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Directors’ Report

The Board of Directors of People Telecom Limited submit their report in respect of the financial
half-year ended 31 December 2006.

Directors
The names and details of the directors in office during the half-year and until the date of this

report are as below,

Directors were in office for this entire period unless otherwise stated.

Appointed
Barry John Hamilton (Non Executive Chairman) 29 June 2004
John Leslie Stanton (Chief Executive Officer} 7 August 2006
Ryan Michael O'Hare (Non Executive) 29 June 2004
Brendan William Fleiter {Non Executive) 29 June 2004
Colin Joseph Marland {Non Executive) 12 September 2003
Stephe Peter Wilks (alternate for Mr Marland) 15 February 2006
Martin Edward Wylie {Non Executive} 1 September 2004

Principal Activity
The principal activity of the consolidated entity during the half-year was the provision of
telecommunications services to the Australian corporate and public markets.

Results for announcement to the market

The loss from ordinary activities after income tax of the consolidated entity was $776,932 for the
half year ended 31 December 2006 (2005: loss of $361,037).

Review of Operations

People Telecom,gommenced a program of internal reorganisation and process improvement
during the first half of 2006-2007 to position the consolidated entity for stronger results going
forward.

At the recurring gross margin level the consolidated entity recorded a recurring gross margin of

$13.4m (24.5%). This is an increase over the prior corresponding period in both dollar and
percentage terms.

During the second half of the financial year the consoclidated entity will benefit from reduced

wholesale costs for ADSL and mobile phone services, following the recent signing of new

agreements with Telstra and Optus.

In summary:

s Consumer grade recurring revenue grew by 14%.

¢ Mobile recurring revenue grew by 5%. Average recurring revenue per user remains high at
$95.,

» Fixed voice revenue decreased by 8% from the prior corresponding period to $30.3 million.

» Business grade recurring data revenue grew by 12% due to continued strong demand for
business grade IP Virtual Private Networks and co-location services.

+ Equipment and service establishment revenue fell by 15% mainly due to setup costs being
either absorbed or spread across contracted periods.
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The growth in recurring gross margin for the consolidated entity was driven by a combination of:

e The benefits of the major supply agreement signed with Telstra in June 2006 improving fixed
voice margins {up from 20.6% to 22.2%).

+ |Improved recurring mobile margins by 0.8 percentage points.

« Consumer grade data recurring margins remaining steady as retail price declines have been
matched with savings at the wholesale level.

Work continues on a wide-ranging program to improve operational efficiencies and internal
processes. This is designed to further improve customer service, maximise customer retention,
generate profitable growth and put the consolidated entity on a stronger competitive footing.

The consclidated entity reported a net operating cash outflow for the period of $1.9m. This was

driven by: : )

¢ the timing of wholesale supplier payments (where in selected instances seven months of
charges were paid in this period); and,

e delays in the receipt of re-contracting fees during the period in which a new mobile supply
agreement was being negotiated with wholesale suppliers. ‘

Other key factors driving the overall result include:

e The one-off costs of discontinuing the ADSL-2 broadband service and migrating customers to
alternative products.

» Additional customer care costs were incurred. This has now been corrected through the
recruitment of new staff and the implementation of improved systems and procedures.







