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IMPORTANT NOTICE
Aegis has been commissioned to produce this report.

Disclaimer & Disclosure of Interests

This publication has been prepared by Aegis Equities Research Pty Limited (ACN 085 293 910)(“Aegis”), an
Australian Financial Services Licensee. Aegis has been commissioned to prepare this independent research report
(“Report”) and will receive fees for its preparation. Each company specified in the Report (the “Participants™) has
provided Aegis with information about its activities. Whilst the information contained in this publication has been
prepared with all reasonable care from sources that Aegis believes are reliable, no responsibility or liability is
accepted by Aegis for any errors, omissions or misstatements however caused. Any opinions, forecasts or
recommendations reflects the judgment and assumptions of Aegis as at the date of publication and may change
without notice. Aegis and each Participant in the Report, their officers, agents and employees exclude all liability
whatsoever, in negligence or otherwise, for any loss or damage relating to this document to the full extent
permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an
offer to purchase or subscribe for any investment. Any opinion contained in the Report is unsolicited general
information only. Neither Aegis nor the Participants are aware that any recipient intends to rely on this Report or
of the manner in which a recipient intends to use it. In preparing our information, it is not possible to take into
consideration the investment objectives, financial situation or particular needs of any individual recipient.
Investors should obtain individual financial advice from their investment advisor to determine whether opinions or
recommendations (if any) contained in this publication are appropriate to their investment objectives, financial
situation or particular needs before acting on such opinions or recommendations. This publication is not for public
circulation or reproduction whether in whole or in part and is not to be disclosed to any person other than the
intended recipient, without obtaining the prior written consent of Aegis. Aegis and/or each Participant, their
officers, employees or its related bodies corporate may, from time to time hold positions in any securities included
in this report and may buy or sell such securities or engage in other transactions involving such securities. Aegis
and the Participants, their directors and associates declare that from time to time they may hold interests in
and/or earn brokerage, fees or other benefits from the securities mentioned in this publication.

Aegis, its officers, employees and its related bodies corporate have not and will not receive, whether directly or
indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection with making
any statements and/or recommendation (if any), contained in this Report. Aegis discloses that from time to time it
or its officers, employees and related bodies corporate may have an interest in the securities, directly or indirectly,
which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the
companies mentioned in this publication; may effect transactions which may not be consistent with the
statements and/or recommendations (if any) in this publication; may have directorships in the companies
mentioned in this publication; and/or may perform paid services for the companies that are the subject of such
statements and/or recommendations (if any).

However, under no circumstances has Aegis been influenced, either directly or indirectly, in making any
statements and/or recommendations (if any) contained in this Report.

The information contained in this publication must be read in conjunction with the Legal Notice which can be
located at http://www.aer.com.au
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People Telecom (PEO)

Company Overview

PEO provides a broad range of fixed voice, mobile and data products and
services targeting the Corporate, SME and Consumer segments. In detail,
PEO’s products include data services (high speed connectivity, bandwidth, co-
location, managed services and fibre); broadband and wireless broadband
services, and; fixed line, mobile and VolP telephony services, including
enhanced billing services and sophisticated account management services.
The combined entity has more than 40,000 business and, to a lesser degree,
consumer customers across Australia, making it the 7™ largest full service
telecommunications carrier in the country, and operates nationally within all
capital cities. PEO is a strongly service and marketing focused company and
has state of the art back office, billing and service application systems.

Strategy

From a product and service perspective, PEO's focus has been to establish a
full range of voice and data services to provide a more comprehensive and
convenient service offering to consumers (product differentiation), generate
additional revenues over a partly fixed cost base (economies of scope), and to
reduce the inherent risk profile of the entity by diversifying earnings and
reducing market segment exposure. From an operations perspective, PEO has
invested in the development of state of the art back office, billing and service
application systems in order to create a highly cost effective operating
platform and to better serve its customer base. PEO has a strong customer
service philosophy, which provides for low churn and a high referral rate.

Key Executives

Management has significant experience in the operation and management of
telco. companies. Ryan O’Hare (CEO) co-founded PEO in 2000 and was also
the co-founder of Australia’s largest privately owned telco corpTEL
communications. Wayne Wanders (CFO) has significant finance experience,
including >10 years in the telecoms industry. Kazim Reza (COO) was the CFO
of corpTEL since 1996 and has been the COO of PEO since inception.

Business Model

PEO has a relatively low risk business model characterised by high variable
costs and relatively stable and recurring revenues. The variable cost nature of
PEO’s cost model largely stems from the adoption of a reseller model for most
services other than particular corporate data services utilising its own WA CBD
network and now nationally via its virtual IP network. The consumer services
are now being sold on a contracted basis bundling Broadband, VolP and
Mobile, which will serve to increase the relative share of recurring revenues
and further improve customer retention rates.

Catalysts

PEO posted strong 1HO5 results, characterized by 50% yoy revenue growth,
expanding gross profit and EBITDA margins, and a solid EBITDA turnaround,
with a result of $1.4M. Expanded S&M resources, improved wholesale buying
power and a flat fixed cost base were the major drivers. These drivers will
continue to exercise a strong influence in the 2HO5 period. PEO plans to
continue to aggressively expand its S&M resources, increasing its dedicated

corporate sales representatives from ~50 to 60 by FYO5-end. Further, with the

pre-existing Swiftel broadband customer base now integrated in PEO’s billing
systems, PEO will begin marketing bundled product offerings to this customer
group. This not only has the potential to generate significant additional
revenues but higher margin revenues given PEO’s largely fixed operating cost.
PEO’s 3Q05 cashflow is expected to represent a material improvement over
2Q05 given the absence of seasonal issues that adversely impacted the latter.
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Key investment information

Market Cap ($M): $52.2M
Capital Structure
Ord shares on issue (M): 306.8M
Options ("in-the-money"): 0.0M
Convertible notes/oth (M): 0.0M
Fully diluted capital (M): 306.8M
Price as at 17 Mar 05: $0.17
12 month H/L: $0.25-$0.15
Share Turnover ($M pa): $11.1M
Official listing date: Jan-86
Substantial shareholders (%6)
Brendan Fleiter 22.0%
Ryan O’Hare 16.0%
Colin Marland 15.2%
Barry Hamilton 11.0%
Balance sheet data
Net Cash
as at 31 Dec 04 ($M): $1.6M
Working capital ratios: 0.9x
Gearing: 0%
Share price performance
$
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Source: IRESS

Company contact

Ryan O’Hare
ryan.ohare@peopletelecom.com.au
Wayne Wanders
wayne.wanders@peopletelecom.com.au
61 2 9458 5801

www.peopletelecom.com.au
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Revenue by Division

SME 76%

Consumer 19%

Corporate 5%

Revenue by Product

Fixed Wire
63%

Mobile
) Other
Data (incl Broadband) 1% 11%
25%

Revenue Profile

Recurring 92%

Non Recurring 7%

Operating Leverage

Fixed Costs 20%

Variable Costs 80%

Source: PEO / Aegis Equities Research
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Industry Fundamentals

Similar to the industry in general, the reseller segment of the Australian
telecommunications industry has experienced strong growth over the past
decade due to factors such as industry liberalization, ongoing technological
innovation and generally strong underlying consumer demand. Despite the
growth, a proliferation of resellers has generated strong competition,
primarily in the form of price and quality of service. The price competition has
placed pressure on margins which, in turn has led to a consolidation of
industry players. In such an environment critical success factors have
included a broad and high quality product and customer service offering,
customer scale, and efficient and scalable operating systems.

Power of Suppliers

Low - Medium: Key Suppliers: TLS
(Broadband/fixed voice/CDMA), Optus
(GSM mobile), Uecomm (fibre east
coast) and Sprint (Bandwidth). Suppliers
have limited pricing power in reality
given the strong financial incentive to fill
excess bandwidth capacity.

New Entrants

Low - Medium: The Corporate data
market has high barriers to entry in the
form of sunk network costs. Within
Broadband, the financial ability to fund
equipment and potential customer
growth create some, albeit relatively low,
barriers to entry.

>

Rivalry

High - Medium: Rivalry is strong in the consumer markets given
A service providers have a strong incentive to build customer numbers. v
In the reseller Broadband market, while there has been strong
industry growth a proliferation of players and aggressive pricing by
carriers (TLS) has led to strong price competition.

Substitute Products

Low: PEO’s pure IP network for
corporate data services represents a
superior technological platform than
legacy ISDN, Frame Relay technologies.
Broadband and VolP is a superior value
proposition to Cable, Satellite, and Dial
Up.

<

Power of Customers

High: Potential customers have choice in
service provider and exercise strong
bargaining power. SME customers also
have choice in service provider, although
switching costs for existing customers
mitigate power.

Half Yearly Cashflow & Net Cash Position
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www.aer.com.au
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