%
of revenues. TINET provides network services to the whole group, boosting margins through synergies and
cost savings, and has now begun generating revenues by offering its services to companies outside the

group.

Extraordinary Operations

As part of its pan-European expansion strategy, Tiscali acquired three companies operating in the consumer
segment and two corporate service providers. The new acquisitions were: Airtelnet in Spain, Wanadoo in
Belgium, Tiscali Internet Ltd in the UK, Nextra SpA in Italy and EUnet AG in Austria.

On 31 January 2003 Tiscali acquired Airtelnet, Vodafone’s Spanish ISP business. The company was valued at
EUR 9.86 million, and will be paid for in newly issued Tiscali shares (2,162,139). The acquisition consolidates
Tiscali’s position on the Spanish market and improves profitability. Airtelnet has around 110,000 active dial-
up users, of which around 5,000 are corporate clients. The acquisition came at an important time for Tiscali
Spain, as it was undergoing a restructuring process, and was in line with the group’s strategy of increasing
its broadband user base.

On 6 February 2003, Tiscali’s Belgian subsidiary completed the acquisition of the Wanadoo group company
Wanadoo Belgium SA, for EUR 9.5 million to be paid for in newly issued Tiscali shares (2,290,924).
Wanadoo Belgium (2002 revenues: EUR 13 million) is a leading Belgian ISP and portal, with around 85,000
active users, of which 25,000 are ADSL customers. This acquisition will deliver substantial economies of
scale in the short term, with the migration of traffic generated by Wanadoo Belgium onto Tiscali’s IP
network. This should boost the company’s profit and loss account, while consolidating Tiscali's position on

the Belgian internet market, as well as increasing its presence on the broadband market with the
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addition of over 30,000 ADSL customers. The acquisition confirms Tiscali’s strong commitment to a pan-
European strategy and will strengthen the company’s position in the Benelux market. First-half revenues
were EUR 6.5 million, pushing up EBITDA by EUR 334,000.

On 11 March 2003, the UK company Tiscali Internet Ltd was acquired for approximately EUR 600,000,
corresponding to 152,380 newly issued Tiscali shares. The acquisition led to the addition of over 13,000
dial-up users.

On 18 March 2003 Nextra SpA was acquired from the Telenor group for EUR 2.4 million, paid for in newly
issued Tiscali shares (643,950). Nextra SpA is one of Italy’s leading suppliers of corporate internet services,
with a reputation for high quality advanced IP services, such as fixed and wireless internet access, hosting,
virtual private networks (IP-VPNs) and messaging services. The Bologna-based company has around 3,000
corporate clients, mostly based in central and north-eastern Italy. It employs 35 staff and posted 2002
revenues of EUR 10.7 million. This acquisition enables Tiscali to generate substantial synergies and
economies of scale via its proprietary IP network, boosting the profitability of its Italian business and
strengthening its competitive position on the business services market in Italy. First-half revenues were
around EUR 4 million, and the impact on EBITDA was neutral.

On 6 May, Tiscali announced the acquisition of the Austrian company Eunet EDV und Internet
Dienstleistungs AG. The acquisition cost was EUR 15.9 million, paid in newly issued Tiscali shares. Given that
the company had a cash position of EUR 1.9 million at 31 March 2003, the true cost of the acquisition was
EUR 14 million. Operational since 1991, EUnet is Austria’s leading ISP, and ranks second behind Telekom
Austria in the country’s B2B segment, with 15,000 customers. It offers high-quality internet products and
innovative solutions, as well as internet access (using a wide range of technologies), hosting and housing
services, managed network services (IP-VPNs), security packages and value-added services. The company is
based in Vienna and has 64 employees. After its exit from the KPNQwest group, EUnet was restructured and
relaunched last June. Its 2002 revenues are estimated at around EUR 18 million (annualised), with EBITDA
at EUR 3.3 million, and positive net profit and cash flow figures. Taking into account projected synergies of
around 2.5 million for the year, the acquisition should boost the Austrian subsidiary’s EBITDA by almost EUR
6 million per year. Eunet’s first-half revenues came in at EUR 7.7 million, with EBITDA at EUR 1.8 million.
This acquisition represents a turning point for Tiscali in Austria: with aggregate revenues estimated at EUR
28 million for 2003, Tiscali looks set to become market leader in corporate internet services, which should
help boost its penetration of the consumer market.

15
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The access business remains Tiscali’'s main revenue driver, bringing in EUR 298.7 million in 1H03, or 70% of
total revenues. This was a rise of 16% on the EUR 257.7 million generated in 1H02.

Following an excellent performance in 2002 and recent acquisitions made to strengthen the group’s
presence in the sector, revenues from corporate services shot up by 58%, from EUR 43.9 million in 1H02 to
EUR 69.4 million (16% of the total) in 1HO3.

Despite the sluggish advertising market, portal revenues remained stable compared with the same period of
last year, at EUR 23.9 million, and once again accounted for 6% of total revenues owing to the sale of
value-added services (e.g. Tiscali Music Club) and anti-spam services (Secure Mail).

Voice revenues were up 29% on 1HO02, at EUR 32.5 million, and weighed in at 8% of the total, confirming
the strategic significance of the segment and its excellent fit with the access business.

Revenues by business line

€ml
500
400 -
300 -
200
100 -

1H 2002 1H 2003

O Access M Portal 0O B2B O Voice W Other

16



First Half 2003

Access

Internet access revenues were up 16% on 1H02, at EUR 298.7 million. In the second quarter they stood at
EUR 150.4 million, an increase of 25% on the same quarter of 2002, and roughly in line with the 1Q03
figure.

Access revenues €ml
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The sharp rise in access revenues against last year was due mainly to exponential growth in broadband
access, mainly via xDSL.

At the end of the second quarter, the company had 7.6 million active users—a big increase on 30 June 2002,
but stable compared with the first quarter. Note that the drop in narrowband users over the period was
amply offset by growth in both the number of minutes online (22 billion in the first half, up 10% on 1H02)
and the number of broadband users, which led to a rise in average revenues per user.

The broadband user base shot up by around 110,000 in the second quarter, making a total of 470,000 at 30
June 2003. This is also a significant performance compared with June last year, when user numbers stood at
100,000.

Tiscali was able to take market share from incumbent operators in the UK, France, Benelux, Italy and
Germany thanks to the successful positioning of its services.

The group offers broadband on all its European markets, and backs up its services with a targeted marketing
campaign aimed at boosting growth in each country.

The number of subscribers rose significantly in all of Tiscali's main markets in 1H03.

At 30 June the group had 69,500 broadband customers in Italy, compared with just 16,000 at the end of
June last year. This sharp growth was due partly to the incumbent Telecom Italia further reducing the tariffs
it charges to alternative operators and offering a discount of around 45% on retail charges.

The number of ADSL users in France, where alternative operators have just been given bitstream access,
rose from 16,000 at end-June 2002 to 123,000 this year.

In Germany, a fiercely competitive market where the two national operators T-online and Freenet.de
dominate in both dial-up and broadband, Tiscali had 86,000 ADSL customers, from just 8,000 in the same
period last year—proof that the company has good prospects in this country too.

Tiscali put in an outstanding first-half performance in the UK, with impressive growth in both access and
business services, thanks partly to the group’s extensive proprietary IP network, which generates synergies
between the various business areas and helps boost margins.

Although the UK is one of the most competitive markets in Europe—as well as one of the most mature as
regards internet access and portal services (e-commerce especially)—Tiscali had 51,000 broadband
customers at the end of June, a figure which is all the more impressive given that the company only
launched this service in the second half of 2002. Note that the UK was the first country in Europe to offer
bitstream access, which enabled Tiscali to offer a particularly competitive ADSL package at a time when it
was not possible to generate adequate margins in other countries.

17
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In the Benelux countries Tiscali has a leading position on the ISP market, ranking second in Belgium and the
Netherlands. The number of broadband customers in the three countries rose significantly compared to
2002: at 30 June there were 80,000 users, mainly in the Netherlands, compared with only 31,000 this time
last year.

ADSL user (000)
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Average revenue per user (ARPU) for internet access stood at EUR 7. This was a slight improvement on the
figure recorded in 2Q02, owing partly to a higher contribution from ADSL users, who generated an ARPU of
about EUR 26.

First-half gross profit from internet access came to EUR 162.3 million, or 54% revenues. This was a rise of
41% on the 1HO02 figure of EUR 115.3 million (45% of revenues). Gross profit in the second quarter of 2003
totalled EUR 82.7 million (55% of revenues), a sharp increase on the same period last year, when the figure
stood at 45% of revenues.

Access gross profit €ml
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Portal

The group generated portal revenues totalling EUR 23.9 million in the first six months, down 12% on the
EUR 27.2 million registered in the same period of 2002.
However, in the second quarter they grew 57% y/y, to EUR 11.9 million.

Portal revenues €ml
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The decrease in the first half was due to the ongoing crisis in the advertising market, which is also affecting
the internet sector. Tiscali has succeeded in offsetting the drop in advertising revenue by concentrating on
the development of value-added content and services, with the aim of cementing its leading position in
Europe and benefiting from the sale of premium content developed for the broadband market over the next
few years.

In June 2003, there were over 12.3 million unique visitors to Tiscali’s portals in the group’s five key markets
of Italy, France, the UK, the Netherlands and Germany (source: Nielsen NetRatings). [This figure cannot be
compared with that of previous quarters as it has been taken from a smaller “panel”.]

First-half gross profit totalled EUR 12 million, or 50% of revenues, with no change on 1H02. In the second
quarter, the figure stood at EUR 5.9 million (50% of revenues), again with no change on 2Q02.

Portal gross profit €ml
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Business services

Revenues from business services came in at EUR 69.4 million in the first half, up 58% on the EUR 43.9
million generated in the same period of 2002.

In the second quarter they jumped 59% y/y, to EUR 35.2 million.

Business services revenues €ml
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This excellent performance was mainly due to the company’s focus on offering a wider range of business
services, which generate high margins and attract a loyal and stable user base unaffected by seasonal
factors. These products and services include broadband (leased lines and xDSL), virtual private networks
(VPN), web housing, web hosting and co-location, wholesale IP and voice traffic services, and value-added
services such as managed hosting, firewalls and security solutions. They also offer immediate synergies and
efficiency gains thanks to Tiscali's proprietary network (this is also true for Tiscali's newly-acquired
companies, thanks to the migration of their customer bases on to the group’s network).

Throughout 2002 the business services division experienced steady growth—both organic and external—
following the acquisition of leading players on the Italian, and Austrian markets.

First-half gross profit stood at EUR 36.2 million, or 52% of revenues (versus 48% in 1H02). In the second
quarter, the figure stood at EUR 18.8 million, or 53% of revenues (versus 45% in 2Q02).
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Voice services

In the first half of 2003, revenues from voice services came in at EUR 32.5 million, up 8% on the same 2002
period.

Second-quarter revenues were EUR 16.9 million, up 36% on 2Q02.

Following last year’s relaunch of voice services, Tiscali has recaptured market share and consolidated its
position on the Italian and French voice markets, mainly through increased popularity of pre-paid cards and
long distance telephone services.

Voice revenues €ml
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Gross profit in the voice business rose substantially compared to 1H02, to EUR 6.9 million. The gross margin
also improved considerably over the period, from 9% in the first half of 2002 to 21% this time.
Second-quarter gross profit was EUR 3.8 million, representing 22% of revenues (versus 10% in 2Q02).

Voice gross profit €ml
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The voice segment remains a business of substantial strategic interest, given its profitability levels and the
ease with which its technology and commercial aspects can be integrated with other group activities.

In particular, these services can be integrated with both consumer and corporate products, providing the
group with another source of revenues.
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Gross margin and operating costs

The group attained a satisfactory level of business efficiency in 2002, which was consolidated in the first six
months of 2003. The gross margin expanded to 50% of total revenues, from 47% in the first half of 2002.
Gross profit totalled EUR 216.9 million in the first half of 2003, a 26% increase on first half 2002 (EUR 171.7
million).

Second-quarter gross profit was EUR 111.3 million, representing 51% of revenues (unchanged from 2Q02).

Gross Profit/Margin
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The main reason for this significant improvement compared to the same period last year lies in the synergies
generated by the implementation and operation of the proprietary network. This confirms the validity of
Tiscali’s strategic decision to create, develop and manage its own national and international infrastructure. A
major improvement in operating efficiency has been achieved thanks to:

1. extensive local networks that enable the group to obtain a high kick-back rate on dial-up business
and slash local loop costs on narrowband, ADSL and corporate access services

2. considerable cost savings on fees for using other networks, after obtaining favourable terms on IRUs
(Indefeasible Rights of Use)

3. reduction of IP transit costs to a negligible amount

4. major reduction in operating and maintenance costs

These factors should enable the company to benefit from high operating leverage, i.e. by reducing the large
proportion of variable costs (largely linked to the termination of traffic) and increasing the proportion of fixed
or semi-fixed costs (mainly associated with operating the proprietary network). This shift in the weighting of
cost components will mean that increases in traffic volumes and revenues contribute more than proportional
increases in operating profit.

By reducing the variable cost component, the group has improved its business performance significantly,
especially in countries where the user base and the traffic it generates have enabled the company to take
” full advantage of its network.
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However, the slight quarterly fall is the result a higher proportion of revenues being generated by ADSL,
since the incumbents’ tariff policies mean that margins are much slimmer than in narrowband at present.
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In the first half of 2003, sales and marketing costs totalled EUR 66.4 million, up from EUR 59.3 million for
the same period 2002, but remaining at around 15% of revenues (in line with 1H02). Marketing expenses
focused on promoting ADSL services in all of the countries in which Tiscali operates.

Personnel costs came to EUR 68.9 million, 3% lower than in 1H02 (EUR 71.1 million), thereby reducing this
component’s proportion of revenues from 19% to 16%.

As of 30 June 2003, the Tiscali group had 3,036 employees (compared to 3,039 at 31 December 2002).

First-half G&A costs were EUR 48.5 million, or 11% of revenues, down from EUR 49.9 million in 1H02.

Operating costs totalled EUR 183.8 million, up from EUR 180.3 million in the first half 2002, but fell
substantially as a proportion of revenues from 49% in 1H02 to 43% in 1HO3.

The marked reduction in operating costs produced a positive EBITDA figure of EUR 33 million, versus a loss
of EUR 8.6 million in 2002.

This result is an indication of the efforts the group has made to attain full profitability and achieve its goals,
by pursuing an aggressive acquisitions policy aimed at capturing a substantial share of the European market.
EBIT was negative to the tune of EUR -98.8 million, although this was a 72% reduction on the EUR 353
million loss recorded in the same period of 2002. The EBITA figure was also negative, at EUR -48.5 million,
but again, a substantial improvement on the EUR 211.9 million loss posted in 1H02.

The group made a first-half net loss of EUR 129.4 million, a considerable reduction on the 1H02 figure (EUR
-403.8 million).
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Group Balance sheet and Financial position

Balance sheet — EUR million 30.06.2003 31.12.2002
Figures in EUR million

Non-current assets 994.6 1,052.2
Current assets 591.5 639.3
Total Assets 1,586.2 1,691.5
Shareholders’ equity 487.5 616.0
Provisions for risks and future liabilities and

Severance indemnities reserve 31.6 27.2
Liabilities 1,067.1 1,048.3
Total liabilities and shareholders’ equity 1,586.2 1,691.5

At 30 June 2003, the group’s non-current assets were worth EUR 994.6 million, a decrease of around EUR
32.2 million on year-end December 2002.

The decrease was mainly due to certain depreciation/amortisation periods coming to an end.

Consolidated shareholders’ equity as of 30 June 2003, excluding minorities, stood at EUR 479.8 million. This
represented a decrease, mainly due to the EUR 129.4 million loss recorded in the first six months of the
year.

The group’s financial resources totalled EUR 284.5 million at the end of the first half of 2003 including short
term financing (other securities), while net debt excluding payables to other financial institutions stood at
EUR 188.2 million, compared to EUR 134.7 million at 31 December 2002.

Financial position — EUR million 30.06.2003 31.03.2003 31.12.2002

Cash and cash equivalents 284,516 314,636 333,757
Short-term bank debt (39,276) (52,876) (56,057)
Short-term cash position 245.240 261,760 277,700
Medium-/long-term debt (433,503) (420,488) (412,460)
Net debt (188,263) (158,728) (134,760)

The group’s cash resources declined by 53.5 million in the period to June, chiefly due to the following:
investments of EUR 43 million (including EUR 12.2 million for the new headquarters in Cagliari; interest
payments of EUR 8.4 million on bonds (essentially a EUR 150 million fixed coupon issue maturing in July
2004); and interest paid on leasing agreements and other short-term loans, totalling EUR 14.8 million.

Group investments

Gross investments in tangible (EUR 35.5 million) and intangible (EUR 8.4 million) assets for January-June
totalled EUR 44 million.

The main projects involved the installation of network infrastructure, the purchase of new servers and
routers and software upgrades to improve the quality of the company’s services and boost growth in internet
traffic, the integration of technology platforms and the construction of the new technical and administrative
headquarters and new server farm in Cagliari (EUR 12.2 million of a total investment of EUR 29 million).

The server farm will considerably reduce the company’s rental bill for the different premises from which it is
currently operating, and make the Italian business and holding company more efficient, as well as improving
network management (partly thanks to the new data centre).
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Parent company operating performance

The parent company posted revenues of EUR 84.9 million in the first half of 2003, an increase of around
30% on the equivalent 2002 period. In particular, access revenues shot up 37.2%, on the back of
impressive ADSL growth. The number of dial-up connections remained for the most part steady, despite
cannibalisation by ADSL services.

First-half EBITDA was negative at EUR -3.9 million, compared to a loss of EUR 20.7 million in the equivalent
2002 period. This improvement was the result of lower holding company and management costs than in
1H02.

The parent company made a net loss of EUR 30.1 million (compared to a loss of EUR 241.3 million in the
first half of 2002), helped by extraordinary income of EUR 9.5 million.

P&L - EUR million 30.06.2003 30.06.2002 % change
Revenues 85.0 65.1 31%
Operating costs (88.9) (85.8) 4%
EBITDA (3.9) (20.7) -81%
Depreciation, amortisation and (12.5) (197.6) -
provisions

EBIT (16.4) (218.3) -
Financial income/(charges) 0.8 (10.5) -
Extraordinary income/(charges) (9.5) (12.5) -24%
Write-downs 3.4) -
Profit (loss) before tax (30.1) (241.3) -
Tax - - -
Net profit (loss) (30.1) (241.3) -

Parent company: revenue breakdown

Revenues - EUR million 30.06.2003 30.06.2002 %o change
Access 45.9 33.4 37%
Portal 7.2 9.3 -22%
Business 4.5 2.5 80%
Voice 13.9 8.3 67%
Other 12.1 7.7 57%
Total 83.6 61.2 37%
Access

Access revenues came to EUR 45.9 million, up 37% on 1H02. This business accounted for around 55% of
total revenues, unchanged from 1HO02.

The increase was largely due to the growth in ADSL user numbers, from 16,000 as of 30 June 2002 to
approximately EUR 69,500 at 30 June 2003. Active ‘free’ dial-up users numbered 1.7 million as of 30 June
2003, up from 1.3 million at 30 June 2002, despite cannibalisation by ADSL. Dial-up minutes were down
slightly at 4.6 billion versus 4.7 billion in 1H02. The decade 7 internet service (carrier pre-selection) rose in
popularity over the period, with a substantial increase in minutes online.
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Portal

Portal revenues (advertising and e-commerce) were down 22% versus 1H02 at EUR 7.2 million, 9% of the
total. The decline is partly attributable to the decision to abandon banner sales of premium tariff connection
services. However, Tiscali has maintained its leading position in the Italian advertising market.

Business

Revenues from business services came in at EUR 4.5 million, an 80% increase on first half 2002.

Voice

Voice revenues rose 67% versus 1H02, to EUR 13.9 million. The increase was mainly attributable to growth
in long-distance and wholesale products.

Operating costs
Operating costs totalled EUR 88.9 million in 1HO3, up from EUR 85.8 million in the same 2002 period.

Specifically, line and port rental costs fell by around EUR 1 million, while traffic purchase costs increased by
EUR 14 million owing to migration from dial-up to the decade 7 service and a rise in voice minutes.
Advertising and promotional expenses dropped substantially, from EUR 22.7 million in 1H02, to EUR 8.7
million.

Salaries and related charges increased by EUR 1.5 million to EUR 14.9 million as the headcount rose from
783 at 30 June 2002 to 799 at end-June 2003. However, this item accounted for a lower proportion of total
costs, falling from 21% in 1H02 to 18% in 1HO03. In addition to the expansion in employee numbers, salary
increases and the end of subsidies on training contracts contributed to the higher figure for the period.

Depreciation, amortisation and provisions fell from EUR 197 million for 1H02 to EUR 12.5 million in 1HO3. In
particular, depreciation and amortisation rose by EUR 5.2 million due to an increase in the value of non-
current assets and assets in course of acquisition.

The balance of extraordinary income and charges was EUR -9.4 million (income: EUR 2.1 million; charges:
EUR 11.5 million).

Parent company financial position

Non-current assets 2,201.9 2,188.6 0.5%
Current assets 296.5 224.0 32%
Total assets 2,498.4 2,412.6 3.5%
Shareholders' equity 1,649.9 1,560.4 5.7%
Provisions for risks and future liabilities and Severance indemnities reserve 58.4 212.7  -72.6%
Liabilities 790.1 639.5 23.6%
Total liabilities and shareholders’ equity 2,498.4 2,412.6 3.5%
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The total value of non-current assets rose by 3% compared to 1H02. Valuations of long-term investments
were unchanged from 31 December 2002.

Short-term debt increased by EUR 24 million, or EUR 57.5 million including medium- and long-term debt.
The increase in medium-/long-term debt relates to financing obtained for the construction of the new
group’s headquarters. Financial flows, set out in detail in the parent company’s cash flow statement, largely
refer to profit for the year and investment activities. This position naturally changes as revenues increase
and margins expand.

Parent company investments

In 1HO3 the company’s investments totalled EUR 22 million, with leasing transactions accounting for EUR 0.5
million. Investments in intangible assets came to around EUR 4 million, while spending on tangible assets
was EUR 18 million.

Investment projects included expansion of production capacity (particularly by upgrading the network for the
development of ADSL services) and the new headquarters in Cagliari, which the group moved into during
August 2003.
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Significant events since the end of the period

With the aim of consolidating its position in France, Tiscali acquired the French internet business of Cable &
Wireless (annual sales: EUR 35 million) via its subsidiary Tiscali France on 24 June. This acquisition will
increase Tiscali France’s B2B revenues to around EUR 50 million.

The acquisition cost of EUR 5.6 million will be paid in two tranches, in cash.

The new acquisition represents an important stage in the strategy of developing a range of services for the
corporate sector, and will considerably enhance Tiscali’s competitive position in one of Europe’s biggest
markets, thanks to the company’s proprietary network infrastructure.

The integration of the Cable & Wireless internet business will bring Tiscali France a highly prestigious client
base, and generate substantial synergies and profitability improvements.

The acquisition will enable the company to broaden its product and services portfolio (particularly in the area
of VPN/IP and VISP services), extend Tiscali's network in France and improve its efficiency, thanks to the
integration of the Cable & Wireless transmission network (24 PoPs, plus a metropolitan network in Paris
connecting the various nodes) and value-added services platform (VISP, VPN/IP, firewalls).

Outlook

Tiscali’s main objective in 2003 is to be ready for the challenge presented by the development of the ADSL
market in Europe and to capture market share, by leveraging its positioning in the narrowband market to
take full advantage of the opportunities offered by liberalisation of the broadband market in Europe.

At the beginning of February 2003, the European Commission issued its "Recommendation on relevant
product and service markets within the electronic communications sector susceptible to ex-ante regulation ”,
which is at the heart of the new regulatory package for the European telecoms sector.

This recommendation invites each member state to adopt regulations to facilitate the establishment of
effective competition between all operators, thereby boosting the broadband market.

In most EU countries the incumbents continue to hold de facto monopolies in broadband, which limits
competition and consumer choice.

The Commission’s recommendation, already being implemented in some countries, will erode the
incumbents’ monopoly position and make it easier for independent operators to sell ADSL services in Europe.
In particular, independent operators will be able to compete effectively via network interconnections (i.e.
through bitstream access to the incumbents’ local networks, which will bring consumers lower prices and
better services). Once the user base reaches critical mass, Tiscali will be able to offer ADSL services via the
local loop, i.e. by investing in the unbundling process with the aim of reaching end users, thereby
substantially improving profitability and providing direct control over final clients.

To take full advantage of the opportunities afforded by the changes to interconnection regulations, Tiscali
has launched a wide range of broadband services to meet the needs of a diverse customer base, at
competitive rates.

The Tiscali group also aims to consolidate its market share in the access business, by launching new
products and services (such as WIFI and other value-added services) to boost traffic on its own network,
strengthen customer loyalty and increase ARPU.

Business services should represent a growth driver for the group, thanks to the potential offered by the
network infrastructure and Tiscali's know-how, which it intends to use to expand its own range of high
quality business services.

To this end, the rationalisation and development of resources dedicated to business services should drive
future revenue growth and boost operating profitability

Tiscali believes that its pan-European presence makes it one of the most attractive partners for any company
seeking to promote and sell its own products and services on the internet.

The company will therefore continue to develop its own range of services and content for the European
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market, while closely monitoring the opportunities offered by new markets where Tiscali does not have a
presence.

In addition, Tiscali will keep a close eye on consolidation in the internet market, whereby the competitive
environment is increasingly characterised by a small humber of operators in each European market, bringing
into play its expertise in evaluating potential targets and integrating the companies or divisions it acquires.

First-half results were in line with the group’s business plan, which projects revenue growth of over 20%
and an EBITDA margin of 8% for full-year 2003. The group also expects to generate cash flow from the last
quarter of the year and to achieve positive EBITA in 2004.

In addition, the group may decide to take advantage of low interest rates and its share price performance to
refinance part of its existing debt at improved conditions.

Ongoing disputes

The Tiscali group is currently involved in a number of minor legal disputes. The group’s management does
not believe that an unfavourable outcome of any of the ongoing disputes will impact substantially on the
financial position of the parent company or the group, or on future business performance. The main disputes
are summarised below.

In March 2001, Tiscali SpA began arbitration proceedings in Switzerland against Nikolai Manek, who—
together with other parties—sold German company Nikoma GmbH to Tiscali in April 2000. Tiscali is claiming
damages of over EUR 56 million, based on the inaccuracy of information contained in the purchase
agreement, which overestimated the number of active subscribers on the German company’s books. Tiscali
has therefore blocked over 800,000 shares representing part of the payment owed to Mr Manek. However,
Mr Manek has contested the accusation of inaccuracy, and is seeking compensation for unlawful withholding
of the shares in question. At the first hearing of the case, the arbitration court made a preliminary decision
(subject to modification) in Tiscali’s favour, ruling that Mr Manek should pay the company EUR 6 million. The
next hearing is scheduled for Autumn/Winter 2003.

In July 2001, the Dutch foundation Vereniging van Effectenbezitters, representing a group of shareholders,
sued World Online International NV (99.5%-owned by Tiscali) and its IPO co-ordinators for failing to supply
full and accurate information in the flotation prospectus and in a humber of public statements released by
the company and its chairman at the time of the flotation. Legal proceedings of a similar nature were
started by another Dutch foundation, Stichting Van der Goen WOL Claims, in August 2001.

In December 2000, Jean Philippe Illiesco de Grimaldi and Illiesco de Grimaldi & Co began legal proceedings
against World Online Ltd, a UK subsidiary of the World Online group. The plaintiffs allege that they were
prevented from exercising an option to purchase shares in World Online Ltd, and are claiming damages of
around EUR 17.4 million for loss of earnings from the resale of these shares.

In December 2000, Globetrans Ltd and Interglobetrans Ltd began legal proceedings against World Online
International NV. The plaintiffs, both controlled by Jean Philippe Illiesco de Grimaldi, allege that they were
entitled to a commission of 1% of the acquisition price paid by Tiscali to acquire World Online International
NV, since they had put the management of the company in contact with Tiscali. The amount of
compensation claimed in this case is EUR 69 million.

In June 2000, European Unique Resource Organisation 2000 BV sued Tiscali BV (formerly known as World
Online BV) for breach of an agreement signed in December 1999 for the development and provision of
internet services. European Unique Resource Organization 2000 BV has publicly declared that it is EUR 4.5
million out of pocket as a result. In June 2002, the court of Amsterdam ruled against Tiscali BV, but put the
onus on the plaintiff to substantiate the amount claimed. Tiscali BV is appealing against this decision.
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Corporate governance

Introduction

The Code of Conduct for Listed Companies (“the Code”) was revised by the Committee for the Corporate
Governance of Listed Companies in July 2002, which was responsible for drafting the original version. Tiscali
has now fully implemented the Code’s recommendations, as indicated in its annual report and accounts.

The Code represents a guideline of best practice that aims to contribute to the establishment of an
organisational model capable of managing risk and avoiding any conflicts of interest arising between the
directors and shareholders as a whole, and between majority and minority shareholders.

Implementation of the Code is voluntary and not compulsory, and companies are free to decide whether or not
to adapt their organisation to the recommendations.

Section IA.2.13 of the Instructions for the Regulation of the Nuovo Mercato produced by Borsa Italiana SpA
states that listed companies must provide specific notification of organisational decisions made in the light of
recommendations formulated by the Committee for Corporate Governance, which is to be made available to
shareholders together with the documentation prepared for the shareholders’ meeting called to approve the
financial statements. This notification must be simultaneously transmitted to Borsa Italiana, which makes it
available to the market.

The board of directors of Tiscali has examined the updated Code, and with the aim of achieving best practice
in company disclosure, has adopted the corporate governance procedures set out below, in compliance with
the Instructions for the Regulation of the Nuovo Mercato and the guidelines published by Borsa Italiana SpA.

Role of the board of directors

The responsibilities and powers exercised by the board of directors in respect of its strategic, supervisory and
management functions, as laid down in article 14 of the company’s articles of association (Powers of the board
of directors) and in company procedures, are largely in line with those set out in articles 1.1 and 1.2 of the
Code.

During the first six months of 2003, the board of directors met three times, mainly to discuss and approve the
quarterly and half-yearly results and other major transactions carried out by the company, which are set out in
detail in the reports prepared by the board for shareholders.

The 2003 timetable for board meetings was approved on 12 November 2002. Five meetings have been
scheduled for the approval of the quarterly, half-yearly and annual results.

In addition, as required by article 14 of the articles of association (Powers of the board of directors), the board
of directors provides the board of auditors with a quarterly report on activities and major business and financial
transactions, and any asset-related operations that have been carried out by the company or its subsidiaries.

Prior to each board meeting, the company secretary provides the directors with the necessary documentation
in due time so that board members can express an informed view regarding matters on the agenda.
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Composition of the board of directors

The board of directors currently comprises four non-executive directors, out of a total of five members. Gabriel
Pretre was co-opted to the board on 12 February 2003, following the resignation of James Kinsella on 24
January 2003, and Tomaso Barbini was co-opted to the board on 14 May 2003, following the resignation of
Hermann Hauser. In addition, Elserino Piol resigned from the board on 16 July 2003.

The mandate of the board of directors appointed by the shareholders meeting on 29 April 2002 will expire once
the shareholders meeting held to approve the annual report and accounts for 2004 has taken place.

The only executive director of the company is the chairman and chief executive, Renato Soru.

The functions of the current board members as directors or auditors of other listed companies or of banking,
insurance or other major companies are listed below. No current board member is a member of the board of
auditors of a listed company, a banking or insurance company, or any other major company. Taking into
account the functions held by board members for other companies, the company believes that its board
members have the abilities and time necessary to effectively fulfil their roles as directors.

Director at other listed companies or banking, insurance or other
major companies

Renato Soru Director, Liberty Surf SA (Euronext Paris)

Director, World Online International NV (traded but not listed - Euronext
Amsterdam)

Director, Hutchison 3G Italia SpA

Director, Banca CIS

Franco Bernabé Chairman, Franco Bernabé Group and subsidiaries
Vice Chairman, H3G SpA

Vice Chairman, Hutchison 3G Italia SpA

Director, TPG-TNT Post Group

Director, Petrochina company Limited

Victor Bischoff Director, Sandoz Family Foundation
Chairman, Interoute/C21

Director, Citco Group

Vice Chairman, BB Biotech AG

Tomaso Barbini Chairman, Conectra Srl
Director, Rothschild Italia SpA

Gabriel Pretre Director, Sandoz Family Foundation

Director, Banque Edouard Constant (BEC)

Director, Sandoz FF Holding Bancaire et Financiere

Director, SFF Financial Services SA

Director, Citco Bank B.V.I. Ltd

Director, Interoute Communications Group

Director, G.G.B. (Gornergrat-Monte Rosa-Bahnen) listed on the SWX
(Swiss market)

The board of directors has established that Franco Bernabe is an independent board member who meets the
independence requirements set out in article 3 of the Code. As the table above indicates, Mr Bernabeé is vice
chairman of Hutchison 3G Italia SpA, in which group company Tiscali Finance SA holds a 0.3% stake.

The board will ensure that the market is informed of its assessments of the independence of directors, as
required by article 3.2 of the Code.
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Chairman and Chief Executive

The chairman of the board of directors fulfils the functions described in articles 4.1 and 4.2 of the Code. The
chairman also carries out the functions of chief executive, and was attributed with full powers by a decision of
the board of directors on 14 May 2002.

Information provided to the board of directors

During meetings of the board of directors, the chief executive reports to the board of auditors every quarter, or
more frequently, on major operations carried out. The chief executive also provides board meetings with
appropriate information on an ongoing basis on any atypical or unusual operations, for which board approval is
not required.

Appointment of Directors

Article 11 (Board of directors) of the articles of association stipulates that directors must be appointed
through a list voting system, so that the procedure is transparent and fair.

A shareholders’ meeting is to be called to vote on the proposed amendment of article 11, which states that
the list containing the nominations for the post of director must be delivered to the company’s registered
office at least ten days before the first date scheduled for the meeting, together with a detailed curriculum
vitae of the candidates. This amendment is in line with the recommendations contained in article 7.1 of the
Code, and is aimed at harmonising the regulation governing the appointment of board members with the
provisions of article 18 (board of auditors) of the articles of association in respect of the lodging of lists for
the appointment of auditors.

Based on the above, it was not considered necessary to establish a committee for the management of
nominations to the board.

Directors’ remuneration

The board of directors meeting held on 27 March 2001 voted to establish a Remuneration Committee, as
set out in article 8 of the Code.

The Remuneration Committee was reformed at the board meeting held on 14 May 2002, following the
shareholders’ meeting on 29 April 2002 that appointed the new members to the board of directors. The
committee now comprises Renato Soru and Victor Bischoff. Please note that Elserino Piol resigned from the
board on 16 July 2002, till that date chairman of the remuneration committee.

On 14 May 2001 the board also approved the Regulations for the remuneration committee. Under these
regulations the Committee must formulate proposals for the remuneration of directors and those
performing particular duties, and (at the request of the directors) for the remuneration criteria. These
proposals are to be submitted to the board of directors. The Committee is also responsible for formulating
proposals on company stock option plans and related procedures. In carrying out its duties, the Committee
may use the services of outside consultants, at the company’s expense.
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Handling of confidential information

The company has implemented a procedure for supervising the management of confidential information that
separates the task between members of staff appointed for that purpose and senior management. This
procedure is to be included in the internal regulations to be adopted following approval by the board of
directors.

The procedure states that the communication of confidential information to the public is to be managed by
the Investor Relations Office referred to in the paragraph on “Communications with institutional investors
and other shareholders” below, which prepares the text of press releases and handles subsequent
publication via a network of companies employed for that purpose. In detail:

e  press releases relating to the information that must be released on a regular basis (annual report
and accounts, half-yearly report, quarterly reports, etc.) are approved by the chief financial officer
and chief executive after obtaining the opinion of the board of directors, where possible;

e  press releases relating to extraordinary operations (mergers, acquisitions, increases in share capital,
etc.) are approved by the chief executive after obtaining the opinion of the chief financial officer;

e in all other cases, the investor relations manager is responsible for managing information provided
to the public. Where possible, publication of price sensitive information is decided in conjunction
with the Legal Department, after obtaining the approval of the chief financial officer.

Directors, auditors, the investor relations manager and all other employees are required to treat as
confidential all price sensitive documents and information that they have acquired because of their position
or in the course of performing their duties, unless the documents or information have already been made
public in the prescribed forms. The persons listed above are also strictly prohibited from granting interviews
to press organisations or making any public statements containing information on important events that
could be considered price sensitive, and which has not appeared in press releases or documents already
made public, or expressly authorised by the Investor Relations Office.

In addition, the company adopted a Code of Conduct on Internal Dealing on 12 November 2002, in
compliance with articles 2.6.3, 2.6.4 and 2.6.4 bis of the Regulations of the Nuovo Mercato, and informed
the market of this fact in a timely manner. This Code of Conduct (see Annex 3) identifies the persons with
disclosure obligations, defines the transactions that must be disclosed and sets out the related disclosure
obligations of interested parties and the company itself, as well as penalties to be applied by the company in
the event of breaches of the Code.

Internal audit

The board of directors meeting on 2 October 2001 formalised the company’s internal audit procedures.
These have been adapted in line with the recommendations contained in article 8 of the Code, through the
establishment of an Internal Audit Committee and the appointment of an internal audit manager.

The internal audit manager has no operating line manager, as recommended by article 9.4 of the Code, and
instead reports directly to the chief executive, the Internal Audit Committee and the board of auditors. As a
further safeguard of the independence of the Internal Audit Manager, the person holding this post is
provided with his/her own budget.

In 2001 an internal audit of the main group companies was carried out with the aim of raising operating
effectiveness and improving methods of identifying, preventing and dealing with operating and financial risk,
including those concerning efficiency of operations and compliance with laws and regulations, as well as any
fraud perpetrated against the company.
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Internal Audit Committee

In compliance with the recommendations of article 9 of the Code, the board of directors voted to set up an
Internal Audit Committee at a meeting held on 2 October 2001.

The Internal Audit Committee was reformed at the board meeting held on 14 May 2002, following the
shareholders’ meeting held on 29 April 2002, at which the new board members were appointed. Two non-
executive directors were appointed to the Internal Audit Committee: Elserino Piol and Victor Bischoff
(Chairman). However, Elserino Piol resigned from the board on 16 July 2003, and it will be necessary to set
up a new Internal Audit Committee.

The Internal Audit Committee is autonomous and independent. Its function is to advise and make proposals,
and in particular, to:

e assess the effectiveness of the internal audit;
assess the schedule prepared by the Internal Audit Manager and receive his/her regular reports;

e assess proposals made by the company’s external auditors and any work schedules, and manage day-
to-day contact with the auditing firm;

e report to the board of directors on the activities carried out and the effectiveness of the internal audit
procedures;

e carry out any other duties assigned to it by the board of directors.

The chairman of the board of auditors and the chief executive may participate in the work of the Internal Audit
Committee.

Related parties

It is company practice to keep transactions with related parties to a minimum. Any transactions of this nature
that are carried out, however, are conducted in such a way as to ensure compliance with legal and procedural
criteria, as indicated in article 11.1 of the Code.

When transactions that may involve a direct or indirect interest of a director are approved, the director(s)
concerned must abstain from voting, as recommended in article 11.2 of the Code.

Communications with institutional investors and other shareholders

Communications with institutional investors and other shareholders are handled by the Investor Relations
Office. This office reports to the chief financial officer, and its responsibilities include the release of
information on the company and its operations to the financial community, including the confidential and
price sensitive information referred to in the paragraph “Handling of confidential information” above.

Information is provided via press releases and meetings with institutional investors and the financial

community. Additional documentation is made available on the company website under the section entitled
“Investor Relations”. It is also possible to contact the company by e-mail at ir@tiscali.com

Shareholders’ meetings
The company has always sought to encourage and facilitate the participation of shareholders at

shareholders’ meetings, by responding to investors’ requests for company information, in accordance with
the regulations governing price sensitive communications.

At its meeting of 14 May 2001, the board of directors drafted the Shareholders’ Meeting Regulations as
recommended by article 12.4 of the Code, which were subsequently approved and adopted by the ordinary
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shareholders’ meeting held on 16 July 2001.

The board of directors believes that the interests of minority shareholders have been respected, as the
current articles of association do not allow any majorities other than those contemplated by law.

Statutory Auditors

Auditors are appointed on the basis of a transparent procedure that complies with article 18 of the articles of
association (Board of auditors), and involves a list voting system. The list containing the nominations for the
post of director must be delivered to the company’s registered office at least ten days before the first date
scheduled for the shareholders’ meeting, together with a detailed curriculum vitae of the candidates.

Furthermore, in compliance with Decree no. 162 issued by the Ministry of Justice on 30 March 2000, the
extraordinary shareholders’ meeting held on 16 July 2001 amended article 18 (Board of auditors) of the articles
of association so that at least one statutory auditor, and at least one deputy auditor, must be chosen from the
official register of auditors who have at least three years experience. Auditors that do not fulfil this condition
must have at least three years experience in the sector in which the company operates, or in a related field,
such as telecoms.

Stock option scheme

On 12 March 2001 the ordinary shareholders’ meeting of Tiscali SpA approved the introduction of a stock
option scheme for directors and other employees of Tiscali group companies, granting a mandate to the
board of directors to draw up the necessary guidelines and assign the stock options. At the extraordinary
meeting held on the same date, two capital increases were approved pursuant to article 2442, paragraphs 5
and 8 of the Italian Civil Code, for the purpose of issuing 15 million shares for the stock option scheme.

At a meeting on 27 March 2001, the board of directors adopted the “Stock Option Regulations and
Procedures for Allocating Shares 2001-2005” (the Scheme), which is intended to motivate and reward the
management and other staff, and to give all employees the opportunity to benefit from company growth, as
well as focusing attention on the creation of value at all companies in the Tiscali group.

Under the Scheme, employees are awarded options to purchase ordinary shares in Tiscali, allocated
according to the position held. The Scheme is only available to designated beneficiaries, at the discretion of
the board of directors or (under certain circumstances) the chairman, in conjunction with the Remuneration
Committee. Each option gives the right to purchase one share at the price set by the board of directors or
(under certain circumstances) the chairman, taking into account the tax regulations in force in the relevant
country, so as to take advantage of any tax benefits.

The options are awarded to named individuals and are non-transferable and non-negotiable, unless they are
bequeathed in a will. The Scheme is to run for three years, during which time stock options may be
exercised in three lots, with each lot corresponding to a third of the total number of options assigned. These
lots may also be exercised in part. The exercise periods are set each year by the board of directors, from
September 2001.

In compliance with the law, a report on the scheme was delivered to Consob on 27 April 2001.

Stock options can be exercised under the scheme as long as they are held from the date they are assigned
until the end of that financial year, as long as the beneficiary continues to work for Tiscali, or for one of the
companies in the group. Furthermore, in line with established practice, certain measures have been taken to
protect the rights of beneficiaries in the event of extraordinary operations such as a merger or the sale of
the company, or if control of the company changes hands.

On 14 May 2001, the board of directors assigned 15 million stock options to employees of the Tiscali group.
On 13 March 2002, the board of directors cancelled all of the stock options previously awarded, and
effectively replaced them with options carrying a different exercise price. In both cases, the exercise price,
as set by the board of directors, corresponded to “normal value”, as defined by article 9, paragraph 4, point
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a) of Presidential Decree 917 of 1986, i.e. the arithmetic mean of the official Tiscali share price during the
month prior to the allocation of the options.

As of the date of this report, none of the stock options assigned had been exercised. As a result, the capital
increase approved by the shareholders’ meeting of 12 March 2001 for the period of five years, has yet to be
even partially subscribed.

Shares held by directors and auditors

As required by law, specifically article 79 of the regulation implementing Legislative Decree 58/1988 issued
by Consob with resolution 11971/99, the table below shows the number of shares held by directors and
auditors.

Name Position No. of No. of No. of No. of
shares shares shares shares
owned at purchased sold owned at
30.06.2003 31.12.2002

Board of

Directors

Renato Soru Chairman and 108,100,000 - - 108,100,000

Chief Executive
Franco Bernabé Director - - - -
Tomaso Barbini Director - - - -
Victor Bischoff Director - - - -
Gabriel Pretre Director 489 - - 489
Name Position No. of No. of No. of No. of
shares shares shares shares
owned at purchased sold owned at
30.06.2003 31.12.2002
Board of
Auditors
Aldo Pavan Chairman - - -
Massimo Giaconia Statutory - -
Auditor

Piero Maccioni Statutory - - - -
Auditor

Andrea Zini Deputy 2,054 - - 2,054
Auditor

Rita Casu Deputy 50 - - 50
Auditor

For the Board of Directors

The Chairman

Aeols [

Renato Soru
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For the Board of Directors
The Chairman

fawols s,

Renato Soru
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The Tiscali Group

Notes to the interim financial information

for the period to 30 June 2003
(figures in EUR 000)

Form and content

1) Criteria used in the preparation of the accounts

This interim financial information consists of a balance sheet, profit and loss account and notes to the
accounts, which constitute an integral part of the report. For ease of comparison, the accounts contain
figures for the equivalent period of the previous year and for the last full financial year, and have been
prepared and presented in the same format as in previous financial years.

The following documents are supplied as supplementary information:

? Reclassified Balance Sheet
? Reclassified Profit and Loss Account
? Cash Flow Statement

2) Basis of consolidation

The group’s interim report includes the accounts of the parent company and figures for the Italian and
foreign companies it controls directly or indirectly (i.e. where the group holds a majority of voting rights at
shareholders’ meetings), companies where the group has a sufficient number of votes to exercise a
dominant influence at ordinary shareholders’ meetings, companies where the group has a dominant
influence due to the existence of an agreement or a clause in the articles of association of the company
concerned (where the law in force allows this), and companies where the group has de facto control through
a majority of the voting rights based on agreements with other shareholders.

The consolidation area has changed since 31 December 2002 as a result of the group’s ongoing
restructuring. Following the approval of the acquisition of Wanadoo Belgium SA, Tiscali Internet Ltd and
Nextra SpA at the extraordinary shareholders’ meeting of Tiscali SpA held on 29 April 2003, these companies
are now included. Since then, the group has also acquired Home SA, Eunet EDV and Internet Dienstleistungs
AG.

The mnsolidated accounts do not contain figures for subsidiaries that are too small to make a material
impact on the accounts, or for non-operating subsidiaries owned solely with a view to their future disposal.
Holdings in companies considered as long-term investments but not included in the consolidation basis, and
holdings in affiliated companies too small to make a material impact on the accounts, are valued at equity.
Affiliated companies are those where Tiscali SpA controls (directly or indirectly) one-fifth of the votes
exercisable at ordinary shareholders’ meetings, or one-tenth if the company is listed on the stock market.

A list of the equity investments valued at equity is provided in the notes to the accounts. Holdings in non-
consolidated subsidiaries and affiliated companies too small to make a material impact on the accounts are
valued at cost. A list of the holdings valued at cost is also provided in the notes to the accounts.

3) Accounting date

The consolidated interim report was prepared using the draft accounts approved by the boards of directors
of group companies for the period to 30 June 2003, or if these were not available, on the basis of
accounting data submitted by the individual companies in accordance with consolidation procedures.
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4) Consolidation principles

The accounts used for consolidation purposes have been restated and amended as necessary to bring them
into line with standard accounting procedures and the accounting policies of the parent company, which
comply with the stipulations of article 2423 and subsequent articles of the Italian Civil Code, and with
Consob recommendations.

The accounts of the companies included in the basis of consolidation are consolidated by the global
integration method. The consolidation procedures involve the following adjustments:

a) the book value of holdings in consolidated companies is offset against the value of the group’s portion of
the shareholders’ equity in the subsidiary or affiliated company concerned;

b) any difference in the values described in a), if negative and not attributable to expectations of poor
business performance, is booked under consolidation reserves in the consolidated shareholders’ equity
section; if the difference is positive, however, the portion that does not relate to the assets of subsidiaries is
booked on the assets side of the balance sheet under consolidation differences;

¢) any profits or losses arising from intragroup transactions and still included under assets are eliminated, as
are any credits, debits, costs or revenues and all transactions between consolidated companies;

d) any adjustments of value and provisions made solely in application of tax laws, where applicable, are
eliminated;

e) the portion of shareholders’ equity and share of net profit attributable to minorities are listed separately
under the appropriate item on the consolidated balance sheet and profit and loss account.

5) Conversion of foreign currency amounts

Balance sheet items recorded in currencies other than the euro are converted into euro at the exchange rate
in force at the end of the period, while profit and loss account items are converted into euro using the
average exchange rate for the period. The difference between the net profit figure calculated using the
period’s average exchange rate and the figure obtained using the end of period exchange rate, and the
effect on assets and liabilities of variations in the exchange rate between the beginning and end of the
financial year, are booked in the “Currency translation reserve” account under shareholders’ equity. Details
of currencies recorded in the consolidated accounts are annexed to this report.

6) Accounting policies

a) General criteria

The accounting principles and policies have been applied in a uniform manner to all consolidated companies.
The criteria used in the preparation of the accounts are those used by the parent company, Tiscali SpA, and
comply with the regulations referred to above. These criteria are based on the accounting principles issued
by the national association of Italian chartered accountants (Consiglio Nazionale dei Dottori Commercialisti e
dei Ragionieri), and, where necessary, the accounting principles recommended by the International
Accounting Standards Board. The criteria used to draw up the report are the same as those employed in
preparing the last full-year consolidated accounts, particularly with regard to valuations and continuity in
applying accounting principles. The valuation of balance sheet items was performed based on general
criteria of prudence and competence, on a going concern basis. For the purposes of accounting entries, the
economic substance of transactions prevails over their legal form. Investments are therefore booked at the
time of payment. Profits are included only if they accrue within the period under review, while provision is
made for risks and losses that may come to light at a later date. Miscellaneous items included under
individual accounting entries have been valued separately. Assets destined for long-term use have been
classed as non-current assets.

b) Valuation adjustments and recovery of value

The values of tangible and intangible assets whose useful life is limited over time are written down
respectively through depreciation and amortisation charges. Tangible and intangible assets and other assets
are written down each time a permanent reduction in value has been noted; and the original value is
restored where the reasons for the drop in value no longer apply. The method for calculating depreciation
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and amortisation charges is explained separately in these notes.

c) Revaluations

To date, no revaluations have been carried out.

d) Exceptions

No exceptions to the valuation criteria laid down by current legislation pertaining to consolidated annual
accounts have been made to the accounts for this or any previous period.

e) Accounting entries made solely in application of tax laws

No accounting entries have been made solely in application of tax laws.

The most important principles and criteria are as follows:

f) Intangible assets

Start-up and expansion costs are entered under the appropriate accounting entry on the assets side of the
balance sheet and are amortised for a period not exceeding five years starting from the financial year in
which the costs were incurred.

R&D and advertising costs are booked under the appropriate item under assets and amortised over a five-
year period to take into account the time taken to recoup such costs, starting from the financial year in
which they were incurred.

Industrial patent rights and intellectual property rights are recorded at their acquisition cost and amortised
on a straight-line basis in accordance with the period of use established by specific agreements. The
amortisation period will run for a maximum of five years from the financial year in which the costs were
incurred.

Licenses, trademarks and patent rights are recorded at their acquisition cost and amortised in accordance
with the period of use as established by the agreement concerned. The amortisation period will not exceed
five years from the financial year in which the costs were incurred. Other intangible assets are recorded at
purchase or production cost, including any additional charges, and are amortised using the straight-line
method.

Goodwill is booked under assets if it has been acquired for a specific sum, up to a maximum of the sum
paid, and amortised over a period not exceeding the duration of its use. Where this cannot be estimated, the
amortisation period will not, in any event, exceed ten years.

Maintenance and upgrade costs on fixed assets belonging to third parties are listed under “Other” and are
depreciated over either the estimated useful life of the asset or the residual period of the agreement,
whichever is the shorter.

Consolidation differences

Consolidation differences are recorded in the consolidated accounts when the book value of a holding is
offset against the group’s portion of the shareholders’ equity of the subsidiary or affiliated company
concerned. Any significant positive balance not attributable to individual entries under the assets of
consolidated companies is recorded as an adjustment to the value of consolidated shareholders’ equity, or,
where the necessary conditions are met, is recorded under “Consolidation differences” on the assets side of
the balance sheet, and generally treated in the same way as goodwill.
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This item, which was subject to substantial extraordinary write-downs in 2001, is amortised over the period
of time in which it is expected to produce economic benefits, taking into account the type of activity of the
group company to which the consolidation difference refers.

At the end of June, an in-depth evaluation of the residual useful life of the consolidation differences was
carried out, with reference to the different amounts pertaining to group companies, which covered most of
the countries/geographical areas in which the group operates. As a result of this analysis, the estimates of
residual useful life were adjusted.

In particular, consolidation differences will now be amortised from the date a business unit is acquired by a
group company, generally over 7-8 years, but in any event over a period not exceeding 10 years. In the
past, consolidation differences were usually amortised over five years, until 31 December 2002.

This change in the estimate of residual useful life reduced the amortisation charge in the first six months of
2003 by around EUR 50 million versus the first half of 2002, boosting net result and shareholder’s equity by
the same amount.

The change was made for structural reasons, relating to:

The current conditions in the market in which the group operates, in general and in relation to
specific geographical areas, and the market prospects. In this context, the consolidation of the
business in individual countries is important. Prospects for the European internet access market look
bright, and the latest sector studies from leading research organisations estimate a CAGR of 8% in
2002-2007, versus a CAGR of 2.4% for Europe’s GDP. Broadband—especially ADSL, which opened
up major growth prospects for Tiscali in the second half of 2002—is the group’s main growth driver.
The broadband segment accounted for 5.3% of the market in 2002, and is set to rise to 15.7% in
2007. This scenario applies to all of the local markets in which Tiscali operates, particuarly those
that represent a large proportion of the consolidation differences.

With regard to connection costs, the ex-incumbents still retain a dominant presence in the
broadband market. However, these operators should lose market share as the market is gradually
liberalised following action by national authorities in favour of independents. The first signs of this
development became visible earlier this year. In addition, the European Union issued a
recommendation in July 2003, requesting that member states and former incumbents open up their
internet access markets.

The results achieved in the first half of 2003 by the various group companies and the prospects
indicated by the business plan point to a substantial improvement in the group’s financial position,
including the generation of cash flow, in the short/medium term. These improvements are expected
at all divisions and in all countries—evidence of the consolidation of the group’s business.

Completion of the group’s restructuring: the rationalisation of the group’s structure already
generated significant synergies and economies of scale in the second half of 2002, with a similar
result in the first half of 2003 (see Report on Operations), benefiting operations and performance,
and at the same time extending the goodwill amortisation period for local management teams and
the group as a whole.

These circumstances demonstrate that the business risk attached to the group’s activities is now
substantially lower than in previous years, thereby allowing for estimates of residual useful life in respect of
consolidation differences to be extended.

Non-current assets whose value at the end of the period is substantially lower than the cost, and which are
amortised according to the criteria described above, are written down to their market value. If the reasons
for the write-down cease to apply, the original value is restored.

g) Tangible assets and depreciation

Tangible assets are recorded at purchase or production cost, including any additional charges.
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Depreciation is based on the cost and estimated residual life of the asset, using the straight-line method.

Ordinary maintenance expenses are debited to the profit and loss account in full. Maintenance expenses of
an incremental nature are attributed to the asset to which they refer and are depreciated based on the
estimated residual life of that asset.

A summary of depreciation rates follows. These remain unchanged with respect to the previous financial
year and are broadly in line with the rates used by the parent company.

Depreciation rates

Buildings 3%
Specific plant 20 %
Generic plant 20 %
Other equipment 12 %
Other tangible assets 20 %

In the year in which an asset is purchased, the depreciation charge is reduced by 50 per cent. This
accounting approach is adopted to provide a reasonable approximation of the time distribution of asset
purchases during the year.

Assets obtained through leasing agreements are recorded under the relevant item of tangible assets, and
are depreciated in the same manner as assets owned by the group, based on their estimated residual life.
Short- and medium-term liabilities in respect of the leasing company are booked as offsetting entries under
the entry for the asset concerned. Leasing payments are written off against rental expenses on assets
belonging to third parties, and interest charges for the year are booked under financial charges. This
ensures that financial leasing operations are represented in accordance with IFRS procedures.

h) Long-term investments

Investments in non-consolidated subsidiaries and affiliated companies

Investments consisting of holdings in non-consolidated subsidiaries and affiliated companies are valued at
equity. The amount corresponds to the portion of shareholders’ equity owned by the group as shown in the
last set of accounts produced by the relevant companies, after deduction of dividends and adjustments
required by the regulations for preparing consolidated accounts.

Capital gains or losses arising from the application of the equity method are booked on the profit and loss
account under “Write-ups of equity investments” or “Write-down of equity investments” respectively.

Long-term investments consisting of receivables are valued at their estimated realisable value.

Holdings in other companies and investments in securities

Other holdings and securities are valued at cost. In the event of a permanent reduction in value for
whatever reason, including a fall in the market price of listed securities, an appropriate write-down will be
made. Where the reason for the drop in value ceases to apply during the year, the value prior to the write-
down will be restored.

i) Inventories
raw materials, work in progress and finished products

Inventories are valued at the lower of the purchase cost and the estimated realisable value. Inventories of
obsolete or slow turnover goods are written down taking into account opportunities for their use or their sale
potential.
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) Receivables

Receivables are recorded at their estimated realisable value. This value is obtained through a direct write-
down of the relevant receivables on a case-by-case basis for large items and on a flatrate basis for smaller
items.

m) Investments other than non-current assets

Investments in subsidiaries and affiliated companies intended for future disposal are valued at the lower of
historical cost and estimated realisable value. Other holdings and securities are valued at the lower of their
purchase price and sale price. Listed securities are valued at the lower of their purchase price and their
realisable market value.

n) Accruals and deferrals

Accruals and deferrals include only income and charges for the financial year that will be booked in future
years, and revenues earned or expenses incurred before the end of one financial year but that pertain to
future years. In any event, this account will not contain portions of expenses or income spread over two or
more financial years, the amount of which varies over time.

0) Provisions for risks and charges

Provisions for risks and charges are intended to cover potential company liabilities that are certain or very
likely to materialise, although the amount of such liabilities and the date on which they will arise are not
known at the end of the financial year.

p) Corporate income tax

Corporate income tax is calculated on the basis of the taxable income of each consolidated company in
accordance with the law applicable in the relevant country. As a precaution, tax benefits carried forward in
respect of losses from previous years are not included in the accounts.

q) Severance indemnities reserve

The severance indemnities reserve provides cover for amounts accrued and payments due to employees at
the end of the financial year, in accordance with the law, employment contracts and any company
agreements in force in the country in which each consolidated company is based.

r) Payables

Payables are posted at their nominal value.

t) Risks, commitments and guarantees

Commitments and guarantees are shown in the memorandum accounts at their contractual value. The risks
deemed most likely to generate a liability are described in the notes and an allocation is made to the risk
funds as appropriate. For risks deemed least likely to generate a liability, no allocation is made to the risk
funds. Such risks are, however, described in the notes, in line with standard accounting principles. Remote
risks are not taken into consideration.

u) Recording of revenues, income, costs and charges

Revenues, income, costs and charges are recorded in the accounts net of returns, discounts, rebates and
bonuses, and net of taxes directly related to the sale of services. Financial income is booked in the period in
which it accrued.

V) Foreign currency amounts

Receivables and payables in foreign currencies are recorded at the exchange rate in force at the end of the
financial year, taking into account any hedging agreements that may exist. Gains or losses deriving from
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exchange rate fluctuations are booked as receivables or payables on the profit and loss account.
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Detail of balance sheet items

Assets
(figures in EUR 000)
A) Capital contributions due from shareholders [EUR 28,000]

Capital contributions due from shareholders relate to payments pledged to the subsidiary Tiscali Motoring Srl
by shareholders outside the group. The amount in question has never been called up.

B) Non-current assets [EUR 994,639,000]
| — Intangible assets [EUR 720,466,000]
Changes in the value of intangible assets over the period are detailed below:

Intangible assets 31.12.2002 Increases Decreases Other Depreciation 30.06.2003

changes

Start-up and expansion costs 5,281 - = (1,831) 3,450
Research, development and advertising costs 38,000 1,114 = (10,902} (16,173} 12,039
Industrial patent rights and intellectual property rights 3,686 20,158 - - (2,917; 20,927
Concessions, licenses, trademarks and similar rights 141,933 4,256 - - (2,988) 143,201
Goodwill 160 - - - (40} 120
Payments on account and intangible assets in course of acquisition 6,161 49€ - - - 6,657
Other intangible assets 13,005 1,324 - - (2,839) 11,490
Consolidation differences 540,987 23,157 (2,365) 11.200 (50,397} 522,582
Total 749,213 50,505 (2,365) 298 (77,185) 720,466

The “Start-up and expansion costs” item mainly refers to capitalised costs in respect of the parent company,
including startup costs and capital increase expenses. These costs largely accrued in 1999, and include
network roll-out costs (installation and switchboard activation) and the cost of the campaign to launch
TiscaliFreenet.

The “Concessions, licenses, trademarks and similar rights” item mainly relates to investments in software
and the associated installation costs. This item has increased by EUR 4 million since 31 December 2002. The
increase is largely due to the purchase of user licenses for software to be used in the management of the
new technology platform for access and network management systems, and the installation of IT systems
for billing and administration. This item also includes the rights of the subsidiary Tiscali International
Network BV, and its subsidiary International Network SA (formerly Nets SA), to purchase transmission
capacity over several years.

The increases in consolidation differences relate to acquisitions made during the year, specifically to Belgian
subsidiary Wanadoo Belgium SA, Spanish ISP AirtelNet, the Italian subsidiary Nextra SpA, the Swedish
subsidiary Home.se SA and Austrian subsidiary EUnet EDV und Internet Dienstleistungs AG.
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The table below shows the consolidation differences pertaining to group companies.

*Consolidation difference relating to the parent company

Please note that as in previous years, an analysis of the consolidation differences was carried out (impairment
test), based on a detailed valuation of the group company concerned. The method used was a discounted cash
flow calculation, taking forecasts from the business plans for individual geographical areas (country
management). The analysis showed that the net book value of goodwill pertaining to the different geographical
areas was substantially lower than values obtained using the methodology described above, partly because of
changes in the circumstances that were taken into account when the original valuation was made.
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Il — Tangible assets [EUR 257,759,000]

The changes in the value of tangible assets over the period, with regard to historical cost, are shown below:

The net book value of tangible assets as of 30 June 2003 was EUR 258 million, an increase (before
depreciation) of around EUR 11 million. The increase largely reflects the investment in the group’s new
headquarters in Cagliari.

The “Land and buildings” item includes investments in land acquired for the construction of the new
headquarters in Cagliari. The part of the building already completed, representing EUR 24 million, is booked
under “Payments on account and tangible assets in course of acquisition”.

The “Plant and machinery” item includes specific network equipment such as routers, servers and telephone
exchanges. These items represent the bulk of the group’s tangible assets and rise in value as the group
invests in upgrading network and access equipment.

The “Other tangible assets” item chiefly includes office furniture, office machinery and equipment, and
vehicles.
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11l — Long-term investments [EUR 16,414,000]

A summary of long-term investments is shown below.

Long-term investments 30.06.2003 31.12.2002 Change
Investments in:

non-consolidated group companies 87 288 (201)
affiliated companies 66 185 (119)
parent companies - - -
other companies 12,673 12,687 (14
Receivables 3,588 26,714 (23,126)
Other securities - - -
Own shares - - -
Total 16,414 39,874 (23,460)

Holdings in non-consolidated group companies are valued at equity, and mainly include investments made
by Tiscali SpA in subsidiaries that are not included in the basis of consolidation.

Holdings in other companies are valued at cost, and represent minor holdings avned by the parent
company.

The “Other companies” item largely covers the EUR 12.5 million holding (0.3% of the capital) in mobile
operator H3G SpA, which is owned by Luxembourg subsidiary Tiscali Finance.

The change in this item compared to the same period last year relates to holdings in companies that have
been written off because they have been wound up or are no longer included in the basis of consolidation.

The figure for financial receivables from non-consolidated subsidiaries has decreased as CD Telekomunikace
Sro, which owed the parent company EUR 25.3 million, was no longer consolidated in the quarter prior to its
sale. Tiscali signed an agreement to sell 100% of CD Telekomunikace Sro to Eurolight Associates Limited on
December 2002. It was therefore considered appropriate to state it under receivables falling due after one
year.
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C) Current assets

| - Inventories [EUR 5,301,000]

As of 30 June 2003, the group’s inventories were worth EUR 5.3 million and largely consisted of network
apparatus, consumables, telephone cards, goods for resale by the company’s merchandising business and
modems. The reduction in the value of inventories reflects the use of assets and adjustments in the book
value of inventory items.

Il — Receivables [EUR 239,172,000]

As of 31 December 2002, receivables from customers totalled EUR 155 million after write-down provisions.
These receivables accrued from the sale of internet services, access services’ hlling, usage-based fees for
traffic generated on other networks, advertising revenues, and business-to-business and telephone services
provided by the group. This figure has fallen by around EUR 35 million since 31 December 2002, reflecting
the group’s stringent efforts to collect outstanding receivables, and the introduction in certain countries of a
new billing platform, which has shortened payment collection times.

To allow receivables to be booked at their estimated realisable value, a reserve for bad debts has been
established. As a precaution, this reserve was adjusted during the year.

Receivables from non-consolidated group companies rose to around EUR 800,000. These items relate to the
smaller companies in the group, which are not consolidated as they have no material impact on the accounts
or have been wound up.

Miscellaneous receivables came to around EUR 82 million. These include EUR 25.3 million relating to
Eurolight Associates Limited, approximately EUR 55 million in VAT credits that have not been used or
refunded, and some EUR 3 million in respect of advance payments to employees.

111 — Investments other than non-current assets [EUR 124,227,000]

Investments other than non-current assets include the investment of liquid assets in securities and other
short-term investment products. These items mainly appear on the balance sheets of Tiscali International
BV, Tiscali Finance SA and Tiscali Datacomm AG. This heading also includes around EUR 50 million in
deposits in respect of guarantees given by group companies.

IV — Cash and cash equivalents [EUR 160,289,000]

The balance of cash and cash equivalents chiefly relates to the subsidiaries Liberty Surf Group SA and Tiscali
Finance SA. Please see the Report on Operations for the detail of the changes to the overall financial
position. The reduction in this item since 31 December 2002 is chiefly attributable to investments made by
the group during the first six months of the year, as shown in the cash flow statement annexed to these
notes. In addition, liquid resources of EUR 99 million were used by French subsidiary Liberty Surf Group SA
(of which Tiscali owns 94.5%) for extraordinary operations (including loans made to the parent company)
requiring the approval of the board of directors.
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D) Accrued income and deferred charges [EUR 62,545,000]

Accrued income includes advertising revenues and revenue from the ISP business that has not yet fallen
due.

Deferred charges mainly cover several years' rental of international circuits by Tiscali International Network
SA (formerly Nets SA), software and hardware maintenance fees (some of the most common pre-paid
expenses in the sector), and pre-paid rentals for connectivity circuits and sponsorship costs.

Accrued income rose by EUR 15 million compared to the first half of 2002, mainly due to a year-on-year
increase in operating revenues.
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Liabilities

A) Shareholders' equity [EUR 487,518,000]

Statement of changes in shareholders' equity

The table below provides a summary of changes in the shareholders' equity accounts for the period.

I I )

Changes in shareholders’ equity, particularly the amounts indicated in the “Increases” column, largely refer
to the capital increases carried out by the parent company during the year.

In addition, EUR 152 million from the share premium reserve was used to cover the parent company’s losses
for the 2002 financial year. This action was approved by the extraordinary shareholders’ meeting of Tiscali
SpA held on 29 April 2003.

The change in the currency translation reserve reflects fluctuations in the euro/sterling exchange rate
following the conversion of the first-half accounts of the UK subsidiaries.

The decrease in subsidiaries’ undistributed profits (or losses) is chiefly attributable to uncovered losses
pertaining to subsidiaries for the 2002 financial year.
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The table below provides a summary comparison between the parent company and consolidated accounts,
highlighting any items that have a bearing on results and shareholders’ equity.
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B) Provisions for risks and future liabilities [EUR 24,156,000]

These provisions mainly cover the estimated cost of future restructuring of both operating companies and
companies that have been wound up.

During the year, certain events took place for which provision had been made in previous years, and EUR
2.3 million was used as a result. These events largely concerned ongoing legal action.

The table below shows the changes in provisions for risks and future liabilities over the period.
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C) Severance indemnities reserve [EUR 7,407,000]

The table below shows the changes that occurred during the period.

This item mainly relates to the parent company and ltalian subsidiaries, and to French subsidiary Liberty
Surf Group SA.

59



The Tiscali Group

D) Payables [EUR 909,532,000]
Breakdown

Payables 30.06.2003 31.12.2002 Change
Bonds 407,403 409,211 (1,808)
Convertible bonds - - -
Due to banks 72,779 59,306 13,473
Due to other financial organisations 54,374 62,929 (8,555)
Advance payments - - -
Trade accounts payable 279,514 306,676 (27,162)
Credit instruments payable - - -
Due to non-consolidated group companies 4,081 4,482 1,388
Due to subsidiaries 52 468 (416)
Due to parent companies - - -
Taxes payable 27,311 32,375 (5,064)
Due to social security agencies 7,975 10,726 (2,751)
Other payables 52,793 12,116 40,677
Total 906,282 898,289 9,782

“Bonds” (EUR 407 million) include bond loans agreed with Tiscali Finance (second half of 2000 and first half
of 2002) and with Tiscali International BV (to finance the acquisition of Telinco UK). The terms of the Tiscali
Finance loan (EUR 400 million) require repayment in a lump sum after five years. The first tranche (EUR 250
million) is to be repaid on 12 July 2004, with a second tranche (EUR 150 million) scheduled for repayment
on 7 July 2005. This agreement also set a debt limit of two times consolidated shareholders’ equity. The
Telinco loan is recorded under shortterm debt and is to be repaid before the end of the financial year,
although the term may be extended. The interest rate on the loan is Euribor plus a variable spread. Swap
contracts have been taken out to hedge against interest rate risk.

Payables to banks include an overdraft and long-term financing for the construction of the group’s new
headquarters at Sa llletti (Cagliari).

Trade payables largely refer to the provision of content and voice and data traffic services. The reduction
recorded over the period is attributable to an improvement in the group’s credit terms.

Payables to group companies of EUR 4 million relate to non-consolidated subsidiaries.

Payables to other financial institutions mainly refer to the principal portion of the debt arising from the
restatement of leasing agreements under IFSR.

Payables falling due after five years total EUR 21.4 million, and relate to instalments of the loan financing
the new headquarters that have already been drawn down.

Tax payables chiefly include around EUR 2 million in corporate income tax and VAT in the region of EUR 16
million. The remainder reflects tax contributions outstanding at the end of the period.

“Other payables” include EUR 30 million to be paid to the former shareholders of EUnet EDV und Internet
Dienstleistungs AG, Home SA and Wanadoo Belgium SA, following the purchase of the remaining shares in
each of these companies during the period to achieve 100% ownership.
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E) Accrued liabilities and deferred income [EUR 160,505,000]

Accrued liabilities mainly refer to operating expenses such as content and access costs, consultancy fees and
line rental, mainly in respect of the UK subsidiaries.

Deferred income largely concerns the deferral to later financial years of pre-payments for services such as
line rental, mostly pertaining to Tiscali International Network SA and Tiscali International Network BV.
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Memorandum Accounts

The memorandum accounts are largely unchanged on the position at 31 December 2002. The sureties
mainly relate to guarantees given by the parent company in respect of the issue of the bond loan by
Luxembourg-based subsidiary Tiscali Finance SA.
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Profit and Loss Account

A) Value of production [EUR 429,687,000]

Breakdown of value of production

Revenues from sales and services 30.06.2003 30.06.2002 Change

Access revenues 298,701 257,720 40,981
Voice revenues 32,517 25,306 7,211
Business revenues 69,437 43,902 25,535
Portal revenues 23,905 27,200 (3,295)
Other revenues 3,786 10,055 (6,269)
Total 428,34¢i 364,183 64,163

The main contributor to group revenues, which are predominantly earned in the EU, is the ISP business
(access). Access revenues rose by EUR 41 million or 11% in the first half of 2003 compared to the same
2002 period, contributing 69.7% of revenues. Advertising accounted for 5.6% of revenues, while business
services and voice revenues contributed 16.2% and 7.6% respectively. Business services have grown
considerably following their inclusion in the basis of consolidation.

During te year, the group has focused on developing its access and business products, which offer the
widest gross margins and brightest growth prospects. In particular, access revenues are growing thanks to
the increase in ADSL subscriber numbers, an area that the group has been targeting since the end of 2002
via a major pan-European marketing campaign.
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B) Production costs [EUR 528,466,000]

Purchase of raw materials, supplies and consumables

Purchases of raw materials, supplies and consumables include purchasing costs, equipment for pre-paid
telephone cards, goods for resale and modems.

Breakdown of expenses for the provision of services

This item includes the group’s main business expenses, as detailed below.

Service costs 30.06.2003 30.06.2002 Change

Rental of telephone lines 89,119 80,190 8,929
Purchase of traffic 79,720 70,502 9,218
Portal services 4,841 9,746 (4,905)
Call centres 15,511 10,558 4,953
Advertising and promotional expenses 50,56¢& 43,392 7,176
Maintenance 10,268 8,352 1,916
Consultants and professional services 9,145 9,219 (74)
Sales expenses 15,847 15,937 (90)
Other costs relating to the provision of services 26,061 35,284 (16,717)
Total 301,080 283,180 10,406

Line rental. This is a standard cost item in the sector that applies to all subsidiaries, and accounts for 30%
of the total cost of service provision. This is a marked reduction on the previous period, due to the
expansion of the group’s proprietary network. The group’s restructuring has also achieved significant
economies of scale, with no loss of transmission capacity. Line rental is expected to fall as a percentage of
total costs, as revenues rise.

Purchase of traffic. This cost item, totalling EUR 79 million, is directly linked to the voice business and to
the type of internet connection sold through the purchase of traffic. Traffic purchasing costs mainly relate to
France—where, in addition to the Liberty Surf Telecom subsidiary, the group has acquired control of pre-pay
telephony specialist Intercall SA—and the UK, as well as Italy, where telephony is one of the parent
company’s core activities.

Advertising and promotional expenses. These costs account for 16.8% of the total, largely unchanged
from the first half of 2002. These expenses consist of spending on communications and campaigns to re-
brand the company, raise the profile of the Tiscali brand and launch new products in various countries.

Maintenance. This item came to around EUR 9 million, and was largely spent on maintenance agreements
for network equipment and software. The increase compared to the previous period directly relates to the
rise in group investments.

Consultants and other professional services. This item, which amounted to around EUR 10 million,
reflects the restructuring of the group’s operations and organisation. A large proportion of this sum relates to
legal expenses.

Other service costs include around EUR 15 million spent on call centres, portal costs of EUR 3.6 million
(lower than last time) and installation costs of some EUR 5 million (installation of equipment, such as ADSL,
at customer premises).
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Other operating expenses

This item, which totalled EUR 8.5 million, mainly includes the cost of telephone licenses in Italy and France,
and other minor expenses.

C) Financial income and charges [EUR 10,417,000]

Financial income [EUR 11,753,000]

A breakdown of financial income is shown in the table below.

“Interest on other securities” relates to investments of liquid assets by Tiscali International BV, Liberty Surf
Group and Tiscali Finance.

“Interest from banks” refers to investments of liquid assets by Liberty Surf Group SA, Tiscali International BV
and Tiscali Finance SA, and to interest accrued on hedging agreements taken out by Tiscali Finance, such as
swaps. These agreements largely concern interest rate swaps entered into by Luxembourg-based Tiscali
Finance SA, and are aimed at reducing the financing cost of bonds issued by this subsidiary.
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Financial charges [EUR 21,906,000]

The table below shows interest payable and other financial charges.
Interest and other financial charges 30.06.2003 30.06.2002 Change

Owed to third parties

On medium-/long-term financing 17,115 44,643 (27,528)
Due to banks for mortgages and medium-/long-term loans - 58 (58)
Due to other financial institutions 1,447 1,429 18
Trade accounts payable 121 65 56
Other payables 541 42 499
Exchange rate losses 312 705 (393)
Other 2,370 965 1,405
Total 21,906 47,907 (26,001)

Financial charges for the period came to around EUR 22 million, and mainly refer to subsidiaries Tiscali
Finance SA and Tiscali International BV (bond loans). The remainder reflects bank overdrafts and interest on
financial leasing transactions.

Medium-/long-term financing includes coupon payments of around EUR 12.3 million on bonds maturing in
July 2003.

Interest rate risk management:

Tiscali takes an active approach to managing interest rate risk by using interest rate swaps. Tiscali Finance
enters into these swap agreements with leading financial institutions. All such swap agreements are part of
a strategy of hedging interest rate risk.

Interest rate swaps are used to obtain a better differential interest rate, which reduces financing costs.

Under the terms of these agreements, Tiscali agrees to swap with its counterparties the difference between
interest amounts calculated using a nominal benchmark, at fixed or variable rates agreed in advance, on a
number of agreed maturity dates.
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D) Adjustments in the valuation of long-term investments
[EUR 0]

No adjustments in the value of long-term investments and holdings were carried out during the period.

E) Extraordinary income and charges [EUR (32,438,000)]

Extraordinary income [EUR 8,133,000]

The table below shows a breakdown of extraordinary income.

Extraordinary income (charges) 30.06.2003 30.06.2002 Change

Correction of errors posted in previous years - 26 (26)
Non-recurring items - 27,951 (27,951)
Other extraordinary income 7,131 1 7,130
Total 7,131 27,978 (20,847)

Capital gains on disposals of non-current assets

Capital gains on disposals of tangible assets 48 - 48
Capital gains on disposals of financial assets 954 954
Total 1,002 - 1,002
Total 8,133 27,978 19,845
Extraordinary charges [EUR 40,571,000]

The table below shows a breakdown of extraordinary charges.

Extraordinary charges 30.06.2003 30.06.2002 Change
Extraordinary expenses and losses - 2,468 (2,468)
Not recurring expenses 23,593 (23,593)
Redundancy costs 886 1,276 (390)
Restructuring costs relating to contracts terminated early 371 - 371
Restructuring costs relating to the write-down of tangible assets 801 214 587
Other restructuring costs 17,335 26,405 (9,070)
Other extraordinary charges 21,178 3,795 17,383
Total 40,571 57,751 (17,180)

“Extraordinary expenses and losses” include charges relating to the parent company for the previous
financial year; “Redundancy costs” relate to group restructuring; “Restructuring costs relating to contracts
terminated early” refer to supplier contracts inherited with acquisitions that were terminated early due to
overlap or conditions deemed disadvantageous, and arose as part of group restructuring and the
rationalisation of global purchasing; “Restructuring costs relating to the write-down on tangible assets”
include write-downs of non-current assets carried out by the UK subsidiaries in the context of the
rationalisation of flows and systems for providing services to users. “Other restructuring costs” cover
extraordinary charges relating to the group restructuring, “Other extraordinary charges” include a EUR 11.3
million increase in charges relating to the parent company’s renegotiation of tariffs for the previous year with
Telecom Italia SpA.
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Other information

As required by current regulations, the table below shows the composition of the workforce by job category.

68



First Half 2003

Pursuant to article 78 of Legislative Decree 58/1998 issued by Consob with resolution 11971/1999, the
tables below set out the remuneration of directors and auditors. For the number of shares owned by

@
&)
3
“)
®)
(6

directors and auditors, please see the Report on Operations.

Chairman from 30 June 1999 and Chief Executive since 21 July 1999, subject to renewal

Appointed on 30 June 1999; resigned on 16 July 2003

Appointed on 30 June 2000

Appointed on February 2003

Appointed on 29 April 2003

Co-opted to the board by Director Herman Hauser on 14 May 2003
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DEALINGS WITH RELATED COMPANIES

During the year, members of the board maintained, either directly or indirectly, various dealings with related
companies. Specifically, director Franco Bernabé had dealings with Kelyan SMC SpA and Kelyan SpA. These
dealings, worth around EUR 0.5 million, involved consultancy services relating to acounting and billing
procedures for the parent company and subsidiaries.
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Lists of holdings

Tiscali group companies are listed below, with details of the relevant consolidation method.
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Notes

Q) Tiscali SpA owns 95% and Andaledda SpA owns 5%

@) Tiscali SpA owns 90% and Tiscali Motoring Srl owns 10%

®3) Tiscali SpA owns 83.39% and Tiscali Switzerland Holding SA owns 16.61%
4) Tiscali International BV owns 80% and Tiscali BV owns 20%

®) Tiscali Business UK plc owns 51% and Tiscali International BV owns 49%
(6) Tiscali BV owns 40% and World Online Partner BV owns 60%

@ Tiscali International Network SA owns 90% and Tiscali SpA owns 10%

8) I = full consolidation P = proportional consolidation; N = equity method
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List of directly-owned holdings in non-consolidated subsidiaries, affiliated companies and other companies.
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The organisational chart below illustrates the basis of consolidation of the Tiscali group.
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Accounting summary

To provide a comprehensive overview of the consolidated accounts, the following tables contain a short analysis
consisting of the Restated Balance Sheet, the Restated Profit and Loss Account and the Cash Flow Statement.
The balance sheet has been restated with the least liquid items listed first. This summary of current assets and
liabilities is aimed at providing an accurate representation of the overall financial position. The profit and loss
account has been restated in a single column format and shows the different items making up operating profit
and costs.

The cash flow statement is intended to highlight the most significant changes in accounting items in a
comprehensive and structured manner. It is organised according to financial flows, as recommended by the
Italian association of chartered accountants (Consiglio Nazionale dei Dottori Commercialisti e dei Ragionieri).

Restated consolidated balance sheet summary - assets




Restated consolidated balance sheet summary - liabilities




Restated consolidated profit and loss account summary




Cash flow statement

For the Board of Directors
The Chairman

feels i

Renato Soru

~
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Interim accounts of Tiscali SpA



Balance Sheet - Assets
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Balance Sheet — Assets (continued)




Balance Sheet - Liabilities




Memorandum Accounts




Profit and loss account




Profit and Loss Account (continued)
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For the Board of Directors
The Chairman

feels s

Renato Soru



Notes to the interim accounts of Tiscali SpA
30 June 2003

(figures in EUR 000)

Form and content

1) Criteria used in the preparation of the accounts

These accounts have been prepared in accordance with article 2423 and subsequent articles of the Italian Civil
Code, and consist of the balance sheet, the profit and loss account and the notes to the accounts, which conform to
the standards set out in article 2427 of the Italian Civil Code; and pursuant to article 2423, constitute an integral
part of this annual report and accounts. For ease of comparison the accounts contain figures for the previous
period, which have been prepared and presented in a consistent and coherent manner. Moreover, pursuant to
legislative decree no. 127 of 1991, the consolidated accounts are presented together with those of Tiscali SpA.

In order to provide a better overview of the company’s operations and financial position, the following documents
are supplied as supplementary information:

- Reclassified Balance Sheet
- Reclassified Profit and Loss Account

- Cash Flow Statement
2) Accounting policies

a) General criteria

The criteria used in the preparation of the accounts conform to those stipulated by the aforementioned
regulations. These criteria have been integrated and interpreted in accordance with the accounting principles
issued by the national association of Italian chartered accountants (Consiglio Nazionale dei Dottori Commercialisti
e dei Ragionieri), and where necessary, the accounting principles recommended by the International Accounting
Standards Board. The same criteria are used as in previous years, particularly with regard to valuations and
continuity in applying the same principles. The valuation of balance sheet items was performed based on general
criteria of prudence and competence, on a going concern basis. For the purposes of accounting entries, the
economic substance of transactions prevails over their legal form. Investments are therefore posted at the time
of payment. Profits are included only if they accrue within the period under review, while provision is made for
risks and losses that may come to light at a later date. Miscellaneous items included under individual accounting
entries have been valued separately.

Assets destined for long-term use have been classed as non-current assets.

b) Valuation adjustments and recovery of value

The values of tangible and intangible assets whose useful life is limited over time are written down respectively
through depreciation and amortisation charges. The same tangible and intangible assets and other assets are
written down each time a permanent reduction in value has been noted; and the original value is restored where
the reasons for the reduction no longer apply. The methodology for calculating depreciation, amortisation and
write-downs is explained separately in these notes.

c) Revaluations

To date, no revaluations have been carried out.
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d) Exceptions

No exceptions to the accounting procedures laid down by current legislation pertaining to consolidated annual
accounts have been made to the accounts for this or any previous period.

The most important principles and criteria are as follows:

e) Intangible assets

Start-up and expansion costs are entered under the appropriate accounting entry on the assets side of the
balance sheet and are amortised for a period not exceeding five years starting from the financial year in which
the costs were incurred.

Research, development and advertising costs are generally debited to the profit and loss account of the financial
year in which they were incurred. Exception is made for expenditure on the development of new products, for
which R&D and advertising costs are posted under the appropriate line item under “Assets” and amortised over a
five-year period (in consideration of the time taken to recoup such costs), starting from the financial year in
which they were incurred.

Licenses, trademarks and patent rights are recorded at their acquisition cost and amortised over the period of
use established by the contract using the straight-line method. In any event, the amortisation period will not
exceed five years from the financial year in which it was incurred.

Goodwill is posted within the limits of the costs incurred and amortised over five years.

Maintenance and upgrade costs on tangible assets belonging to third parties are listed under “Other” and are
amortised (using the straight-line method) over either the estimated useful life of the asset or the residual period
of the agreement, whichever is the shorter.

f) Tangible assets and depreciation
Tangible assets are recorded at purchase or production cost, including any additional charges.
Depreciation is calculated on the basis of cost, according to the estimated residual life of the asset.

Capital equipment leasing transactions agreed during the period are posted on the balance sheet based on the
interpretation of current legislation, i.e. leasing fees must be posted in the period to which each payment refers.

Ordinary maintenance expenses are debited to the profit and loss account in full. Maintenance expenses of an
incremental nature are attributed to the asset to which they refer and are depreciated based on the estimated
residual life of that asset.

A summary of depreciation rates follows. These remain unchanged with respect to the previous financial year:

plant and machinery

- generic plant and machinery 20%
- minor plant and machinery 12%
- specific plant and machinery 20%
- other plant and machinery 20%
industrial and commercial equipment

- network and other specific equipment 20%
- other industrial and commercial equipment 20%
- miscellaneous minor items 25%
other tangible assets

- office furniture 12%
- IT and automated office equipment 20%
- vehicles 25%

-  other assets 20%



In the year in which an asset is purchased, the depreciation charge is reduced by 50 per cent. This accounting
approach is adopted to provide a reasonable approximation of the time distribution of asset purchases during the
year.

g) Long-term investments

Investments in subsidiaries and affiliated companies:

Investments in subsidiaries and affiliated companies that are classified as non-current financial assets are valued
at cost (acquisition or subscription price). The cost is lowered if a permanent reduction in value is deemed to
have occurred.

Long-term investments consisting of receivables are valued at their estimated realisable value.

h) Inventories
raw materials, work in progress and finished products:

Inventories, mainly consisting of goods for resale, are valued at either their purchase cost calculated using the
weighted average method, or their estimated market value, whichever is the lower.
I) Receivables

Receivables are listed at their estimated realisable value. This value is dtained by direct write-down of
receivables. Receivables also include amounts pertaining to invoices still to be issued for services rendered during
the year.

k) Accruals and deferrals

Accruals and deferrals are calculated in accordance with the matching principle.

I) Funds for risks and future liabilities

Risk funds are allocated and shown as liabilities on the balance sheet, and are intended to cover potential
company liabilities that are certain or very likely to take place.

m) Corporate income tax

The company incurred no tax liabilities during the year, since it generated no taxable income. As a precaution,
tax benefits carried forward in respect of losses from previous years are not included in the accounts.

n) Severance indemnities reserve

These provisions correspond to all amounts due to employees under current laws.

0) Payables

Payables are posted at their nominal value.

p) Risks, commitments and guarantees
Commitments and guarantees are shown in the memorandum accounts at their contractual value.

The guarantees take the form of surety bonds issued in favour of third parties in execution of contractual
obligations.

Commitments refer to obligations resulting from agreements that have been signed but which have yet to be
executed, and from rental and operating lease charges to be posted in future financial years.
q) Recording of revenues and costs

Revenues from the sale of services are recorded based on the amount of traffic generated during the period.
Financial income is booked in the period in which it accrued
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r) Recording of foreign currency amounts

Receivables and payables in currencies other than the euro are adjusted to the exchange rates valid at the end
of the period, through the inclusion of a specifically designated exchange-rate risk fund on the balance sheet.
Profits and losses deriving from exchange rate fluctuations are listed as receivables or payables on the profit and
loss account.

s) Other information

During the period the following items were restated: holdings relating to Stud Soc. Consortile, Netchemya SpA
(in the course of being wound up) and Janna Scpa, worth a total of EUR 49,000, which were previously booked
under “Holdings in other companies”, are now recorded under “Holdings in group companies”.



Breakdown of balance sheet items

ASSETS

(figures in EUR 000)

B) Non-current assets

I — Intangible assets

The book value of intangible assets at the beginning and end of the period is detailed below.

The following is a summary of changes that occurred in the accounts during the year.

The “Start-up and expansion costs” line, which accrued mainly in 1999, includes the cost of starting network roll-
out activities (installation and switchboard activation) and of the first launch campaign for internet access
services.

Decreases are due to the normal process of amortisation.
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The “Industrial patent rights and use of intellectual property rights” line mainly includes applications software
acquired for an unlimited period and customised for the exclusive use of the company. The EUR 4.7 million
increase is mainly due to the capitalisation of costs relating to licences and the development of software and
other services acquired as part of the Mobile Internet project and the capitalisation of investments relating to the
creation of a European data warehouse to support the company’s business activities. Both of these projects
became operational during the period.

The change in “Concessions, licences, trademarks and similar rights” relates to the purchase of software licences
and associated costs (EUR 2.2 million). In particular, this includes renewals of licences for management and
billing software purchased for the whole group, access systems software and network services management.

This item includes EUR 27.8 million relating to IRU agreements for exclusive use of dark fibre optics for 15 years.
These rights will be amortised over the term of the agreement.

The “Payments on account and assets in the course of acquisition” line fell by EUR 4.8 million, included under
“Other changes, due to EUR 4.7 million of the investments listed above being recorded under the “Industrial
patent rights and intellectual property rights item”.

The “Other” line chiefly includes investment in adapting technical sites and commercial and administrative
offices.
Il — Tangible assets

A summary of the changes in the accounts over the period, with regard to the historical costs of tangible assets,
is shown below:

COSTS Balance Other Balance
31.12.2002 Increases Write-ups changes (Disposals) 30.06.2003

land and buildings

- land 4,247 - - - 4.247
4,247 - - - 4.247

plant and machinery

- generic plant and machinery 1,381 - - - 1.381

- specific plant and machinery 19,979 761 - - - 20.740

- other plant and machinery 1,977 140 - - - 2.117

23,337 901 - - - 24.238

industrial and commercial equipment

- network and other specific equipment 46€ 20 - - - 486

- other equipment 1,677 - - - 1.677

- miscellaneous minor items 7 - - - 7
1,930 20 - - - 2.170

other fixed assets

- office furniture 1,321 3 - - - 1,324

- IT and automated office equipment 2,344 5 - - - 2,353

- other assets 367 - - - (2 365
4,036 8 - - 2) 4,042

payments on account and assets in course

of acquisition

- payments on account and other assets in

course of acquisition 9,262 15,997 - - - 25,259
9,262 15,997 - - - 9,262

43,032 16,926 - - ) 59,956

The “land” item covers investment in land acquired for the company’s new headquarters in Cagliari.

Tangible assets mainly consist of technical equipment for the creation of internal networks and equipment for
site set-up, servers, personal computers and call centre equipment.

The increases recorded under “tangible assets in course of acquisition” relate to investments of EUR 15 million in
the new company headquarters for which work began last year and was completed in August 2003.



A summary of changes in depreciation over the period is shown below:

A summary of the changes in the accounts over the period, with regard to the net book value of tangible assets,
is shown below:




11l — Long-term investments

As of 30 June 2003, this item included holdings in subsidiaries (EUR 2,081.3 million), affiliated companies (EUR
0.05 million) and other companies (EUR 0.2 million).

The tables below show the detailed balance sheet entries and related changes with respect to the same period of

the previous financial year, as well as a list of the company’s holdings in subsidiaries and affiliated companies
pursuant to article 2427, paragraph 5 of the Italian Civil Code.

BREAKDOWN OF EQUITY INVESTMENTS




CHANGES DURING THE PERIOD

The changes in the composition of holdings during the period are shown in the table below.

Over the period, the value of holdings increased by EUR 22.4 million and decreased by EUR 16.3 million. The
decrease included disposals amounting to EUR 2.8 million and EUR 13.5 million relating to other changes.

The main transactions that took place during the period are described below.
Excite Italia BV

In March 2003, the shareholders’ meeting of Excite Italia BV decided to reduce the company’s share capital by
EUR 13.5 million, given that the value of the holding had fallen by the same amount. The credit generated as a
result of this transaction was used to settle bank debt and other trade payables.

A further increase of around EUR 3.4 million and a decrease of EUR 2.7 million related to the exercise of an
option to purchase 384 shares in Excite Italia BV that had been allocated to company managers, and their
subsequent sale in March 2003.
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The acquisition price was set at EUR 7,230.40 per share and the sale price was EUR 8,847.87 per share.
EUnet Edv und Internet Dienstleistungs AG

In June 2003 Tiscali SpA acquired 100% of the capital of EUnet Edv und Internet Dienstleistungs AG from a
number of shareholders. The company is an ISP operating in Austria. The acquisition cost of EUR 15.9 million is
to be paid using newly-issued Tiscali shares. The issue of the necessary shares will be voted on at the
shareholders’ meeting of Tiscali SpA within eight months of the date of the transaction being approved by the
Austrian competition authorities (this approval was received at the end of June 2003).

Home.se AB

In April 2003, Tiscali SpA signed an agreement to acquire 100% of Swedish company Home.se AB. The
acquisition cost of EUR 1.3 million is to be paid using newly-issued Tiscali shares. Under the terms of the
agreement, the issue of shares to pay for the acquisition will have to be approved before 16 December.

Nextra SpA

Tiscali acquired 100% of Nextra SpA in March 2003 from Norway’'s Telenor Business Solutions AS and Telenor
Business Solutions Holding AS. The acquisition cost of EUR 1.3 million is to be met using 643,950 Tiscali shares
issued in July 2003.

Tiscali Internet Ltd

In March 2003, Tiscali SpA acquired 100% of Tiscali Internet Ltd, the dial-up user base of Dell Products (Europe)
BV. The total cost of the transaction was EUR 598,240, which was paid using 152,380 Tiscali shares.

Balance Balance
31.12.2002 increases (disposals) write-ups other changes 30.06.2003

AFFILIATED COMPANIES (downs)

FreeTravel SpA (being wound up) - - - - -

Ariete Telemedia Srl - - . - E g

Janna Scpa - - - - 34 34

Netchemya - - - - - R

STUD Soc. Consortile Srl - - - - 15 15
49 49

The figures in the “Other changes” column derive from the restatement of holdings in Janna
Scpa, Netchemya SpA and Stud Soc. from the “Holdings on other companies” line to “Holdings
in affiliated companies”.

Balance Balance
31.12.2002 increases  (disposals) write-ups other changes 30.06.2003

OTHER COMPANIES (downs)
Crs4 12t - - - - 125
Consorzio Green Management - - - -
Mix Srl 1 - - - - 1
Stud Soc. Consortile il - - - (15)
Tiscali Int.I Network SpA(ex Nets Broadband SpA) 34 - - - - 34
Netchemya SpA (being wound up) - - - - - =
Janna Scpa 34 - - - (34) -

209 - - - (49) 160

Please note that although Tiscali SpA has a direct stake of just 10% in Tiscali International Network SpA
(formerly Nets Broadband SpA), it controls the company indirectly, as the other 90% is owned by Tiscali
International BV (Netherlands)—a wholly-owned subsidiary of Tiscali SpA.



OTHER INFORMATION

Holdings in subsidiaries

(*) Data pertaining to subsidiaries' consolidated companies
(**) Balance sheet data as of 31/12/2002

(***)  The remaining 5% is held by Andaledda SpA

™) Accounting data updated on 28/02/2003

The ongoing group reorganisation has entailed the revaluation of book values of holdings to align them with
changes in market conditions since last year. However, we believe that the residual value of long-term
investments—while exceeding the amount of equity—provides a fair picture of the value of these investments,
given the sector's development potential. The dfferences between the book values and amount of equity are
mainly attributable to goodwill.
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Holdings in group companies

(*) Balance sheet data as of 31/12/2002
(**) Balance sheet data as of 31/12/2001

C) Current assets

I - Inventories

Inventories largely consist of goods for resale and consumables.

Changes in inventories are shown below.

Goods for resale mainly consist of satellite equipment for the new “Tiscali Sat” service (around EUR 0.5m), and
modems for the ADSL service.



Il — Receivables

Receivables from customers:

The table below shows the amounts for each balance sheet item pertaining to receivables, by the period in which
they fall due.

Net receivables from customers rose to EUR 50.1 million. The company will therefore be taking action to recover
outstanding receivables.

To align the value of receivables with that of the estimated market value, bad debt provision has been set at
approximately EUR 7.6 million. During the period some of these provisions were used to cover debts that were
written off.

BREAKDOWN OF RECEIVABLES

The table below shows the amounts for each balance sheet item pertaining to receivables, by the period in which
they fall due.
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RECEIVABLES FROM GROUP COMPANIES

Receivables from group companies are detailed below.
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Receivables from group companies posted as long-term receivables refer to financial receivables that the parent
company intends to convert into capital increases for companies in which it holds a stake. In particular, this
covers the sum of about EUR 17.3 million in respect of German company Tiscali Gmbh, indirectly owned by
Tiscali SpA through Tiscali Deutschland Gmbh. EUR 11.2 million relates to financial receivables acquired after its
subsidiary SurfEU.Com Ltd was wound up in July 2002.

Receivables include EUR 80 million in relation to a loan granted to a subsidiary of Worldonline International NV,
deriving from the acquisition of Springboard Internet Services Ltd in 2001. These receivables do not generate
interest since they are destined to form part of an increase in the capital of the subsidiary, as part of the group’s
reorganisation.

Financial receivables from Worldonline International NV of EUR 28.2 million include receivables of EUR 9.5 million
in respect of Wanadoo Belgium NV, which was acquired in the first half of 2003 via Belgium’s Tiscali NV (which is
controlled indirectly by Tiscali SpA).

This item also includes receivables of EUR 9.8 million in respect of Tiscali Espafia SA in relation to its acquisition
of Vodafone’s fixed-line internet access business in Spain, Airtel Movil SA.

Trade receivables relate to the billing of group companies for services carried out by the holding company, as
well as the passing on of costs incurred by Tiscali SpA that pertain to group companies.



BREAKDOWN OF OTHER RECEIVABLES

Other receivables break down as follows:

The item “Tax credits on dividends” includes tax credits resulting from the payment of dividends by Tiscali I.T.S.
International Technology Services Srl, which was acquired last year.

An application was made for the reimbursement of VAT amounting to EUR 13.8m in 2002, of which EUR 8.6
million has so far been received.

“Other receivables” include advance payments in respect of suppliers for EUR 3.2 million and receivables from
Eurolight Associates Ltd, which purchased the holding in CD Telekomunikace Sro (for EUR 3.2 million).

Amounts receivable after one year, listed under “Other receivables” refer to Eurolight Associates Ltd, and come
under the receivables from CD Telekomunikace Sro.
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111 — Investments other than non-current assets

Details of costs and changes pertaining to investments other than non-current assets for the period are detailed
below.

Other securities

Holdings owned at the end of the previous period were adjusted in the period under review.




IV — Cash and cash equivalents

Cash and cash equivalents break down as follows:

D) Accrued income and deferred charges

A summary of accrued income and deferred charges is set out below:

The “Accrued interest” item includes EUR 0.16 million for interest on VAT refunds receivable.

“Other deferred charges” include costs already incurred that will be recorded in later periods in accordance with

the matching principle. This refers to telecom rental charges (EUR 1.1 million), insurance, publicity costs and
portal content.
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Liabilities

A) Shareholders' equity

Statement of changes in shareholders' equity

The table below provides a summary of changes in the shareholders' equity accounts for the period.

At 30 June 2003, the company's share capital was EUR 183,057,169.00, consisting of 366,114,338 ordinary
shares with a nominal value of EUR 0.50 each.

The extraordinary general meeting held on 29 April 2003 voted to cover losses relating to the 2002 financial year
by using EUR 152,296,833.87 from the share premium reserve.

Other capital increases and increases in the share premium reserve that occurred during the year came about as
a result of takeover operations carried out by means of share transfers. During the first half of the year, a total
of 4,380,203 shares were issued, ata nominal amount of EUR 2,190,101.50.

At the same time, the share premium reserve was increased by EUR 16,377,458.65, but after the use of an
amount to cover losses, this item suffered a net decrease of EUR 135,919,375.22.

Changes in the share capital are listed below, next to the transaction to which they refer:

SHARE CAPITAL COMPOSITION (No. shares - 000)



104



B) Provisions for risks and future liabilities

Provisions for risks and future liabilities are detailed below:

C) Severance indemnities reserve

The table below shows the changes that occurred during the financial year:

D) Payables

Breakdown

The increase recorded under the “Due to banks” line mainly derives from the disbursement of the first tranche of
a loan granted to the company by Banca CIS for the construction of its new headquarters (Tiscali Campus) and
the purchase of the necessary land. The loan term is ten years.



BREAKDOWN OF PAYABLES

The table below shows the amounts for each balance sheet item pertaining to payables, by the period in which
they fall due.

INTRACOMPANY PAYABLES

Intracompany payables break down as follows:

Financial payables to group companies mainly consist of loans to subsidiaries.
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In particular, payables to Worldonline International NV include an interest-free loan received by the indirect
subsidiary of Tiscali International BV, which showed an increase of EUR 25.2 million over the period. This was
because of EUR 22.7 million being passed on by Tiscali International BV to Tiscali Finance SA. The remaining
EUR 2.6 million relates to other loans made directly by the subsidiary.

BREAKDOWN OF TAXES PAYABLE

Tax payables to the Treasury consist of advance withholdings on personal income tax (IRPEF) for employees and
contractors.

BREAKDOWN OF OTHER PAYABLES

Payables to directors include emoluments.

The “Payables to employees” item includes EUR 1.9 million for June salaries and EUR 1.9 million for holidays
accrued and not yet taken.

The “Other payables” item includes payables of EUR 28.3 million still outstanding following the acquisitions of
EU.net AG, Tiscali Internet Ltd and Home.se AB during the period, which are to be paid for in newly issued
Tiscali SpA shares. The capital increase for the purpose of acquiring Tiscali Internet Ltd was approved by the
extraordinary shareholders’ meeting held on 29 April 2003.



E) Accrued liabilities and deferred income

A summary of accrued liabilities and deferred income is set out below:

The “Accrued liabilities” item includes provisions of around EUR 0.7 million for holiday bonuses accrued, and EUR
0.3 million for costs to be attributed to the current financial year for interest payable, government grants and
commissions.

Deferred income refers to future financial years' revenues for internet services pertaining to the period under
review and residual receivables from the sale of pre-paid phone cards.

Deferred income for contributions pertains to the deferment to future financial years of EUR 0.6 million of
contributions on investments made during the 2001 financial year, since the contribution will be posted in the
profit and loss account as it becomes available.
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MEMORANDUM ACCOUNTS

J J | l

Sureties issued to third parties relate to EUR 250 million in guarantees given in relation to the bond issued on the
Euromarket by subsidiary Tiscali Finance SA.

The reduction in the memorandum accounts is mainly due to a EUR 8.1 million decrease in leasing payments
falling due.



Profit and loss account

A) Value of production

Breakdown of value of production

Revenues in the first six months of 2003 were EUR 0.8m higher than the previous year, and include the following
items:

Breakdown by business line: 30.06.2003 30.06.2002 Change
Access 45,866 33,428 12,438
Voice services 13,932 8,335 5,597
Portal services 7,194 9,267 -2,073
Business services 4,490 2,511 1,979
Other services 12,169 7,665 4,504
83,651 61,206 22,445

Overall, revenues increased by 36.7% in the first six months versus the same period of 2002, thanks to a rise in
revenues from access services (+37.2%), business services (+78.8%) and voice services (+67.2%).

The advance in access revenues was chiefly attributable to the contribution from ASDL (EUR 3.5 million).

In addition, dial-up revenues (EUR 8.7 million) increased with take up of the “decade 7” (carrier pre-selection)
services, which brings in higher revenue than usage-based fees for traffic generated by Tiscali subscribers on
third-party networks. Minutes online increased from 4.7 billion in the first six months of 2002, to 4.6 billion in the
first half of 2003.

In the B2B sector, revenues were mainly generated through housing and hosting services, connection services
and the sale of domain names and dedicated lines.

Practically all revenues were recorded in EU countries. Transactions between group companies produced a sum
of EUR 12.7 million, as shown in more detail below.
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BREAKDOWN OF INTRACOMPANY REVENUES

Revenues accruing from sales and services to group companies are detailed below:

Revenues from group companies mainly derive from the invoicing of expenses borne by the parent company on
their behalf and services carried out centrally by the holding company.

OTHER INCOME

“Other income” includes contributions received in respect of incentives set out under article 8 of Law 388 on
investment (EUR 1.2 million) and those set out under article 7 of Law 388 (EUR 0.1 million).



B) Production costs

Purchase of raw materials, supplies and consumables

The increase in the “Purchase of goods destined for resale” reflects the rise in the cost of purchasing ADSL
modems, following the rapid expansion of broadband services in the first half of 2003.

Breakdown of expenses for the provision of services

Total costs incurred in the provision of services remained unchanged versus the same period of last year.

The most significant line items are listed below.

Rental of telephone lines and ports fell despite an increase in production capacity, particularly in relation to
connectivity.

Traffic acquisition costs rose to EUR 19.5 million, and relate to voice services, termination costs for international
mobile calls and variable interconnection costs. The increase was attributable to the development of the “decade
7” internet services and the proportion of wholesale services.

Advertising and promotional expenses fell by EUR 14 million, and include the costs of national and pan-European
advertising campaigns.

Maintenance costs rose to EUR 5 million, mainly due to the increase in company investments.

Costs under the “Other services” item included around EUR 2.9 million for the purchase of portal content, EUR
1.3 million for costs borne on behalf of other group companies (and passed on to these companies), around EUR
1.9 million for business trips and relocations, EUR 0.9 million for general services, EUR 0.5 million for
miscellaneous sales- and billing-related expenses, and EUR 0.3 million for emoluments to company directors.
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INTRACOMPANY PRODUCTION COSTS

Intracompany production costs break down as follows:

Costs listed for Worldonline International BV mainly refer to the transfer of expenses in respect of services and
personnel working in the offices of the parent company by the indirectly-controlled subsidiary Tiscali
International BV.

The costs of Excite Italia BV, LibertySurf Group SA, Tiscali Deutschland Gmbh and Tiscali Armement Sarl are
mainly advertising costs. The costs invoiced by Tiscali Motoring Srl cover the content updates of motoring
channel content.

COST OF USING THIRD-PARTY ASSETS

PERSONNEL COSTS

The increase reflects the rise in the number of employees from 783 at 30 June 2002 to 799 as of 30 June 2003.
Furthermore, tax benefits received in previous years ceased to apply in 2002.



BREAKDOWN OF MISCELLANEOUS OPERATING COSTS
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C) FINANCIAL INCOME AND CHARGES

INCOME FROM EQUITY INVESTMENTS

Income generated over the year is shown in the table below.

from group companies:

ANALYSIS OF OTHER FINANCIAL INCOME

Income from securities listed under current assets other than equity investments is set out in the table below.

INTEREST PAYABLE AND OTHER FINANCIAL CHARGES

The decrease relates to interest-free loans.



BREAKDOWN OF OTHER FINANCIAL CHARGES

This item mainly comprises interest charges due on bank overdrafts.

Interest on loans is capitalised as additional investment charges (Tiscali Campus).

E) Extraordinary income and charges

Breakdown of extraordinary income

The “Contingent assets” item includes revenues of EUR 0.4 million pertaining to previous financial years, and
EUR 1.4 million in costs incurred in previous years that have been written off.

Breakdown of extraordinary charges

The “Contingent liabilities” item mainly covers minor costs relating to previous financial years.

“Other extraordinary charges” include residual costs of EUR 2.3 million invoiced by Telecom Italia during the
period, in relation to the local loop unbundling project, which was shelved last year. A further EUR 7.2 million
relates to lower revenues being recorded than expected last year, after new agreements were signed with
Telecom Italia in respect of usage-based fees for traffic generated by Tiscali subscribers.
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OTHER INFORMATION

As required by current regulations, the tables below give the composition of the workforce by job category.




DIRECTORS’ AND AUDITORS' REMUNERATION

Pursuant to article 78 of legislative decree 58/1998 issued by Consob with resolution 11971/99, the tables below
set out the remuneration of directors and auditors and the number of shares they hold.

(D) Chairman from 30 June 1999 and Chief Executive since 21 July 1999, subject to renewal
2 Appointed on 30 June 1999

3) Appointed on 30 June 2000

4) Appointed on 12 March 2001

5) Appointed on 29 April 2003

(6) Appointed on 14 May 2003

©) Appointed on 29 April 2003

118



DEALINGS WITH RELATED COMPANIES

During the period, members of the board of directors had dealings with related companies, in which they held a
direct or indirect stake. Specifically, consultancy services were commissioned for the development of IT systems
from Kelyan SpA, in which Bernabe Franco SpA holds a stake. These services involved the development of a data
warehouse and installation of existing IT management systems and cost a total of EUR 0.5 million, charged at

market rates.



CASH FLOW STATEMENT

For the Board of Directors
The Chairman

feelo s

Renato Soru
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Deloitte

AUDITORS’ REVIEW REPORT ON THE INTERIM FINANCIAL
INFORMATION FOR THE SIX MONTHS ENDED 30 JUNE 2003

To the Shareholders of
Tiscali S.p.A.

We have reviewed the accompanying interim financial information for the six months ended
30 June 2003 of Tiscali S.p.A. (the “Company”), made up of the accounting schedules
(balance sheet and income statement), both statutory and consolidated, and of the related
explanatory notes. In addition, we have verified the consistency of the explanatory notes with
the related information contained in the above accounting schedules.

Our review was carried out in accordance with the auditing standards recommended by
CONSOB, the Italian Commission for listed Companies and Stock Exchange under
Resolution n. 10867 of 31 July 1997. Our review consisted principally of applying analytical
procedures to the underlying financial data, assessing whether accounting policies have been
consistently applied and making enquiries of management responsible for financial and
accounting matters. The review excluded audit procedures such as tests of controls and
verification of assets and liabilities and was therefore substantially less in scope than an audit
performed in accordance with auditing standards. Accordingly, unlike our report on the year-
end financial statements, we do not express and audit opinion on the interim financial
information.

As far as comparable data for the financial statements and the six-month period of the
previous year are concerned, reference should be made to our auditor’s reports issued
respectively on 11 April 2003 and to our review report issued on 13 November 2002.

Based on our review, we are not aware of any material modifications that should be made to
the interim financial information mentioned in the first paragraph above in order for it to be in
conformity with the criteria provided by CONSOB regulations for the preparation of the
interim financial information for the six months approved with Resolution n. 11971 of 14
May 1999 and subsequent modifications.
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Deloitte Touche Tohmatsu Roma Torino Treviso Verona Vicenza
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Capitale Sociale: versato Euro 358.176,00 — sottoscritto Euro 1.204.000,00 — deliberato Euro 10.850.000,00
Partita IVA /Codice Fiscale/Registro delle Imprese Milano n. 03049560166 — R.E.A. Milano n. 1720239



Tiscali S.p.A. 2

As disclosed in the explanatory notes to the consolidated accounting schedules, for the
purpose of the interim financial information, the Company’s Directors, have decided to
modify the residual useful life of the consolidation difference, accounted for under Intangible
Assets. The reasons for and the effects of this change in this estimation, which has caused an
extension in the amortisation period of the consolidation difference, have been disclosed in
the above-mentioned explanatory notes.

DELOITTE & TOUCHE S.p.A.
Signed by

Antonio Cocco
Partner

Cagliari, 19 September 2003

This report has been translated into the English language solely for the convenience of
international readers





