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Directors’ Report
Your Directors submit their report for the year ended 30 June 2007.
The Directors of the company at any time during or since the end of the financial year are:

. B. Finn AO (Chairman)
. L. McMahon (Chief Executive Officer)
. J. Horne {Chief Operating Officer)
. W. Murphy (resigned 31 December 20086)
. A. Oshorne (appointed 25 June 2007)
. J. Roberison
. A. Simpson
. P. Wilkinson (resigned 25 June 2007)

The qualifications, experience, special responsibilities and directorships of listed companies of Directors are as follows.
Current Directors

Brian Finn
Non-executive Chairman

Brian has been a Director of a number of government bodies, private companies and publicly listed companies, including
Telstra, where he was a Director from 1991 to 1996. He has been associated with Fone Zone since 1999 and has been
Chairman since 2003. He became a Director and Chairman of Fone Zone Group Limited in March 2005.

Brian is a former Chairman and Chief Executive of IBM Australia. He worked for IBM for 35 years in marketing, software
development and general management roles in Europe, the United Siates and in Asia, where he was Regional CEO,
before moving fo Australia in 1980. He retired form IBM in 1993,

Brian was made an Officer in the Order of Australia in 1980, for services to Business, Industry and Education and in
2003 was awarded the Centenary Medal for services to Australian society through technological industries.

Brian is a member of both the Audit, Compliance & Risk Committee and the Remuneration & Nomination Committee. He
was formerly a Director of Southcorp Ltd (from 1994 until May 2005), and of AXA Asia Pacific Holdings Ltd (from July
1992 until April 2006).

Pavid McMahon
Chief Executive Officer

David is the Co-founder and Chief Executive Officer of Fone Zone. He is responsible for guiding the future strategic
direction of the Company.

David has been instrumental in Fone Zone’s rapid growth since inception in January 1995. He has been involved in the
mobile communications industry for over 16 years in the United Kingdom and Australia and is currently a Director of the
Australian Mobile Telecommunications Association (AMTA).

David was awarded the prestigious Young Entrepreneur of the Year Award {Northern Region) in recognition of his
outstanding business sfrategy and management skills in 2001, and at the 2006 National Retail Awards received a Merit
Award for Excelience for Individual Achievement.

Maxine Horne
Chief Operating Officer

Maxine is Co-founder and Chief Operating Officer of Fone Zone. She is responsible for leading and managing Fone
Zone's operations, with a particular focus on the employees of Fone Zone, customer service training, and career
development, ensuring that Fone Zone really is a great place to work. Maxine has also been instrumental in the
integration of Fone Zone's previous acquisitions.

Maxine has over 17 years' experience in the mobile communications industry in the United Kingdom and Australia.
Maxine received the President's Award at the 2005 NSW ARA Awards for Excellence, and was named QBR Business
Woman of the Year, Retail in 20086.
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Directors’ Report {(continued)

DIRECTORS {continued)

Neil Oshorne
Non-executive Director

Neil was formerly a partner with the world's iargest consulting and technology services firm, Accenture. He has over 17
years experience in the retail industry and has held a variety of senior executive positions with Myer Grace Bros and
Coles Myer Lid in corporate and operating brands across finance, supply chain, strategic planning and merchandise,
including the positions of Myer Chief Operating Executive (CFO and Supply Chain) and CML Group General Manager,
Retail Services.

Neil became a Director of Fone Zone in June 2007, and is a member of the Audit, Compliance & Risk Commitiee.

Neil is currently a Director of Colorado Group Limited (from February 2007), and a Director of Foodworks Ltd (from
November 20086).

Greg Robertson
Non-executive Director

Greg s a Director of Investec Wentworth Private Equity Limited. He became a Director of Fone Zone in February 2003,
and of Fone Zone Group Limited in March 2005, He is Chairman of the Audit, Compliance & Risk Committee, and a
member of the Remuneration & Nomination Commitiee.

Prior to joining Investec, Greg spent 17 years with a global accounting firm with eight of these as a partner, and was
Chief Operating Officer of an electronic commerce services company for nearly two years.

Greg is currently a Director of Staging Connections Group Ltd (formerly AAV Uimited) (from October 2002), and was an
alternate Director of Australian Pharmaceutical Industries Limited (from October 2004 to August 2007).

Dick Simpson
Non-executive Director

Dick was formerly President International for Telstra, based in Hong Kong. In this role he was Chairman of CSL (the
leading Hong Kong mobile operator), TelstraClear in New Zealand, and REACH (Asia's largest international
communications carrier). He was CEQO of REACH from 2003 to 2005, and then retired to Australia.

Dick started his career in IT, spending 20 years with IBM and then Unisys, in Australia as well as the USA. He then
joined Optus and subsequently Telstra, where he was Group Managing Director, Mobiles in Australia, before moving to
Telstra's International operations in Hong Kong.

Dick became a Director of Fone Zone in September 2005, and is Chairman of the Remuneration & Nomination
Committee.

Directors who resigned throughout the year

John Murphy
Non-executive Director

“John is Managing Director of Investec Wentworth Private Equity Limited. He became a Director of Fone Zone in
February 2003, and of Fone Zone Group Limited in March 2005. He resigned on 31 December 2006.

Prior to his involvement in private equity, John spent 25 years with a global accounting firm, 15 years as a partner,
including roles of Asia Pacific regional responsibility.

John is currently a Director of Speciality Fashion Group Limited (formerly Millers Retail Limited) (from March 2005),
Staging Connections Group Lid (formerly AAV Limited} (from October 2002), First Opportunity Fund Limited (formerly
First Wine Fund Limited) (from March 2003) and Ariadne Australia Limited (from November 2006) . He was formerly a
Director of Australian Pharmaceutical Industries Limited {from October 2004 to August 2007), Kids Campus Limited
(from May 2004 to May 2006), Southcorp Limited {from October 2003 to May 2005}, and Invocare Limited (from May
2001 to February 2005).
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Directors’ Report (continued)
DIRECTORS (continued)

Peter Wilkinson
Non-executive Director

Peter has held a number of general management positions in leading retail companies, including Chief Executive Officer
of David Jones, where he managed the sirategic development of their 35 department stores in Australia. He has also
been Managing Director of Just Jeans and the Myer Stores Ltd, and Chief Operating Officer of Coles Myer Lid where he
repositioned and managed the growth and development of these companies. He also has widespread experience of
corporate governance and investor relations as well as chairing government sponsored research and development
programs in the food industry.

Peter is currently a Director of Centro Properties Limited (from March 2005). He joined the Fone Zone Board in March
2005, and resigned on 25 June 2007,

Interests in the shares and options of the company
As at the date of this report, the relevant interests of the Directors in the shares of Fone Zone Group Limited were as set
out in the table below. No Director held any options to acquire shares in the company.

Ordinary Ordinary Ordinary Ordinary Ordinary
shares held shares shares shares sold  shares held at
at 1 July purchased acquired under in year 30 June 2007
2006 the Non-
Executive
Director Share
Plan
Directors
Brian Finn 472,649 - 108,713 40,000 541,362
David McMahon © 50,082,000 - - - 50,082,600
Maxine Horne 50,082,000 - - - 50,082,000
Neil Osborne - - - - -
Greg Robertson 300,000 - - - 300,000
Dick Simpson 15,000 - - 15,000 -

PIRECTORS’ MEETINGS

The number of meetings of Directors (including meetings of committees of Directors) held during the vear and the
numbers of meetings attended by each Director are shown in the table below.

As at the date of this report, the Company had two Commitiees of the Board, an Audit, Compliance & Risk Committee,
and a Remuneration & Nomination Commitiee.

- The members of each committee during the year were:

Audit, Compliance & Risk Committee | Remuneration & Nomination Committee
G.J. Robertson (c) {Appointed 31 December 2008, R.A. Simpson (c)
appointed Chair 25 June 2007)
L.P. Wilkinson {c} {Resigned 25 June 2007) T.B. Finn
T.B. Finn G.J. Robertson
J.W. Murphy (Resigned 31 December 2006)
N.A Osborne {(Appointed 25 June 2007)

Note (c) Designates the Chairman of the Commitiee

Fone Zone Board Audit, Compliance & Risk Remuneration & Nomination
Committee Committee

Number of
meetings held; 18 5 3

Meetings Meetings Meetings Meetings Meetings Meetings

eligible to attended eligible to attended eligible to attended

: attend attend ' attend

T.B. Finn 18 18 5 5 3 3
D.L. McMahon 18 18 - - -
M.J. Horne 18 14 - - - -
J.W. Murphy 9 9 3 3 - -
N.A Osborne 2 2 - - - -
G.J. Robertson 18 18 2 2 3 3
R.A. Simpson 18 15 - - 3 3
L.P. Wilkinson 17 15 5 5 - -
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Directors’ Report {continued)
COMPANY SECRETARIES
The joint Company Secretaries at any time during or since the end of the financial year are;

G. A. Petterson (resigned effective 31 August 2007)
W. L. te Kloot

The qualifications and experience of each Company Secretary are as follows.

Gordon Petterson
Chief Financial Officer and Company Secretary

Gordon is a Chartered Accountant with over 24 years experience in accounting and financial management. He has held
a number of positions with a global accounting firm, in both the United Kingdom and the Republic of South Africa, and a
number of senior financial positions in private and public companies.

Gordon joined Fone Zone in June 2002 as Chief Financial Officer and Company Secretary, and is responsible for all
facets of financial management and reporting. He resigned effective 31 August 2007.

Bill te Kloot
Company Secretary

Bill has over 20 years experience as a Company Secretary, working in a variety of companies and industries during that
time. He is a Fellow of Chartered Secretaries Australia and a Fellow of the Australian Institute of Company Directors.

Bill joined Fone Zone in September 2005, and is contracted fo carry out all secretarial duties including meeting the
requirements of ASIC and ASX and providing counsel on corporate governance issues.

DIVIDENDS

Cents £000
Final fully franked dividend approved by the Board on 28
August 2007:
+ on ordinary shares 2.3 2,878
DIVIDENDS PAID IN THE YEAR

Cents $000
Interim for the year
« on ordinary shares 1.0 1,251
Final for 2008 shown as recommended in the 2006 financial
report
« on ordinary shares 4.0 5,006

PRINCIPAL ACTIVITIES

The principal activities of the entifies within the consolidated group during the year were retailing of mobile
communications equipment and associated customer service.

OPERATING AND FINANCIAL REVIEW
Group Overview

Fone Zone was founded in 1995 by David McMahon and Maxine Horne, and has grown o become Australia’s largest
specialist mobile communications retailer. Fone Zone is the largest independent Telstra Mobile dealer, and the current
dealership agreement runs until 30 June 2010. Fone Zone listed on the ASX on 2 November 2005.

Performance Indicators

Management and the Board monitor the group's overall performance against the budget and a set of Key Performance
Indicators. Directors receive the KPIs for review prior to each monthly Board meeting allowing all Directors to actively
monitor the group's performance.
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Directors’ Report (continued)
OPERATING AND FINANCIAL REVIEW (continued)

Dynamics of the Business

The first half of the year was adversely affected by a decline in Gross Operating Margin and Earnings before Interest,
Tax, Depreciation, and Amortisation (EBITDA).

The key contributors to the decline in gross operating margin for the six months were:

- The launch of the Telstra NextG network with only a limited range and supply of handsets available which
constrained sales;

- Telstra's decision to promote the NextG network through the subsidy model which is [ess profitable to Fone
Zone;

- The change in focus of dealer payments by Telstra onto NextG handsets, and reduced margins for other
handsets;

- The reduction of the customer focused quality service payments.

Handsets promoted under the less profitable subsidy modei for the first six months (primarily Next G in the period from
October to December 2006) represented approximately 52% of Fone Zone handset sales compared with 31% for the
prior corresponding six months.

In the second half of the year, sales continued to grow on the back of an expanded Next G handset range as well as the
launch of Next G pre-paid. However, the handset range is still not complete, with Nokia launching their first Next G
handset in the last week of July 2007, and other key manufacturers such as Sony Ericsson yet to bring a Next G handset
to market.

Gross operating margins improved in the second half, on the back of a more traditional sales mix coupled with internal
efforts to optimize operating costs. EBITDA for the second half improved by 70% over the first half.

The Communiqué stores acquired in September 2006 have been fully integrated into Fohe Zone. Total store numbers at
30 June 2007 stood at 150. As previously announced, Fone Zone expects to complete the acquisition of Next Byte on
the 31 August 2007, and this will add a further 17 stores.

Operating Results for the Year

Total revenue for the year was $197.8 million, an increase of 9% from $181.8 million the previous year. Net profit after
tax fell 35% from $10.7 million last year to $7.0 million.

Shareholder Returns

Earnings per share and other financial measures of the return to Shareholders are included in the table below:

2007 2006
Basic earnings per share {cents) 5.57 8.59
Return on equity 24.5% 40.0%
Debt/equity ratio 41.7% 42.5%

The share price has failen significantly during the financial year and since listing on the ASX, and at 30 June 2007 shares
were trading at $0.68 (2006: $1.30).

' Review of Financial Condition
The consolidated cash flow statement shows an operating cash flow of $11.5 million, compared to the previous year of

$18.1 million. Cash at 30 June 2007 was $5.9 million, down from $12.0 million the previous year. The cash reserve WII[
be used to pay the final dividend, and for investing activities in 2007/08.
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Directors’ Report (continued)
OPERATING AND FINANCIAL REVIEW {continued)

Profile of Debts

2007 2006
$'000 $°000
Current

Obligations under finance leases and hire purchase contracts 2,133 1,639
Bills of exchange 1,000 962

Non-current
Obligations under finance leases and hire purchase contracts 3,092 2,407
. Bills of exchange 5,650 6,400
11,875 11,408

The Corhpany sources the majority of its funds from the National Australia Bank. It aims to maintain gearing below 50%
and the board considers the current [evel of gearing in the Group of 41.7% is well within acceptable limits.

SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS

in the opinion of the Directors, there were no significant changes in the state of affairs of the consolidated eniity during
the financial year not otherwise disclosed in this report or the consolidated financial statements.

SIGNIFICANT EVENTS AFTER BALANCE DATE

On 21 August 2007, the Company announced the acquisition of Next Byte Pty Lid, a specialist retailer of Apple products
and services through its 17 stores in Australia. The fotal purchase consideration comprises $21,050,000 cash payment,
funded from increased facilities with the National Australia Bank and the issue of 16.1 million ordinary shares.

On 28 August 2007, the Directors of Fone Zone Group Limited declared a final dividend on ordinary shares in respect of
the 2007 financial year. The total amount of the dividend is $2,878,399 which represents a fully franked dividend of 2.3
cents per share. The dividend has not been provided for in the 30 June 2007 financial statements.

LIKELY DEVELOPMENTS AND EXPECTED RESULTS

During the next financial year Fone Zone expects to continue to grow
- by organic growth through further store openings at strategic sites;
- by taking opportunities in the rationalisation of the mobile phone retailing industry;
- by further acquisitions and store openings associated with the Next byte business; and
- by the sale of selected Apple products through the Fone Zone stores..

This report omits information about likely developments and expected future results that would unreasonably prejudice
Fone Zone. Developments which have arisen by the fime of the Annual General Meeting on 28 Qctober 2007 will be
reported in the Chairman’s address to that meeting.
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Directors’ Report (continued)

REMUNERATION REPORT (AUDITED)

Remuneration Policy

The key principles on which Fone Zone's remuneration policy are based are:

- Remuneration is set at levels that will atiract and retain good performers and motivate them to improve business
results

- Rewards are linked to the achievement of business strategies and goals

- Significant long-term incentives are provided to key managers to encourage long-term careers with the
Company and enhancement of Shareholder value

All Team Members participate in the myTEAM benefits package which provides a number of innovative benefits
designed to make Fone Zone a great place to work and shop.

Remuneration & Nomination Committee

The Company has an established Remuneration and Nomination Commitiee operating under a written charter approved
by the Board and reviewed annually. .

The Remuneration and Nomination Committee comprises three Non-Executive Directors including the Chairman who is
not also Chairman of the Board. The Chairman and/or any other Director is entitled to be present at all meetings of the
committee, whether or not they are a member of the committee. Meetings of the committee are attended, by invitation,
by the Chief Executive Officer, the Chief Operating Officer, the Group Human Resources Manager, and such other
senior staff or professional people as may be appropriate from time to time.

Minutes of all committee meetings are provided to the Board, and the Chairman of the committee also reports to the
Board after each committee meeting.

The committee is supported by the General Manager Organisation Development, the Group Human Resources
Manager, and the Company Secretary.

Employee Share Plans

Fone Zone has the following share plans available for team members and Directors:
- Employee Bonus Share Plan
- Employee Share Options Plan
- Non-executive Director Share Plan

A summary of each of the plans is as follows.

Employee Bonus Share Plan
The Remuneration and Nomination Committee is responsible for reviewing the operation of the Company's Employee
Bonus Share Plan which was approved by the Board on 4 April 2005.

This share plan has been established by Fone Zone to enable employees to acquire shares in the Company up to the
value of $1,000, depending on length of service.

The plan is administered by the Remuneration and Nomination Committee of the Company. The committee may from
time to time issue offers on behalf of the Company to employees. These employees may apply to acquire the number of
" shares specified in the invitation. The initial vaiue of the shares to Australian tax residents is intended to be free of
income tax (under current tax laws) provided the requisite tax election is made.

Shares may be acquired for participants by way of an issue of shares by the Company, by acquiring shares in the
ordinary course of frading, or by off-market purchases. The Company may issue shares for no consideration. The Board
may also decide that an offer will involve a salary sacrifice.
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Directors’ Report {continued)
REMUNERATION REPORT (AUDITED) {(continued)

Employee Bonus Share Plan (confinued)
Participants are prevented from disposing of shares acquired under the plan until the earlier of:
- three years after the date of acquisition of the shares; or
- the day after the date on which the participant ceased, or first ceased, to be employed by the Company
hecause of death or other special circumstances.

The number of shares acquired during the previous five years from new issues by the Company under the plan and all
other employee share schemes established by the Company must not exceed 5% of the total number of issued shares.

Shares will rank equally with all existing shares on and from the date of issue.

The Remuneration and Nomination Committee has power to terminate or suspend the operation of the plan at any time,
provided that the termination or suspension does not adversely affect or prejudice the rights of participants holding
shares at that time.

Directors are eligible o participate in the plan, but, under Listing Rule 10.14, Shareholders must approve any allocations
to Directors.

Employee Share Option Plan
The Remuneration and Nomination Committee is responsible for reviewing the operation of the Company's Employee
Share Option Plan which was approved by the Board on 4 April 2005.

An employee of the Company or any of its associated companies to whom the Board decides to make an offer is an
eligible employee under this plan. The intent of the plan is to provide incentives to key managers.

Each option entitles the holder to subscribe for one share in the Company at the exercise price specified in the invitation,
subject to the vesting requirernents below,

Options issued at listing will vest and may be exercised as follows:
- one-third of the options vest on the first anniversary of issue;
- a further one-third of the options vest on the second anniversary of issue; and
- the remaining one-third of the options vest on the third anniversary of issue.

Subsequent issues of options will vest over three years or on dates specified by the Board.

There are other vesting conditions relating to cessation of employment, death and permanent disability as well as a
general discretion of the Board to accelerate vesting.

Options which have vested may be exercised at any time:
- during the months of March or September which oceur before the fifth anniversary of the date of vesting; or
- during the period of two months before the fifth anniversary of the date of vesting.

On resignation of an employee, any vested options must be exercised within two months of the date of resignation.
Unvested options are forfeited on resignation. There are various powers of the Board to modify the exercise periods if
there is accelerated vesting.

Before exercising an option, the employee must have satisfied all of the criteria attaching to the exercise of the options
that were set out in the invitation (unless the Board has, in writing, approved the waiver of this condition).

The total number of options on issue under the Plan must not exceed 5% (on a fully diluted basis) of the total issued
share capital of the Company at any time. However, the Board may in its absolute discretion from time 1o time increase
the number of options on issue under the plan.

Shares issued under the plan will have the same rights as all other ordinary shares. The Board may resolve to amend
the plan from time to time to ensure consistency with any relevant law.

At the date of this Annual Report, the Company has granted the following options:

Number of options Exercise price and Earliest exercise date Latest exercise date
date of issue

5,634,000 $0.1876 First third on the first Fifth anniversary of the date
2 November 2005 anniversary of the date of issue  of issue

Of the 5,634,000 options granted, 1,147,667 have been forfeited and 313,000 have been exercised, leaving an
ouistanding balance of 4,173,333

10
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Directors’ Report {continued)
REMUNERATION REPORT (AUDITED) (continued)

Employee Share Option Plan (continued)
Non-Executive Directors are not eligible to participate in the plan, and Shareholders must approve any allocations to
Executive Directors.

The options issued at listing were not subject to any performanée criteria as it was considered important the key
managers involved receive options so that they had a significant interest in the Company’s performance and share price,
and a significant alignment of their interests with the interests of Shareholders.

Non-Executive Director Share Plan )
The Remuneration and Nomination Committee is responsible for reviewing the operation of the Company's Non-
Executive Director Share Plan which was approved by the Board on 4 April 2005.

Under the plan, Non-Executive Directors may acquire shares in the Company in lieu of cash remuneration. Each Non-
Executive Director may at any time elect to participate in the NED Share Plan in respect of any doliar amount or
proportion of their remuneration. They may also nominate an associate to receive the shares.

The Board may determine whether shares to be allocated under the plan are to be acquired on market or issued at
market value (being the 20 business day volume weighted average price as at the allocation date).

The value of shares which can be issued to Non-Executive Directors in remuneration in any year must not exceed the
maximum aggregate annual sum payable to the Non-Executive Directors as remuneration as outlined in the Constitution
or as approved by Shareholders. Subject to this rule, the Board may agree between themselves the total number of
shares which can be allocated to each participant in lieu of fees under the plan.

All shares issued under the plan will rank equally with other ordinary shares on issue.

Participants are prohibited from dealing with any shares acquired under the pian until the earlier of:
- the date on which the participant ceases to be a Director;
- the date which is three years from the issue date; or
- a determination by the Remuneration and Nomination Committee to cease irading restrictions applying to the
participant’s shares, following an application by the participant.

The plan is administered by the Remuneration and Nomination Committee of the Company. it may terminate or suspend
the operation of the plan at any time.

Company Performance

Fone Zone has been a listed entity since 2 November 2005, so it is not possible to present dividend and share price
figures for the years prior to the listing. Revenue and profit figures for the current year, and the three prior years are as
follows:

2007 2006 2005 2004

$m $m $m $m

Revenue from operating activities 197.8 181.8 151.9 144.9

- EBIT* 10.8 16.6 12.3 16.0
Net Profit after Tax 7.0 10.7 8.8 9.6

* EBIT has been calculated using “net interest” and income tax expense.

Fone Zone shares were sold under the IPC at $1.00, and at 30 June 2007, were trading at $0.68 (2006: $1.30). A final
dividend of 2.3 cents per share has been declared for the year ended 30 June 2007 (2006 4 cents). Total dividend for
the year was 3.3 cents per share (1.0 cent interim paid plus 2.3 cents final declared) (2006: 4 cents).

Remuneration Structure

The remuneration structure for key managers and Non-Executive Directors is different, and is set out separately below,
Remuneration of Key Managers

Fixed Remuneration

Key managers receive fixed remuneration in the form of a competitive base salary negotiated with the Company, and
additional benefits such as superannuation and motor vehicles. These components are shown at their pre-tax cost to

Fone Zone.

Fixed remuneration is reviewed annually by the Remuneration and Nomination Commitiee, taking account of both the
Company and individual performances, and market rates.

11
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Directors’ Report (continued)
REMUNERATION REPORT (AUDITED) {continued)
Remuneration of Key Managers (continued)
Variable Remuneration
Variable Remuneration comprises the following:
- short-term incentive payments in the form of commission and bonus payments, based on performance
assessed against a set of agreed criteria for each individual
- a long-term incentive in the form of bonus shares

-'a long-term incentive in the form of options to purchase shares in Fone Zone.

Not all staff pariicipate in the short and Jong term incentive plans. Participation in the Employee Share Options Plan is
limited to key managers most able to influence the performance of the business.

The issue of shares and options under these plans is- intended to align the interests of key managers more closely with
those of Shareholders.

The key managers listed in the table below have no fixed term of employment and should any of them be refrenched or
have their employment contracts terminated by Fone Zone, they are entitled to notice depending on their length of
senvice, or payment in lieu of that notice.

Remuneration details for the key managers are shown below.

Name & Position Primary Other Commission/ Short Super- Employee Employee Options Total
Salary Benefits Bonus Term annuation Bonus Share asa%of | Package

incentive Shares Options Total Value

as a % of Package

Primary

Remune-

ration
(a) (b} {c) (d) (e}
$ $ $ $ $ $ $ $ $

David McMahon 2007 344,687 148,168 . - - 41,173 - - - 534,028
Chief Executive Officer 2006 348,691 118,821 - - 40,560 1,000 - - 509,072
Maxine Horne 2007 250,000 59,901 - - 26,860 - - - 338,761
Chief Operating Officer 2008 246,935 56,700 - - 39,695 1,000 - - 344,330
Jonathan Elsley 2007 120,000 - 10,000 7.6% 14,700 - - - 141,700

Start: 24 July 2006
Operations Manager

Darren Gaunt 2007 201,692 16,6086 66,580 27.5% 24,145 - 288,672 49.1% 607,695

General Sales Manager 2006 200,420 2,403 46,146 20.6% 21,579 1,000 375,971 58.1% 647,519

Lee Moore 2007 128,346 11,255 - 0.0% 11,551 - 224,003 59.7% 375,155

National Product & 2005 108,989 8,132 10,000 7.8% 10,574 1,000 281,978 B7.0% 420,683

Markeling Manager

Lex Moses 2007 127,000 22,765 - 0.0% 11,430 - 224,003 58.2% 385,198

Chief Information 2006 126,038 17,924 10,000 6.4% 11,869 1,000 281,978 62.8% 448,809

Officer

Gordon Peftersen 2007 156,705 8,077 20,000 8.7% 42 385 - {f) 89,557 30.5% 326,724

Chief Financial Officer 2006 156,606 7,534 20,000 9.9% 37,459 1,000 375,971 62.8% £88,570

Wayne Smith 2007 68,654 - - 0.0% 8,179 - - - 74,833

Start: 9 January 2007

Crganisation and

Development Manager

John Weir 2607 118,500 - - 0.0% 10,755 - 224,003 63.2% 354,258

Group Human 2006 121,331 - 10,000 7.5% 11,820 £,000 281,978 68.2% = 426,129

Resources Manager

TOTAL 2007 1,516,584 266,772 96,580 4.9% 186,178 - 1,070,238 34.1% 3,136,352
2008 1,309,020 211,514 96,146 5.7% 173,656 7,000 1,697,876 47.0% 3,385,112

(&) Other benefits include motor vehicles, fuel allowance, private and spouse travel, and corporate hospitality.

{b) Bonus payments to key managers are at the discretion of the executive directors who take into account the company and individual
performance against key performance indicators.,

{c) Short-term incentive includes commissien and bonuses. Primary Remuneration includes primary salary, other benefits, and superannuation.

(d) Value of free shares issued at $1,00 each under the Employee Bonus Share Plan at the time of listing on the ASX

(&) Value of Options issued under the Employee Share Option Plan at the time of listing on the ASX. The fair value is determined by an external
valuer using a binomial model. As at the date of this report one third of the options have vested. The second third of the oplions issued will vest
cn 2 November 2007, provided all necessary conditions are met.

() 834,667 opticns forfeited following resignation effective 31 August 2007. Employee share option cost refates to remaining 417,333 options.
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Directors’ Report {continued)

REMUNERATION REPORT {AUDITED) (continued)

Remuneration of Key Managers (continued)

Options granted as part of remuneration

Grant Date
David McMahon -
Maxine Horne -
Jonathan Elsley -
Darren Gaunt 2 Nov 05
Lee Moore 2 Nov 05
Lex Moses 2 Nov 05
Gordon Petterson* 2 Nov 05
Wayne Smith -
John Weir 2 Nov 05

Grant
Number

1,252,000
838,000
939,000

1,252,000

939,000

Value
per
option at
grant
date

0.72
0.72
0.72
0.72

0.72

Total
value of
options at
30 June
2006

903,109
677,332
677,332
903,109

677,332

Value of
options
granted
during the
year

Value of
options
exercised
during the
year

* 834,667 options valued at $602,073 forfeited following resignation effective 31 August 2007.

Remuneration of Execufive Directors

Value of
options
forfeited
during the
year

602,073

Total
value of
options at
30 June
2007

903,109
451 555
677,332
301,036

677,332

The Chief Executive Officer, David McMahon, and the Chief Operating Cfficer, Maxine Horne, are both Executive
Directors. David and Maxine are co-founders of Fone Zone and have been instrumental in its growth from 1 store in
1995 to 150 stores today, and for its emphasis on customer service, training, staff incentives, and career development.

Each Executive Director is employed under an Executive Service Agreement that commenced on 24 February, 2003,
and can be terminated by either party by giving 6 months prior writien notice.

Under the Agreements, each Executive Director is entitled to annual salary review and such performance bonus for the
Executive’s performance of their duties and obligations as Fone Zone and the Executive Director may agree from time to

time.

The details of Executive Directors’ remuneration are included in the key managers’ remuneration table above.
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Directors’ Report (continued)
REMUNERATION REPORT (AUDITED) (continued)

Remuneration of Non-Executive Directors

Fees for Non-Executive Directors are based on the scope of Directors’ responsibilities and on the relative size and
complexity of Fone Zone.

The Remuneration & Nomination Committee considers the level of remuneration required to attract and retain Directors
with the necessary skills and experience for the Fone Zone Board. This takes into account survey data on the level of
Directors’ fees being paid to Directors of companies of comparable size and complexity.

The Chairman, Mr Brian Finn, was granted 400 shares under the Employee Bonus Share Plan at the time Fone Zone
listed on the ASX. Other than this, no equity incentives are offered to Non-Executive Directors. However, Non-Executive
Directors may elect to take all or part of their remuneration as shares in Fone Zone, in accordance with the Non-
Executive Director Share Plan.

No retirement allowances are payable to Non-Executive Directors.

The remuneration details for Non-Executive Directors during the year are shown in the Directors’ remuneration table
below.

The maximum aggregate sum for the remuneration of Non-Executive Directors is $350,000, set when the constitution of
the Company was adopted on its formation on 1 March 2005. This sum covers Directors’ fees and superannuation
contributions. The base Director's fee per year, inclusive of superannuation, and including commitiee work, is $54,500.
The Chairman’s fee is $109,000.

Name Directors’ Fees Superannuation Employee Bonus Total
Shares
(a) (b)
$ $ 3 $

T.B. Finn 2007 - 109,000 - 109,000
Chaiman 2006 - 68,125 400 68,525
JW. Murphy (c} 2007 27,250 - - 27,250
Non-executive 2006 49,620 - - 49,620
N.A. Osborne (d) 2007 - - : - -
Non-executive 2006 - - - -
G.J. Robertson 2007 54,500 - - 54,500
Non-executive 2006 49,620 - - 49,820
R.A, Simpson 2007 50,000 4,500 - 54,500
Non-executive 2006 50,000 4,500 - 54,500
L.P. Wilkinson (e) 2007 50,000 4,500 - 54,500
Non-execufive 2006 50,000 4,500 - 54,500
Total Non-Executive 2007 181,750 148,000 - 299,750
Directors 2006 199,240 77,125 400 276,765
D.L. McMahon 2007 Details are in the remuneration of key managers table above 534,028
Chief Executive 2006 509,072
Officer
M.J Horne 2007 Details are in the remuneration of key managers table above 336,761
Chief Operating 2006 344,330
Officer
Total Directors 2007 _ 1,170,539

2006 1,130,167

(a) Superannuation includes cash and Fone Zone shares issued under the Non-Executive Director Share Plan,
contributed to complying superannuation funds.

(b) Value of free shares issued at $1.00 each under the Employee Bonus Share Plan at the time of listing on the
ASX.

(c) Resigned 31 December 2006

(d) Appointed 25 June 2007

(e) Resigned 25 June 2007
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Directors’ Report (continued)
REMUNERATION REPORT (AUDITED) (continued)

SHARE OPTIONS

Prior to listing on the ASX, the Board approved the Employee Share Option Plan. At the time of listing, 5,634,000
options to acquire shares in Fone Zone Group Limited were issued to key managers under the Plan. 313,000 options
were exercised during the year and were satisfied by the on-market purchase of the required shares (2006 nil). Details
‘of the options outstanding are shown in the table of directors and key manager's interests in shares in the Company
above, and in the table below.

Number of options at 30 Exercise price and Earliest exercise date Latest exercise date

June 2007 date of issue

5,008,000 $0.1876 First third on the first Fifth anniversary of the date
2 November 2005 anniversary of the date of issue  of issue

{of these 834,667 options

were forfeited on 24 July

2007)

ENVIRONMENTAL REGULATION AND PERFORMANCE

The operations of Fone Zone are not subject to any particular and significant environmental regulation under any law of
Australia or of any State or Territory of Australia. Fone Zone has not incurred any liability under any environmental
legislation.

INDEMNIFICATION AND INSURANCE OF DIRECTORS AND OFFICERS
Indemnification

Under clause 102 of Fone Zone’s constitution, the Company has agreed to indemnify to the extent permitted by law and
the Corporations Act 2001:

- every person who is or has been an officer of the Company against any liability (other than for legal costs)
incurred by that person as an officer of the Company (including liabilities incurred by the officer as an officer of a
subsidiary of the Company where the Company requested the officer to accept that appointment).

- every persen who is or has been an officer of the Company against reasonable legal costs incurred in defending
an action for a liability incurred or allegedly incurred by that person as an officer of the Company (including such
legal costs incurred by the officer as an officer of a subsidiary of the Company where the Company requested
the officer to accept that appointment).

Insurance Premiums

During the financial year the Company paid insurance premiums in respect of Directors’ and Officers' liability and iegal
expense insurance contracts, for current and former Directors and senior executives, including senior executives of its
controlled entities. The current Directors are listed elsewhere in this report. The insurance premiums relate to:
- costs and expenses incurred by the relevant officers in defending proceedings, whether civil or criminal and
whatever their outcome; and
- other liabilities that may arise from their position, with the exception of conduct involving a wilful breach of duty
or improper use of information or position to gain a personal advantage.

it is a condition of the policies that premiums paid and terms and conditions of the policies are not to be disclosed.
ROUNDING
The amounts contained in this report and in the financial report have been rounded to the nearest $1,000 (where

rounding is applicable) under the option available to the Company under ASIC Class order 98/0100. The Company is an
entity to which the Class Order applies.
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Directors’ Report (continued)

AUDITOR’S INDEPENDENCE AND NON-AUDIT SERVICES

independence

The declaration of independence from the auditor of Fone Zone Group Limited is appended to this Directors’ Report.
Non-Audit Services

The following non-audit services were provided by the entity's auditor, Emst & Young. The Directors are satisfied that
the provision of non-audit services is compatible with the general standard of independence for auditors imposed by the
Corporations Act. The nature and scope of each type of non-audit service provided means that the auditor
independence was not compromised.

Ernst & Young received or are due to receive the following amounts for the provision of non-audit services:

Comorate tax and planning advice $77,000
Tax compliance $53,000
Transaction advisory services $83,000

Signed in accordance with a resolution of the Directors,

bl Dudledilit
T.B. Finn AQ D.L. McMahon

Chairman Director and Chief Executive Officer

Brisbane, 28 August 2007
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EﬂERNSF& %/OUNG & 1 Lagle Street @ Tel 61730113333
Brishane QLD 4000 Fax 617 3011 3100
Auslralia

PO Box 7878
\Waterlront Place
Brishane QLD 4001

Auditor’s Independence Declaration to the Directors of Fone Zone Group
Limited

In relation to our audit of the financial report of Fone Zone Group Limited for the financial year
ended 30 June 2007, to the best of my knowledge and belief, there have been no contraventions of
the auditor independence requirements of the Corporations Act 2001 or any applicable code of
professional conduct.

‘%MMW

Emst & Young

Winna Brown
Partner
28 August 2007

Liability limited by a scheme approved under
Professional Standards Legislation
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Corporate Governance Statement

This statement is organised under the headings in the Australian Stock Exchange Corporate Governance Council's
(ASXCGC) 10 essential Principles of Good Corporate Governance and Best Practice Recommendations, dated March
2003.

This statement and the following supporting papers are posted on the Company's website www .fonezone.com.au.

-  Board Charter

- Audit, Compliance & Risk Committee Charter

- Remuneration & Nomination Committee Charter

- Continucus Disclosure Policy

- Securities Trading Policy

- Code of Conduct

- Perdormance Evaluation Process

- Director Selection Policy and Procedures

- External Auditor Selection and Rotation of Audit Partner Policy and Procedures
- Shareholder Communication Policy

Principle 1: Roles and Responsibilities of Board and Management

The Board has developed and implemented policies and practices to comply with the recommendations set out in the
ASXCGC guidelines.

The responsibilities of the Board as set out in the Board Charter include:

- approving strategies, policies, budgets, and plans

- monitering the identification of risk and approving systems of risk management, regulatory compliance, and
control

- approving and moniforing the progress of acquisitions and disposals, or the cessation of any significant asset,
business, or function, and reviewing material fransactions and changes to organisationat structure

- approving annual and half-yearly financial statements, other published financial information, and dividends

- appointing and monitoring the performance of the chief executive officer

- determining the levels of authority to be given to the chief executive officer

- ratifying the appointment of senior managers, monitoring their performance, and approving succession plans for
the management team

- approving the issue of any securities of the Company.

Appointment of Directors and Executives
The responsibilities and terms of employment, including termination entitlements, of the chief executive officer and the
chief operating officer, are set out in formal executive services agreements.

Letters of appointment are prepared for non-executive directors, the company secretary, and the chief financial officer,
covering terms of employment, duties, and responsibilities.

Delegated Authorities
A formal statement of Delegated Authorities, setfing out powers reserved to the Board and powers delegated to
management, has been adopted by the Board.

Principle 2: Structure of the Board

The Company’s Board Charter sets out the structure of the Board and its committees, the framework for independence,
and arrangements for performance evaluation.

The Board comprises four non-executive directors (including the chairman) and two executive directors (the Chief
Executive Officer, and the Chief Operating Officer). The names, skills and experience of the directors in office at the
date of this statement, and the period of office of each director, are set out on pages 3 to 5 in this Annual Report.

Independent Professional Advice

Each director has the right, at the company's expense, to seek independent professional advice in relation to the
execufion of Board responsibilities. Prior notification to the Board is required and where appropriate, directors are
required to share such advice with the other directors.

Directors’ Interests

The relevant interests of the directors in the shares of the Company are set out in the director's report on page 5 of this
annual report.
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Corporate Governance Statement {continued)

Principle 2: Structure of the Board (continued)

Independence of Directors
The Board distinguishes between the concept of independence, and the issues of conflict of interest or material personal
interests which may arise from time to time.

If at any time the Board is required to make a decision on any matter in which a director has or directors have an actual
or potential conflict of interest or material personal interest, the Board's policies and procedures require that:
- the interest is fully disclosed and the disclosure is recorded in the Board minutes
- the relevant director is excluded from all considerations of the matter by the Board
- where possible, the relevant director does not receive any segment of the Board papers or other documents in
which there is any reference to the matter.

The determination of independence remains a matter for the Board’s judgment in accordance with its policy en
independence. Until the Board otherwise resolves, the policy is that a person will be independent if they are independent
of management and free of any business or other relationship that could materially interfere with - or could reasonably be
perceived to interfere with - the exercise of their unfettered and independent judgment.

The independence of each director is assessed regularly, based on the interests disclosed by them. In assessing the
independence of non-executive directors, the Board will have regard to whether the director has any of the following
relationships:

- is a substantial Shareholder (within the definition of section 9 of the Corporations Act) of Fone Zone, or an
officer of, or otherwise associated directly with, a substantial Shareholder of Fone Zone;

- has, within the last 3 years, been employed in an executive capacity by the Fone Zone Group of companies;

- has, within the last 3 years, been directly invoived in the provision of advice or consuliing services (including
audit services) to Fone Zone where the average annual amount paid for that advice or services exceeded 5% of
the total annual fees earned by that firm or 1% of Fone Zone's annual consolidated group revenue;

- is directly involved with a supplier to Fone Zone where the average annual amount paid by Fone Zone to that
supplier exceeds 5% of the annual consolidated group revenue of that supplier or 5% of Fone Zone's annual
consolidated group revenue;

- is directly invelved with a customer of Fone Zone where the average annual amount paid to Fone Zone by that
customer exceeds 5% of the annual consolidated group revenue of that customer or 5% of Fone Zone's annual
consolidated group revenue;

- has a contractual relaticnship with Fone Zone which accounts for more than 10% of his/her annual gross
income (other than as a director of Fone Zone).

The Board will state its reasons if it considers a director to be independent notwithstanding the existence of a relationship
of the kind referred to above.

The Board's policy is to have a majority of independent directors to the extent practicable. At this stage, a majority of the
Board {(4) (Messrs T.B. Finn, N.A. Osborne, G.J. Robertson, and R.A. Simpson} is considered to be independent.

The Chairman of the Company is an independent non-executive director.
The roles of Chairman and Chief Executive Officer are exercised by separate individuals.

The Board does not require directors to retire after a fixed period. The Remuneration and Nomination Committee is
charged with overseeing the composition and effectiveness of the Board on a continuing basis, and, subject to continuing
satisfactory performance, the Board believes there are benefits in retaining directors with long term knowledge and
experience of the Company’s operations.

Remuneration and Nomination Committee
The Company has an established Remuneration and Nomination Committee operating under a written charter approved
by the Board and reviewed annually.

The Remuneration and Nomination Committee comprises three non-executive directors including the chairman who is
not also chairman of the Board. To the extent practicable, a majority of members should be independent directors. This
complies with the ASXCGC recommendations.

The names and qualifications of members of the Remuneration and Nomination Committee and their attendance at
meetings are set out on page 5 of this Annual Report. The chairman andfor any other director are entitled to be present
at all meetings of the Committee, whether or not they are a member of the Commiftee. Meetings of the Committee are
aftended, by invitation, by the chief executive officer, the chief operating officer, the group human resources manager,
and such other senior staff or professional people as may be appropriate from time to time. The number of meetings of
the Committee held during the year is set out on page 5 of this Annual Report.
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Corporate Governance Statement {continued)

Principle 2: Structure of the Board (continued)

The Committee regularly reviews the composition and effectiveness of the Board. This review includes an assessment
of the necessary and desirable skills of Board members, Board succession plans and an evaluation of the Board’s
performance, and consideration of appointments and removals.

When a Board vacancy occurs, the Remuneration and Nomination Committee identifies the particular skills, experience
and expertise that will complement Board effectiveness, and then undertakes a process to identify candidates who can
meet those criteria.

In its deliberations, the Remuneration and Nomination Committee is focused on the number and nature of other
directorships, and availability of time to commit to the Company’s affairs, of all present and potential directors.

The Company follows all of the recommendations in the ASXCGC guidelines and the ASX Listing Rules for the
appointment of directors.

Minutes of all Committee meetings are provided to the Board, and the chairman of the Committee also reports to the
Board after each Committee meeting.

Principle 3: Ethical and Responsible Decision-making

Code of Conduct

The Board has endorsed a Code of Conduct that formalises the obligations and responsibilities of all employees and
directors to act ethically, behave with integrity, avoid conflicts of inferest, and obey the law, in all business activities. The
Board's policies reflect all the ASXCGC recommendations.

Appropriate training programs on the Company’s internal policies including workplace health and safety, environmental
law compliance, and trade practices legislation, support this process.

Trading in Company Securities by Directors, Officers and Employees
The Board has established written guidelines, set out in its Share Trading Policy, that restrict dealings by directors and
employees in the Company's shares.

The Share Trading Policy complies with the ASXCGC recommendations. It identifies certain periods when, in the
absence of knowledge of unpublished price-sensitive information, directors and senior management employees may,
with the approval of the chairman, buy or sell shares in the Company. These periods are the 30 days following the
announcement of half year and full year results, and following the Annual General Meeting, or the issue of a Prospectus
offering shares in the Company.

Principle 4: Integrity in Financial Reporfing

Certification of Financial Reports

The Chief Executive Officer and Chief Financial Officer are required to state in writing to the board that the company's
financial reports present a true and fair view, in all material respects, of the company's financial condition and operational
results, and are in accordance with relevant accounting standards. The statements from the Chief Executive Officer and
Chief Financial Officer are based on formal sign off procedures reviewed by the Audit, Compliance and Risk Committee
as part of the six-monthiy financial reporting process. )

Audit, Compliance and Risk Committee
The Company has an established Audit, Compliance and Risk Commitiee operating under a written charter approved by
the Board and reviewed annually.

The Audit, Compliance and Risk Committee comprise three non-executive directors including the chairman who is not
also chairman of the Board. To the extent practicable, a majority of members should be independent directors. This
complies with the ASXCGC recommendations as well as Listing Rule 12.7 of ASX.

The names and qualifications of members of the Audit, Compliance and Risk Commitiee and their aftendance at
meetings are set out on pages 5 of this Annual Report. The chairman and/or any other director is entitled to be present
at all meetings of the Committee, whether or not they are a member of the Committee. Meetings of the Committee are
attended, by invitation, by the chief executive officer, the chief finance officer, the engagement partner from the
Company's external auditor, and such other senior staff or professional people as may be appropriate from time to time.
The number of meetings of the Committee held during the year is set out on page 5 of this Annual Report.

The Committee assists the Board in fulfiling its responsibility to verify and safeguard the integrity of the Company's
financial reporting, oversees and appraises the audits conducted by the Company’'s exiernal auditors, reviews the
effectiveness of the Company's internal controls, and reviews the effectiveness of the risk management policies and
practices of the Company.
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Corporate Governance Statement (continued)

Principle 4: Integrity in Financial Reporting {continued}

Minutes of all Committee meetings are provided to the Board, and the chairman of the Committee also reports to the
Board after each Committee meeting as recommended by the ASXCGC.

Auditor Independence

The external auditor, Ernst & Young, has declared its independence to the Board. The engagement partner will be
rotated every 5 years in accordance with the Corporations Act. The Audit, Compliance and Risk Commitiee has
examined detailed material provided by the external auditor and by management and has satisfied itself that the
standards for auditor independence and associated issues are fully complied with.

Principle 5: Timely and Balanced Disclosure

The Company has established a Continuous Disclosure Policy that complies with the recommendations of the ASXCGC
for timely disclosure of material information concerning the Company. This Policy inciudes internal reporting procedures
in place to ensure that any material price sensitive information is reported to the Company Secretary, Chief Financial
Officer, or Chief Executive Officer, in a timely manner. These policies and procedures are reviewed regularly to ensure
that the Company complies with its obligations at law and under the ASX Listing Rules.

The Company Secretary is responsible for communications with the Australian Stock Exchange, including responsibility
for ensuring compliance with the continuous disclosure requirements in the ASX Listing Rules, and overseeing
information going to the ASX, Shareholders and other interested pariies. The matter of continuous disclosure is a
permanent item on the agenda for all Board and senior management meetings and is specifically addressed by each
director and manager at those meetings.

Principle 8: Rights of Shareholders

Communications Strategy
The Company aims to keep Shareholders informed of the Company's performance and all major developments in an
ongoing manner. Information is communicated to Shareholders through:
- the annual report which is posted on the Company's website, and mailed to Shareholders who have specifically
requested it;
- the half-year Shareholders’ report which is posied on the company’s website, containing summarised financial
information and a review of the operations during the period since the annual report; and
- other correspondence regarding matters impacting on Shareholders as required.

Where practicable, the Company uses the latest widely available electronic technology to communicate openly and
continually with Shareholders and the stock market in general.

Shareholders are also encouraged to participate in the Annual General Meeting to ensure a high level of accountability
and identification with the Company's strategies and goals. important issues are presented to Shareholders as single
resolutions.

Availability of Auditor at AGM .
The engagement partner of the Company's external auditor, Ms Winna Brown, attends the Company’s annual general
meetings and is available to answer questions from Shareholders about the audit. The chairman advises the
Shareholders of this at the commencement of each annual general meeting.

The Company's communication strategy complies with the ASXCGC recommendations.

Principle 7: Risk Management

Oversight of the Risk Management Function

The Company places a high priority on risk identification and management and annually reviews the effectiveness of
policies and practices in this regard. Under the guidance of the Audit, Compliance and Risk Committee, a risk
management process has been established to identify and evaluate risk and document mitigating actions.

Programs to enhance awareness and compliance have been established, and regular review meetings are held with
senior managers to provide guidance and strategies for implementation of risk mitigation measures in their areas of
operations.

Internal Controls

The Audit, Compliance and Risk Committee evaluates the édequacy and effectiveness of internal controls through active
communication with management and the external auditors.
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Corporate Governance Statement (continued)

Principle 7: Risk Management {continued)

Certification of Risk Management Controls
In conjunction with the certification of financial reports under Principle 4, the chief executive officer and chief financial
officer state in writing to the Board each reporting period that:
- the reports are founded on a sound system of risk management and internal compliance and control which
implements the policies adopted by the Board
- the Company's risk management and internal compliance and control system is operating efficiently and
effectively in all material respects.

The statements from the chief executive officer and chief financial officer are based on formal sign off procedures
reviewed by the Audit, Compliance and Risk Committee as part of the six-monthly financial reporting process. The
Company’s risk management process complies with the ASXCGC recommendations.

Principle 8: Board and Management Effectiveness

in line with the recommendations of the ASXCGC, the Remuneration and Nomination Committee oversees the
effectiveness of the Board and conducts evaluations of the board on an annual basis. The Committee also reviews the
induction programs for directors and senior managers, and continuing education programs for senior managers.

The Board complies with all of the recommendations in relation to independent professional advice, access to the
company secretary, the appointment and removal of the company secretary, and the provision of information, including
requests for additional information. The company secretary attends ali Board meetings, and is accountable to the chief
executive officer and, through the chairman, the Board, on all corporate governance matters.

The Company's Performance Evaluation Process, includes the evaluation of the Board, its committees, individual
directors, and senior managers.

Principle 9: Remuneration

The Remuneration and Nomination Committee of the Board is responsible for recommending and reviewing
remuneration arrangements for the directors, the chief executive officer, and senior managers. The Remuneration and
Nomination Commitiee assesses the appropriateness of the composition and amount of their remuneration on an annual
basis. Where appropriate the Committee considers independent advice on policies and practices to attract, motivate,
reward and refain strong performers.

The committee recommends and reviews the terms and conditions of appointment of directors, the chief executive
officer, and senior managers, and reviews the operation and effectiveness of the Non-Executive Director Share Plan, the
Employee Bonus Share Plan, and the Employee Share Option Plan.

The Company's remuneration policy links the nature and amount of the chief executive officer’s and senior managers'
remuneration to-the Company's financial and operational performance. Non-executive directors do not receive incentive
payments.

Remuneration Report :

The remuneration report included on pages 9 to 15 of this Annual Report covers further details on the Company's
remuneration policy and its relationship to the Company’s performance.

Details of the nature and amount of each element of the remuneration of each director of the Company and each of the
five key managers of the Company are disclosed in the Remuneration Report.

No retirement benefits, other than statutory superannuation, are payable to non-executive directors

Principle 10: Obligations to Legitimate Stakeholders

The Board has endorsed a Code of Conduct (see Principle 3) that formalises the obligations and responsibilities of all
employees and directors to act honestly, behave with integrity, avoid confiicts of interest, and obey the law, in all
business activities. The Code reflects the ASXCGC recommendations.

The Code reinforces the Company’s commitment to giving proper regard to the interests of people and organisations
dealing with the Company. Each employee and director is required to respect and abide by the Company's obligations to
fellow employees, Shareholders, customers, suppliers and communities in which the Company operates.

The Board seeks, by the individual contributions of directors, and by encouraging activities of its executives, to uphold
community standards and to maintain good relations with community and government organisations. However, the Board
seeks to balance these considerations in order to ensure that the claims of legitimate stakeholders do not prejudice or
diminish the legitimate expectations of Shareholders.
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Corporate Governance Statement (continued)

Principle 10: Obligations to Legitimate Stakeholders {continued)

The Board has adopted principles of corporate philanthropy appropriate to the size and scale of operations of the
Company, and actively involves the Company, its directors, and employees in implementing support for its chosen
charities and community organisations, not only by way of financial support, but through the development of supportive
relationships and communication.
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Income Statement

FOR THE YEAR ENDED 30 JUNE 2007

Note CONSOLIDATED PARENT
2007 2006 2007 2006
$°000 $°000 $'000 $°000

Sale of goods 148,686 129,376 - -
Fee revenue 25,456 30,819 - -
Commission revenue 23,166 20,874 - -
Finance revenue 544 734 - -
Revenue 4(a) 197,842 181,803 - -
Cost of sales {112,075) (92,871) - -
Gross profit 85,767 88,832 - -
Other income 4(b) 5,662 3,890 30,000 -
Employee benefit expense 4(e) (47,143) {47,304) (1,070} (1,692)
Marketing and advertising expenses {3,507) (4,108} - -
Operating lease rental expense 4(f) {13,344) (10,242} - -
Depreciation and amoriisation expense 4(d) (5,693) 4,511} (300} -
Other expenses 4(g) {10,379} (8,491) (46) (1)
Finance costs 4(c) (835) {852) - -
Profit before income tax 10,528 16,514 28,584 {1,693}
Income tax expense 5 {3,558) (5,773) (211) -
Net profit for the year 6,970 10,741 28,373 {1,693)
Earnings per share {cents per share) 6

- basic for profit for the year 5.57 8.59

- diluted for profit for the year 5.53 8.53
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Balance Sheet
AS AT 30 JUNE 2007

Note CONSOLIDATED PARENT
2007 2006 2007 2006
$°000 $'000 $°000 $°000

ASSETS

Current Assets

Cash and cash equivalents 8 5,920 12,038 1 2
Trade and other receivables 9 14,080 13,040 16,964 -
Inventories 10 8,576 7,050 - -
Prepayments 347 1,009 - -
Total Current Assets 28,923 33,137 16,995 2
Non-current Assets

Term Deposits 11 611 576 - -
Investmenits in controlled entities 25 - - 130,315 124,960
Deferred tax asset 5 1,490 1,344 242 491
Plant and equipment 12 12,855 11,614 - -
Intangible assets and goodwill 13 21,254 16,184 420 -
Total Non-current Assets 36,310 29,718 130,977 125,451
TOTAL ASSETS 65,233 62,855 147 972 125,453
LIABILITIES

Current Liabilities

Trade and other payables 16 17,888 17,765 - 349
Interest bearing loans and borrowings 17 3,133 2,601 - -
Income tax payable 1,305 1,807 1,215 1,388
Provisions 18 2,786 2,716 - -
Total Current Liabilities 25,112 24,889 1,215 1,737
Non-current Liabilities

Trade and other payables 16 642 565 - -
Interest bearing loans and borrowings 17 8,742 8,807 - -
Provisions 18 2.255 1,750 - -
Total Non-current Liabilities 11,639 11,122 - -
TOTAL LIABILITIES 36,751 36,011 1,215 1,737
NET ASSETS 28,482 26,844 146,757 123,716
EQUITY

Contributed equity 19 2,885 2,885 123,717 123,717
Retained earnings 19 22,980 22,267 20,423 {1,693)
Reserve 19 2617 1,692 2617 1,692
TOTAL EQUITY 28,482 26,844 146,757 123,716

25




FONE ZONE GROUP LIMITED — ANNUAL REPORT

Cash Flow Statement
FOR THE YEAR ENDED 30 JUNE 2007

Note CONSOLIDATED PARENT
2007 2006 2007 2006
$'000 $'000 $'000 $'000
Cash flows from operating acfivities
Receipts from customers 214,462 201,245 - -
Payments to suppliers and employees (192,602) (173,069) 47 -
Interest received 544 734 1 -
Finance costs (835) (852) - -
Income fax paid (4,796) (4,553) (349) (2,533)
Net GST remitted (5,269) (5,440) - -
Net cash flows from/(used in) operating activities 8 11,504 18,065 (395) (2,533)
Cash flows from investing activities
Proceeds from sale of plant and equipment 10 92 - -
Proceeds from disposal of investment - 6 - -
Repayment of advances to Shareholders - 292 - -
Purchase of plant and equipment (2,429) {(4,907) - -
Purchase of intangibles (468) (359} - -
Acquisition of subsidiary, net of cash acquired 22 (5,520) 79 (5,859) -
Purchase of interest bearing deposits 1 (30} - -
Net cash flows fremf{used in) investing activities (8,406) (4,827) {5,859) -
Cash flows from financing activities
Transaction costs for initial public offering - (2,045) - (2,045)
Payment for ordinary shares on exercised of options (145) - (145) -
Proceeds from borrowings 38 345 - -
Repayment of borrowings (1,275) (1,424) - -
Repayment of finance lease principal (1,577) (1,733) - -
Inter-company loan - - 12,655 4,580
Equity dividends paid (6,257) - (6,.257) -
Net cash flows from/{used in) financing activities (9,216} {4,857) 6,253 2,535
Net increase/(decrease) in cash and cash equivalents (6,118) 8,381 (1 2
Cash and cash equivalents at beginning of period 12,038 3,657 2 -
Cash and cash equivailents at _end of period 8 5,920 12,038 1 2
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FONE ZONE GROUP LIMITED — ANNUAL REPORT

Notes to the Financial Statements
FOR THE YEAR ENDED 30 JUNE 2007

(a)

{b)

CORPORATE INFORMATION

The financial report of Fone Zone Group Limited (the Company) for the year ended 30 June 2007 was authorised for
issue in accordance with a resolution of directors on 28 August 2007.

Fene Zone Group Limited is a company limited by shares incorporated in Australia whose shares are publicly traded on
the Australian stock exchange.

The nature of the operations and principal activities of the Group are described in the Directors’ Report.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation
The financial report is a general purpose financial report, which has heen prepared in accordance with the

requirements of the Corporations Act 2001 and Australian Accounting Standards. The financial report has also been
prepared con a historical cost basis.

The financial report is presented in Australian doltars and all values are rounded 1o the nearest thousand dollars ($'000)
unless otherwise stated under the option available to the Company under ASIC Class Order 98/0100. The company is
an entity to which the class order applies.

Statement of compliance

- The financial report complies with Australian Accounting Standards, which include Australian equivalents to

International Financial Reporting Standards (AIFRS). Compliance with AIFRS ensures that the financial report,
comprising the financial statements and notes thereto, complies with International Financial- Reporting Standards
(IFRS).

Australian accounting standards that have recently been issued or amended but are not yet effective, have not been
adopted for the annual reporting period ending 30 June 2007.

Reference Title Summary Application Impact on Group Accounting | Application
date of Policies Date
standard

AASB 2005-10 | Amendments to Amendments arise 1 July 2007 AASB 7 is a disclosure 1 July 2007

Australian Accounting | from the release in standard so will have no
Standard [AASB132, August 2005 of AASB direct impact on the
AASB 101, AASB114, 7 Financial amounts included in the
AASB117, AASB133, | Instruments: Group’s financial
AASB139, AASB 1, Disclosures statements.

AASB 4, AASB 1023

& AASE 1038]

AASB 2007-1 Amendments to Amending standard 1 March 2007 | This is consistent with the 1 July 2007
Australian Accounting issued as a Group’s existing accounting
Standards arising from | consequence of AASBE policies for share- based
AASB [nterpretation Interpretations 11 payment so will have no
11 [AASB 2] interim Financial impact.

Reporting and
impairment.

AASB 2007-2 | Amendments to Amending standard 1 January As the Group currently has 1 July 2007
Australian Accounting | issued as a 2007 no service concession
Standards arising from | consequence of AASB arrangement or public-
AASB Interpretation Interpretations 12 private partnerships (PPP), it
12 [AASE 1, AASB Service Concession is expected that this
117, AASB 118, AASB | Amangements. interpretation will have no
120, AASB 121, AASB impact on its financial report.
127, AASB 134, AASE
136, AASB 1023 &

AASB 1038]

28




FONE ZONE GROUP LIMITED — ANNUAL REPORT

Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

{b) Statement of compliance (continued)

Reference Title Summary Application Impact on Group Accounting | Application
date of Palicies Date
standard

AASB 2007-3 | Amendments to Amending standard 1 January AASB 8 is a disclosure 1 July 2007

Australian Accounting issued as a 2009 standard so will have no
Standards arising from | consequence of direct impact on the
AASB Interpretation 8 | AASB 8 Operating amounts included in the
[AASE 5, AASB 6, Segments. Groups financial statements.
AASB 102, AASB 107, There will be no effect to the
AASB 112, AASB 127, disclosures as the Group
AASB 136, AASB only operates in one
1023 & AASB 1038] segment.
AASB7 Financial Instruments New Standard 1 January Refer to AASB 2005-10 1 July 2007
Disclosures replacing disclosure 2007 above.
requirements of AASB
132.
AASB 8 Operating Segments This new standard will 1 January Refer to AASB 2007-3 1 July 2009
replace AASB 114 2009 above.
Segment Reporiing
and adopts a
management
approach to segment
reporting.

AASB Interim Financial Addresses an 1 November | The prohibitions on 1 July 2007

Interpretation Reporting and inconsistency between 2006 reversing impairment losses

10 Impaiment AASB 134 Inferim in AASB 136 and AASB 139

Financial Reporfing to take precedence over the
and the impairment more general statement in
requirements relfating AASB 134 is not expected to
to goodwill in AASB have any impact on the

138 Impairment of Group's financial report.
Assels and equity

instruments classified

as available for sale in

AASB 139 Financial

instruments:

Recognition and

Measurement.

AASB Group and Treasury Specifies that a share- | 1 March 2007 | Refer to AASB 2007-1 1 July 2007

Interpretation Share Trahsactions based payment above.

11 transaction in which

an entity receives

services as

consideration for its

own equity

instruments shall be

accounted for as

equity setftled.
AASB Service Concession Clarifies how 1 January Refer to AASB 2007-2 1 July 2007
interpretation Armmangements operators recognise 2007 above.

12 the infrastructure as a

financial asset and/or
an intangible asset,
not a property, plant
and equipment.

* Application date is for the annual reporting periods beginning on or after the date shown in the above table.
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FONE ZONE GROUP LIMITED — ANNUAL REPORT

Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

" (c)

(d)

Basis of consolidation
The consolidated financial statements comprise the financial statements of Fone Zone Group Limited and its
subsidiaries (‘the Group').

The financial statements of subsidiaries are prepared for the same reporting period as the parent company, using
consistent accounting policies.

Adjustments are made to bring into line any dissimilar accounting policies that may exist.

All intercompany balances and fransactions, including unrealised profits arising from intra-group transactions, have
been eliminated in full. Unrealised losses are eliminated unless costs cannot be recovered.

Subsidiaries are consolidated from the date on which control is transferred to the group and cease fo be consolidated
from the date on which control is transferred out of the group.

Where there is loss of control of a subsidiary, the consolidated financial statements include the resuits for the part of
the reporting period during which Fone Zone Group Limited has control.

Significant accounting judgements, estimates and assumptions

(i Significant accounting judgernents

in the process of applying the Group's accounting policies, management has made no judgements, apart from those
involving estimations, which have a significant effect on the amounts recognised in the financial statements.

(i)  Significant accounting estimates and assumpfions

The carrying amount of certain assets and liabilities are often determined based on estimates and assumptions of
future events. The key estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of certain assets and liabilities within the next annual reporting pericd are:

Impairment of goodwill
The Group determines whether goodwill is impaired an an annual basis. This requires an estimation of the recoverable
amount of the cash-generating units to which the goodwill is allocated.

Impairment of infangible with finite life
The Group determines whether the intangible with finite life is impaired on an annual basis. This requires an estimation
of the recoverable amount of the cash-generating units 1o which the intangible with finite life is allocated.

Share-based payment transactions

The Group measures the cost of equity-settled transactions with employees by reference to the fair value of the equity
instruments at the date at which they are granted. The fair value is determined by an external valuer using the binomial
model.

Lease-make good
The Group estimates its liability to provide for the restoration of leased premises by reference to historical data and by
specific estimates on a premise by premise basis.
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Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

()

(f)

(9}

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and the
revenue can be reliably measured. The following specific recognition criteria must also be met before revenue is
recognised:

Sale of goods ‘

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the buyer and
can be measured reliably. Risks and rewards are considered passed to the buyer at the time of delivery of the goods
to the customer.

Fees and Commissions

Revenue is recognised when the significant risks and rewards of the fee and commissionable activities have passed to
the buyer and can be measured reliably. Risks and rewards are considered passed to the buyer at the time of the
buyer's customer's acceptance of his billing for the fee and commissionable activities as specified in their individual
contracts.

Cooperatlive Advertising

Revenue is recognised when the significant risks and rewards of the cooperative advertising activity have passed to the
buyer and can be measured reliably. Risks and rewards are considered passed to the buyer at the fime of acceptance
of the activity by the customer.

Finance revenue

Revenue is recognised as interest accrues using the effective interest method. This is a method of calculating the
amortised cost of a financial asset and allocating the interest income over the relevant period using the effective
interest rate, which is the rate that exaclly discounts estimated future cash receipts through the expected life of the
financial asset o the net carrying amount of the financial asset.

Dividends
Revenue is recognised when the Shareholders’ right to receive the payment is established.

Finance costs

Expense is recognised as interest accrues using the effective interest method. This is @ methed of calculating the
amortised cost of a financial liability and allocating the interest expense over the relevant period using the effective
interest rate, which is the rate that exactly discounts estimated future cash payments through the expected life of the
financial liability to the net carrying amount of the financial liability.

Leases

The determination of whether an arrangement is or contains a lease is based on the substance of the arrangement and
requires an assessment of whether the fulfilment of the arrangement is dependent on the use of a specific asset or
assets and the arrangement conveys a rights to use the asset.

(i} Group as a lessee

Finance leases, which transfer to the Group substantially ali the risks and benefits incidental to ownership of the leased
item, are capitalised at the inception of the lease at the fair value of the leased property or, if lower, at the present value
of the minimum lease payments.

Lease payments are apportioned between the finance charges and reduction of the lease liability so as to achieve a
constant rate of interest on the remaining balance of the liability. Finance charges are charged directly against income.

Capitalised leased assets are amortised over the shorter of the estimated useful life of the asset or the lease term.

Operating lease payments are recognised as an expense in the income statement on a straight-line basis over the
lease term.

(i) Group as a lessor

{ eases where the lessor retains substantially all the risks and benefits of ownership of the asset are classified as
operating leases. Initial direct costs incurred in negotiating an operating lease are added to the carrying amount of the
leased asset and recognised over the lease term on the same basis as the lease income.
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Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

(h) Cash and cash equivalents

(i}

1)

(k)

(1

Cash and short term deposits in the balance sheet comprise cash at bank and in hand and short-term deposits with an
original maturity of three months or less.

For the purpose of the Cash Flow Statement, cash and cash equivalents consist of cash and cash equivalents as
defined above, net of outstanding bank overdrafts.

Trade and other receivables
Trade and other receivables, which generally have 30-90 day terms, are recognised and carried at original invoice
amount less an allowance for any uncollectible amounts.

An allowance for doubtful debts is made when there is objective evidence that the Group will no longer be able to
collect the debts. Bad debts are written off when identified.

inventories
Inventories are valued at the lower of cost and net realisable value.

Costs incurred in bringing each product to its present location and condition are accounted for as follows:
Finished goods — purchase cost on a first in, first out basis,

Net realisable value is the estimated selling price in the ordinary course of business, less the estimated costs
necessary to make the sale.

Derecognition of financial instruments

The derecognition of a financial instrument takes place when the Group no fenger controls the contractual rights to that
comprise the financial instrument, which is normally the case when the instrument is sold, or all the cash flows
attributable to the instrument are passed through to an independent third party.

Income tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to the taxation authorities based on the current period's taxable income. The tax rates and tax
laws used to compute the amount are those that are enacted or substantively enacted by the balance sheet date.

Deferred income tax is provided on all temporary differences at the balance sheet date between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognised for all taxable femporary differences:

» except where the deferred income tax fability arises from the initial recognition of an asset or hability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the accounting
profit nor taxable profit or loss; and

+ in respect of taxable temporary differences associated with investments in subsidiaries except where the timing of
the reversal of the temporary differences can be controlled and it is probable that the tempaorary differences will not
reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of unused tax assets
and unused tax losses, to the extent that it is probable that taxable profit will be available against which the deductible
tempoerary differences, and the carry-forward of unused tax assets and unused tax losses can be utilised:

« except where the deferred income tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; and

¢ in respect of deductible temporary differences associated with investments in subsidiades and interests in joint
ventures, deferred tax assets are only recognised to the extent that it is probable that the temporary differences will
reverse in the foreseeable future and taxable profit will be available against which the temporary differences can be
utilised.
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Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

{1}

(m)

()

Income tax {(continued)

The carrying amount of deferred income tax assels is reviewed at each balance sheet date and reduced to the exient
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred income tax
asset to be utilised.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year when the
asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively
enacted at the balance sheet date.

Income taxes relating to items recognised directly in equity are recognised in equity and not in the income statement.

Other taxes
Revenues, expenses and assets are recognised net of the amount of GST except:

« when the GST incurred on a purchase of goods and services is not recoverable from the taxation authority, in which
case the GST is recognised as part of the cost of acquisition of the asset or as part of the expense item as applicable;
and

* receivables and payables, which are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or
payables in the balance sheet.

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component of cash flows arising
from investing and financing activities, which is recoverable from, or payable to, the taxation authority are classified as
operating cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable {o, the taxation
authority.

Plant and equipment
Plant and equipment is stated at cost less accumulated depreciation and any impairment in value.

Depreciation is calculated on a straight-line basis over the estimated useful life of the assets as follows:
Plant and equipment — over 4 to 5 years

The assets' residual values, useful lives and amoriisation methods are reviewed, and adjusted if appropriate, at each
financial year end.

Impairment
The carrying values of plant and equipment are reviewed for impairment when events or changes in circumstances
indicate that the carrying value may not be recoverable.

The recoverable amount of plant and equipment is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the asset.

For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the
cash-generating unit to which the asset belongs.

If any such indication exists and where the camying values exceed the estimated recoverable amount, the assets or
cash-generating units are then written down to their recoverable amount.

An item of plant and equipment is derecognised upon disposal or when no future economic benefits are expected to
arise from the continued use of the asset.

Any gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal proceeds
and the carrying amount of the asset) is included in profit or loss in the year the asset is derecognised.
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Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

(o) Goodwill

(9]

Goodwill on acquisition is inifially measured at cost being the excess of the cost of the business combination over the
acquirer's interest in the net fair value of the identifiable assets, liabilifies and contingent liabilities.

Following initial recognition, goodwill is measured at cost [ess any accumulated impairment losses.
Goodwill is not amortised.

Goodwill is reviewed for impairment, annually or more frequently if events or changes in circumstances indicate that the
carrying value may be impaired.

As at the acquisition date, any goodwill acquired is allocated to each of the cash-generating units that are expected to
benefit from the combination’'s synergies.

Impairment is determined by assessing the recoverable amount of the cash-generating unit to which the goodwill
relates.

Where the recoverable amount of the cash-generating unit is less than the carrying amount, an impairment loss is
recognised.

Where goodwill forms part of a cash-generating unit and part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the operation.

Goodwill disposed of in this circumstance is measured on the basis of the relative values of the operation disposed of
and the portion of the cash-generating unit retained.

intangible assets

Acquired both separately and from a business combination

Intangible assets acquired separately are capitalised at cost and from a business combination are capitalised at fair
value as at the date of acquisition. Following initial recognition, the cost model is applied to the class of intangible
assets.

The useful lives of these intangible assets are assessed to be either finite or indefinite.

Where amortisation is charged on assets with finite lives, this expense is taken to the income statement in the expense
category ‘depreciation and amortisation’.

Intangible assets created within the business are not capitalised and expenditure is charged against profits in the
period in which the expenditure is incurred.

Intangible assets are tested for impairment where an indicator of impairment exists, and in the case of indefinite life
intangibles annually, either individually or at the cash-generating unit level. Useful lives are also examined on an
annual basis and adjustments, where applicable, are made on a prospective basis.

A summary of the policies applied to the Group's intangible assets is as follows:

acquired

Customer Database Software
Useful lives Finite Finite
Method used 2 years — straight line 2 ¥ years — straight line
internally generated / Acquired Acquired

Impairment test /
recoverable amount testing

Annuaily and where an indicator of
impairment exists

Annually and where an indicator of
impairment exists

Gains or losses arising from the derecognition of an intangible asset are measured as the difference between the net
disposal proceeds and the camying amount of the asset and are recognised in the income statement when the asset is

derecognised.
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Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

{a) Impairment of non-financial assets, other than goodwill

)

(s)

()

(u)

At each reporting date, the Group assesses whether there is an indication that an asset may be impaired. Where an
indicator of impairment exists, the Group makes a formal estimate of recoverable amount. Where the carrying amount
of an asset exceeds its recoverable amount the asset is considered impaired and is written down to its recoverable
amaount.

Recoverable amount is the greater of fair value less costs to sell and value in use. It is determined for an individual
asset, unless the asset’s value in use cannot be estimated to be close to its fair value less costs to sell and it does not
generate cash inflows that are largely independent of those from other assets or groups of assets, in which case, the
recoverable amount is determined for the cash-generating unit to which the asset belongs.

In assessing value in use, the estimated cash flows are discounted to their present value using a pre tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset.

Trade and other payables
Trade and other payables are carried at original invoice amount and represent liabilities for goods and services

- provided to the Group to the end of the financial year that are unpaid and arise when the Group becomes obliged to

make future payments in respect of the purchase of these goods and services.

Interest —bearing iocans and borrowings
All loans and borrowings are initially recognised at cost, being the fair value of the consideration received net of issue
costs associated with the borrowing.

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost using the
effective interest method. Amortised cost is calculated by taking into account any issue costs, and any discount or
premium on seftlement.

Gains and losses are recognised in the income statement when the liabilities are derecognised and as well as through
the amortisation process.

Provisions .
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it
is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a
reliable estimate can be made of the amount of the obligation.

Where the Group expects some or all of a provision to be reimbursed, for example under an insurance contract, the
reimbursement is recognised as a separate asset but only when the reimbursement is virtually certain. The expense
relating to any provision is presented in the income statement net of any reimbursement.

If the effect of the time value of money is material, provisions are determined by discounting the expected future cash
flows at a pre-tax rate that reflects current market assessments of the time value of money and, where appropriate, the
risks specific to the liability.

Where discounting is used, the increase in the provision due to the passage of time is recognised as a finance cost.

Employee Leave Entitlements

(i) Wages, salaries, annual leave and sick leave

Liabilities for wages and salaries, including non-monetary benefits, annual leave and accumulated sick leave expected
to be settled within 12 months of the reporting period are recognised in provision for employee benefits in respect of
employees’ services up to the reporting date. They are measured at the amounts expected to be paid when the
liabiliies are seftled. Liabilities for non-accumulated sick leave are recognised when the leave is taken are measured
at the rates paid or payable.

(if) Long Service Leave

Liabilities for long service leave are recognised in the provision for employee benefits and measured at the present
value of expected future payments to be made in respect of services provided by the employees up to the reporting
date using the projected unit credit method. Consideration is given to the expected future wage and salary levels,
experience of employee departures, and periods of service. Expected future payments are discounted using market
yields at the reporting date on national government bonds with terms to maturity and currencies that match, as closely
as possible, the estimated future cash outflows.
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v)

(w)

{x)

Share-based payment transactions
The Group provides benefits to employees of the Group in the form of share-based payment transactions, whereby
employees render services in exchange for shares or rights over shares (‘equity-settied transactions’).

There is currently the Employee Share Option Plan (ESOP") in place to provide these benefits to senior executives.

The cost of these equity-settled transactions with employees is measured by reference to the fair value at the date at
which they are granted. The fair value is determined by an external valuer using a binomial model.

in valuing equity-settled transactions, no account is taken of any performance conditions, other than conditions linked
to the price of the shares of Fone Zone Group Limited (‘market conditions’).

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the period
in which the performance conditions are fulfilled, ending on the date on which the relevant employees become fully
entitled to the award ('vesting date’).

The cumulative expense recognised for equity-settled transactions at each reporting date until vesting date reflects

(i) the extent to which the vesting period has expired and

(i) the number of awards that, in the opinion of the directors of the Group, will uitimately vest.

This opinion is formed based on the best available information at balance date. No adjustment is made for the
likelihood of market performance conditions being met as the effect of these conditions is included in the determination
of fair value at grant date.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional upon a
market condition.

Where the terms of an equity-settled award are modified, as a minimum an expense is recognised as if the terms had
not been modified. In addition, an expense is recognised for any increase in the value of the transaction as a result of
the modification, as measured at the date of modification.

Where an equity-settled award is forfeited, it is treated as if it had not vested on the date of forfeiture. However, if a
new award is substituted for the forfeited award, and designated as a replacement award on the date that it is granted,
the forfeited and new award are treated as if they were a modification of the original award, as described in the
previous paragraph.

The dilutive effect, if any, of outstanding options is reflected as additional share dilution in the computation of earnings
per share.

Contributed Equity
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options
are shown in equity as a deduction, net of tax, from the proceeds.

Earnings per share

Basic eamings per share are calculated as net profit attributable to members of the parent, adjusted to exclude any
costs of servicing equity (other than dividends) divided by the weighted average number or ordinary shares, adjusted
for any bonus element.

Diluted eamings per share are calculated as net profit attributable to members of the parent, adjusted for:

» costs of servicing equity (other than dividends);

+ the after tax effect of dividends and interest associated with dilutive potential ordinary shares that have been
recognised as expenses; and

« other non-discretionary changes in revenues or expenses during the period that would result form the dilution of
potential ordinary shares;

divided by the weightied average number or ordinary shares and dilutive potential ordinary shares, adjusted for any

bonus element.
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3. SEGMENT INFORMATION

The Group operates predominantly in the communications retail and service industry in Australia.

Note CONSOLIDATED PARENT
2007 2006 2007 2006
$000 $'000 $000 $°000
4. REVENUE AND EXPENSES
Revenue and Expenses
{a) Revenue
Sale of goods 148,686 129,376 - -
Fee revenue 25,456 30,819 - -
Commission revenue 23,156 20,874 - -
Finance revenue 544 734 - _
197,842 181,803 - -
Breakdown of finance revenue:
Bank interest 544 734 - -
(b) Other income
Cooperative marketing revenue 5,002 3,485 - -
Dividend Income - - 30,000 -
Other miscellaneous income 660 405 - -
5,662 3,890 30,000 -
(¢} Finance costs
Bank loans 441 456 - -
Finance charges under finance leases 314 331 - -
Finance charges under hire purchase contracts 80 54 - -
Other interest - 1 - -
835 852 - -
{d) Depreciation and amartisation expense
Depreciation of plant and equipment 12 2,629 1,835 - -
Amortisation of plant and equipment 12 1,685 1,454 - -
Amortisation of intangibles 13 1,416 1,180 300 -
Impairment of plant and equipment 12 63 42 - -
5,693 4,511 300 -
() Employee benefit expense
Wages and salaries 43,6563 43,462 - -
Employee entitlements 2,419 1,861 - -
Employee share plan 1 189 - -
Share-based payments expense 1,070 1,692 1,070 1,692
47,143 47,304 1,070 1,692
(f) Lease payments included in income statement
Minimum lease payments — operating lease 13,344 10,842 - -
(g) Other expenses
Loss on the disposal of plant and equipment 270 360 - -
Loss on the disposal of intangibles - 14 - -
Consulting 1,251 743 - -
Communications 1,997 1,596 - -
Other expenses 6,861 5,778 46 1
10,379 8,491 46 1
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CONSOLIDATED PARENT
2007 2006 2007 2006
$'000 $°000 $’000 $'000
5. INCOME TAX
Income statement
Current income tax
Current income tax charge 3,861 6,382 (136) (123)
Adjustment in respect of current income tax charge of
previous years : 20 (478) 314 -
Deferred income fax
Relating to origination and reversal of temporary
differences (323) {131) 33 123
Income tax expense reported in the income statement 3,658 5773 211 -

A reconciliation between tax expense and the product of accounting profit before income tax multiplied by the Group's

applicable income tax rate is as follows:

Accounting profit before income tax

At the Group's statutory income tax rate of 30% (2006: 30%)
Adjustment in respect of current income tax of previous years

Share-based payment expense not allowable for income
tax purposes

Dividends received from subsidiaries not assessable for

income tax purposes

Effect of income tax consolidation on the group resulting

in items becoming not allowable for income tax purposes
Other expenditure not allowable for income tax purposes

Income tax expense reported in the consolidated
income statement.
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10,528 16,514 28,584 (1,693)
3,158 4,954 8,575 (507)
20 (478) 314 -

322 507 322 507

§ . (9,000) .

53 775 - -

5 15 - -
3,558 5,773 211 -
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5. INCOME TAX (continued)

Balance sheet Income statement
2007 2006 2007 2006
$'000 $°000 $'000 $000
Deferred income tax
Consolidated
Deferred fax assets
Provisions and expenses not yet deductible 2,180 1,801 (240) 81
Delayed depreciation for tax purposes 124 122 2 32
IPO Costs deductible 368 491 123 123
Accelerated depreciation for tax purposes (201) (292) @n 241
" Intangible asset value not deductible (126) (187) (277) (282)
Accrued income assessable in year of receipt (855) (691) 164 (326}
1,490 1,344
Deferred income iax (income)/fexpense (323) (131}
Parent
Deferred tax assels
Intangible asset value not deductible (125} - (90} -
IPO Costs deductible 367 491 123 123
242 491
Deferred income fax (income)/expense 33 123

Tax consolidation

Fone Zone Group Limited and its 100% owned Australian resident subsidiaries have formed a tax consolidated group with
effect from 2 November 2005. Fone Zone Group Limited is the head entity of the tax consolidated group. Members of the
group have entered into a tax sharing agreement in order to allocate income tax expense to the wholly owned subsidiaries on
a pro-rata basis. In addition the agreement provides for the allocation of income tax liabilities between the entities should the
head entity default on its tax payment obligations. At the balance date, the possibility of default is remote.

Tax effect accounting by members of the tax consolidated group

Members of the tax consolidated group have entered into a tax funding agreement. The tax funding agreement provides for
the allocation of current taxes to members of the tax consolidated group in accordance with their accounting profit for the
period, while deferred taxes are allocated o members of the tax consolidated group in accordance with the principles of
AASB 112 Income Taxes. Allocations under the tax funding agreement are made at the end of each quarter.

The allocation of taxes under the tax funding agreement is recognised as an increase/decrease in the subsidiares’ inter-
company accounis with the tax consolidated group head company, Fone Zone Group Limited.
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6. EARNINGS PER SHARE

Basic eamings per share amounts are calculated by dividing net profit for the year attributable to ordinary equity holders of

the parent by the weighted average number of shares outstanding during the year.

Piluied earnings per share amounts are calculated by dividing the net profit attributable to ordinary equity holders of the
parent by the weighted average number of ordinary shares outstanding during the year plus the weighted average number of
ordinary shares that would be issued on the conversion of all the dilutive potential ordinary shares into ordinary shares.

The following reflects the income and share data used in the basic and diluted earnings per

share computations

Net profit attributable to ordinary equity holders of the parent

' Weighted average number of ordinary shares for basic earings per share

Effect of dilution : Share options

Weighted average number of ordinary shares adjusted for the effect of dilution

7. DIVIDENDS PAID AND PROPOSED

Declared and paid during the year:
Dividends on ordinary shares:

Final franked dividend for 2006 : 4 cents
(2005: nil cents)

Interim franked dividend for 2007: 1 cent
(20086; nil cents)

Approved by the board of directors on 28 August 2007
(not recognised as a liabilify as at 30 June 2007)
Dividends on ordinary shares:

Final franked dividend for 2007: 2.3 cents

{2006: 4 cenis)

Franking credit balance

The amount of franking credits available for the

subsequent financial year are:

+ franking account balance as at the end of the
financial year at 30% (2006: 30%)

« franking credits that will arise from the payment of
income tax payable as at the end of the financial year

e impact on the franking account of dividends
proposed or declared before the financial report
was authorised for issue but not recognised as a
distribution to equity holders during the period

4

CONSOLIDATED
2007 2006
$'000 $'000
6,970 10,741
2007 2006
Thousands Thousands
125,148 125,083
824 881
125,972 125,964
CONSOLIDATED PARENT
2007 2006 2007 2006
$°000 $'000 $'000 $000
5,008 - 5,006 -
1,251 - 1,251 -
6,257 - 6,257 -
2,878 5,006 2,878 5,006
19,734 17,695
1,305 1,807
21,039 19,502
(1,233) (2,145)
19,806 17,357
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CONSOLIDATED PARENT
2007 2006 2007 2006
$°000 $°000 $'000 $°000
8. CASH AND CASH EQUIVALENTS
Cash at bank and in hand 5,920 12,038 1

Cash at bank earns interest at floating rates based on daily bank deposit rates.

Short-term deposits are made for varying periods of between one day and three months, depending on the immediate cash

requirements of the Group, and earn interest at the respective short-term deposit rates.

Reconciliation of net profit after tax to net cash
flows from operations

Net profit/(loss) 6,970 10,741 28,373 (1,693)
Adjustments for:

Depreciation 2,629 1,835 -

Amortisation 3,001 2,634 300

Net (profit)/loss on disposal of plant and equipment ’ 270 360 -

Net (profit)/loss on disposal of intangibles - 14 -

Net (profit}/loss on disposal of available-for-sale :

investments - (4) - -
Share-hased payment expensed 1,070 1,692 1,070 1,692
Employee share plan expensed 1 189 -

Make good accretion 33 51 -

Impairment of non-current assets 63 42 -

Doubtful debt provision 292 (217) -

Inventory obsolescence provision {(46) (353) -

Release of lease make good provision (191) - -

Inter-company dividend - - (30,000}

Changes in assets and liabilities

(Increase)/decrease in trade and other receivables (659) (2,341) -
{(Increase)/decrease in inventory (822) (304) -
{Increase)/decrease in prepayments 666 (216) -
{Increase)/decrease in deferred tax assets (322) (254) 33
(Decrease)/increase in current tax liability (917) 1,474 (171} (2,532)
(Decrease)fincrease in trade and other payables {3,386) 2153 -
(Decrease)fincrease in other creditors and accruals 2,446 267 -
(Decrease)/increase in provisions 407 302 -
Net cash flow from operating activifies 11,504 18,065 {395) (2,533)

Disclosure of financing facilities
Refer to note 17.

Disclosure of non-cash financing and investing activities

During the year the group acquired plant and equipment and motor vehicles with an aggregate fair value of $2,513,285

(2006: $900,872} by means of finance leases.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$°000 $'000 $000 $°000
9. TRADE AND OTHER RECEIVABLES
Trade receivables (i) 14,712 13,346 - -
Allowance for doubtful debts {1,063) (771) - -
13,649 12,575 - -
Other receivables 431 465 - -
Amounts other than trade receivables due to related
parties:
Controlled entities (ji) - - 16,994 -
14,080 13,040 16,994 -

(i} Trade receivables are non-interest bearing and are on terms ranging from 14 to 80 days. An allowance for doubtful
debts is made when there is objeclive evidence that a trade receivable is impaired. An increase in the allowance of
$291,783 (company: $nil) has been recognised as an expense for the current year for specific debtors for which such
evidence exists. The amount of the allowance has been measured as the difference between the carrying amount of the
trade receivables and the estimated future cash flows expected to be received from the relevant debtor.

(i) Related party receivables are non-interest bearing.

10. INVENTORIES

Finished goods 8,836 7,356 - -
Provision for diminution in value (260) {308) - -
Total inventories at the jower of cost or net realisable value 8,576 7,050 - -

Inventory write-downs/(backs) recognised as an expense/(income) totalled $(46,258) (2006: $(353,000)) for the Group and
$0 (2006:; $0) for the company. This expense/{income) is included in the cost of sales line item as a cost of sale.

At 30 June 2007, in addition to the inventory value noted above, the company has committed to purchase inventory, which
was in transit with a value of $228,769 (2006: $552,387). The terms and conditions of supply for this inventory results in
the risk of ownership passing to the company on despatch from the supplier.

11. TERM DEPOSITS

Term deposits 611 576 - -

The term deposits are held as security over bank guarantees and are held for the duration of the guarantee to which they
relate.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$000 $’'000 $'000 $'000
12. PLANT AND EQUIPMENT
Plant and equipment under lease 7,428 6,172 - -
Accumulated amortisation and impairment (3,517) {(3.050) - -
3,911 3,122 - -
Plant and equipment 21,536 17,850 - -
Accumulated depreciation and impairment (12,492) {9,358} - -
9,044 8,492 - -
Total plant and equipment — at cost 28,964 24,022 - -
Accumulated amortisation, depreciation and impairment (16,009) (12,408} - -
12,955 11,614 - -
Plant and equipment under lease
At 1 July, net of accumulated amorlisation and impairment 3,122 3,847 - -
Additions 2,513 900 - -
Disposals () - - -
Additions through the acquisition of entities - 55 . -
Transfer to plant and equipment (138) {226) - -
Amortisation charge for the year (1,585) {1,454) - -
At 30 June, net of accumulated amortisation and impairment 3,911 3,122 - -
Piant and equipment
At 1 July, net of accumulated depreciafion and impairment 8,492 5,552 - -
Additions 2,498 5,033 - -
. Disposals (277) {452) - -
Additions through the acquisition of entities 885 10 - -
Transfer from plant and equipment under lease 138 226 - -
Depreciation charge for the year (2,629) (1,835) - -
Impairment {63) (42) - -
At 30 June, net of accumulated depreciation and impairment 9,044 8,492 = -

Leased assets and assets under hire purchase agreements are pledged as security for the related finance lease and hire
purchase liabilities.

Additions during the year of $2,513,285 (2006: $900,872) of plant and equipment were financed under finance lease .
agreements.

Additions of $69,600 (2006: $126,000) relate to the lease make good asset recognised under AASB 137 Provisions,
Contingent Liabiliies and Contingent Assefs. This amount is offset by the corresponding provision for make good in note 18
Provisions.

The useful life of the assets was estimated as follows for both 2006 and 2007:

Plant and equipment 410 5 years
Plant and equipment under lease 3to 5 years

Impairment of plant and equipment

An assessment of the recoverable amount of plant and equipment, based on value in use and determined at the cash-
generating unit level, resulted in certain items being reduced to this carrying value,
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CONSOLIDATED PARENT
2007 20086 2007 2006
$°000 $'000 $'000 $000
13. INTANGIBLE ASSETS AND GOODWILL
Customer database 720 2419 720
Accumulated amortisation {300) (1,794) (300}
420 625 420
Software 2,604 2,032 -
Accumulated amortisation (2,045) {1,495} -
559 537 -

Goodwill 27,677 22424 -
Accumulated amortisation (7.402) {(7.402) -

20,275 15,022 -
Customer database, software and goodwill 31,001 26,875 720
Accumulated amortisation (9,747) {10,691) (300}

21,254 16,184 420
Customer database
At 1 July net of accumulated amortisation 6§25 1,563 -
Additions through the acquisition of entities 720 - 720
Amortisation charge for the year (925) (938) (300)
At 30 June net of accumulated amortisation 420 625 420
Software
At 1 July net of accurmnulated amortisation 537 434 -
Additions through the acquisition of entities 45 - -
Additions 468 358 -
Disposals - (14) -
Amortisation charge for the year (451) (242) -
At 30 June net of accumulated amortisation 559 537 -
Goodwilf
At 1 July net of accumulated amortisation 15,022 15,017 -
Additions 5,253 5 -
At 30 June net of accumulated amortisation 20,275 15,022 -
Total 21,254 16,184 420
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14. IMPAIRMENT TESTING OF GOODWILL

The recoverable amount of the cash generating units has been determined based on a value in use calculation using cash
flow projections based on financial budgets set for the next financial year. The pre tax discount rate applied to the cash flow
projection is 24.7% (2006: 24.7%) and the cash flows beyond the next financial year are extrapolated using a growth rate of
5% (2006: 5%) for revenue and 4% (2006: 4%) for operating costs.

For the purposes of impairment festing a cash generating unit has been defined as a store where individual cash flows can
be ascertained for the purposes of discounting future cash flows.

Where some, or the entire carrying amount of goodwill is allocated across multiple cash generating units, the amount
allocated to each unit is not significant in comparison with the entity's total carry amount of goodwill.

Key assumptions used in value in use calculations for the years ended 30 June 2006 and 30 June 2007

The following describes each key assumption on which management has based iis cash flow projections when determining
the value in use.

» Budgeted sales values — the basis used to determine the value assigned to the budgeted sales volume is the average
achieved in the year immediately before the budgeted year, increased for changes.

s Budgeted cost of sales values — the basis used to determine the value assigned to the budgeted cost of sales is the
average achieved in the year immediately before the hudgeted year, increased for changes advised by the industry.

+ Budgeted operating expenses — the basis used to determine the value assigned to the budgeted costs is the average
achieved in the year immediately before the budgeted year, increased for expected changes.

15. SHARE BASED PAYMENT PLAN

Employee Share Option Plan

On 2 November 2005 share options were granted to senior executives under the Employee Share Option Plan and the
exercise price is $0.1878 per option. The vesting conditions for the options granted relate to the employment status of the
grantee as well as the discretion of the directors to accelerate the vesting timelines.

The contractual life of each option granted is five years.

The expense recognised in the income statement in relation to share-based payments is disclosed in note 4(e).

The following table illusirates the number {No.) and weighted average exercise prices (WAEP) of and movements in share
options issued during the year:

2007 2007 2006 2006
No. WAEP No. WAEP
{cents) {cents)
Outstanding at the beginning of the year 5,634,000 18.76 - -
Granted during the year - - 5,634,000 18.76
Exercised during the year {(313,000) 18.76 - -
Forfeited during the year {1,147 667) 18.76 - -
Qutstanding at the end of the year 4,173,333 18.76 5,634,000 18.76

The outstanding balance as at 30 June 2007 is represented by:

+« 1,460,667 options over ordinary shares with an exercise price of $0.1878 each, exercisable on 2 November 2006 and
until 2 November 2009;

« 1,356,333 options over ordinary shares with an exercise price of $0.1876 each, exercisable on 2 November 2007 and
until 2 November 2010; and

» 1,356,333 options over ordinary shares with an exercise price of $0.1876 each, exercisable on 2 November 2008 and
until 2 November 2011. ‘

The exercise price for options outstanding at the end of the year was $0.1876 (2006: $0.1876).
The share price at the date options were exercised was $0.65.

The weighted average remaining contractual life for the share options outstanding at the end of the year was 3.3 years
(2005: 4.3 years)

46



FONE ZONE GROUP LIMITED — ANNUAL REPORT

Notes to the Financial Statements (continued)
FOR THE YEAR ENDED 30 JUNE 2007

15. SHARE BASED PAYMENT PLAN {continued)

Employee Bonus Share Plan
The Remuneration and Nomination Committee is responsible for reviewing the operation of the company's Employee Bonus
Share Plan which was approved by the board on 4 April 2008.

This share plan has been established by the company to enable employees to acquire shares in the company up to the value
of $1,000, depending on length of service.

The plan is administered by the Remuneration and Nomination Committee of the company. The committee may from time to
time issue offers on behalf of the company to employees. These employees may apply to acquire the number of shares
specified in the invitation. The initial value of the shares to Australian tax residents is intended to be free of income tax
(under current tax laws) provided the requisite tax election is made.

Shares may be acquired for participants by way of an issue of shares by the company, by acquiring shares in the ordinary
course of trading, or by off-market purchases. The company may issue shares for no consideration. The board may also
decide that an offer will involve a salary sacrifice.

Participants are prevented from disposing of shares acquired under the plan until the earlier of:
- three years after the date of acquisition of the shares; or
- the day after the date on which the participant ceased, or first ceased, to be employed by the company because of
death or other special circumstances.

The number of shares acquired during the previous five years from new issues by the company under the plan and all other
employee share schemes established by the company must not exceed 5% of the total number of issued shares.

Shares will rank equally with all existing shares on and from the date of issue.

The Remuneration and Nomination Committee has power to terminate or suspend the operation of the plan at any time,
provided that the termination or suspension does not adversely affect or prejudice the rights of participants holding shares at
that time.

Directors are eligible to participate in the plan, but, under Listing Rule 10,14, Shareholders must approve any allocations to
directors.

During the financial year the company did not issue ordinary shares under this plan (2006; $188,000).
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CONSOLIDATED
2007 2006
$°000 $'000 $°000
16. TRADE AND OTHER PAYABLES
Current
Trade payables (i) 9128 10,837 -
Other payables and accruals 8,760 6,928 -
Amounts ofher than frade payables due to related
parties:
Controlled entities (ii} - - 349
17,888 17,765 349
Non-cument
Other payables and accruals 642 565 -
642 565 -

(i} Trade payables are non-inferest bearing and are
normally seftled on terms ranging from 14 to 90 days.

(i) Related party payables are non-interest bearing.
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Maturity CONSOLIDATED PARENT
2007 2006 2007 2006
$°000 $'000 $'000 $'000

17. INTEREST-BEARING LOANS AND BORROWINGS

Current

Obligations under finance leases (i} 2008 1,649 1,463 - -

Obligations under hire purchase contracts (i) 2008 484 176 - -

Bills of exchange (i) 2008 1,000 962 - -
3,133 2,601 - -

Non-Current

Obligations under finance leases (i) 2009-2010 2,676 2,066 - -

Obligations under hire purchase contracts (i) 2009-2010 416 341 - -

Bills of exchange (ii) 2009-2010 5,650 6,400 - -
8,742 8,807 - -

(i} Finance leases
The finance leases and hire purchase contracts are secured by a charge over the specific assets being financed.

(if} Bill of exchange
The bill of exchange has been drawn under an amortising facility with a quarterly repayment schedule. The interest rate is
6.2%.

Financing facilities available
At reporting date, the following financing facilities
had been negotiated and were available:

Total facilities: ‘
- mulii option commercial bills 6,650 7,400 - -

- loan finance 900 517 - -
- feasing finance 5,525 5,231 - -
- bank guarantee 3,194 3,385 - -
16,269 16,533 ~ -
Facilities used at reporting date:
- muifi option commercial bills 6,650 7,362 - -
- loan finance 900 517 - -
- leasing finance 4,325 3,529 - -
- bank guarantee 2,543 2,622 - -
14,418 14,030 - -
Facilities unused at reporting date:
- multi option commercial bills - 38 - _
- loan finance - - - -
- leasing finance 1,200 1,702 - -
- bank guarantee 651 763 - -
1,851 2,503 - -
Total facilities
Facilities used at reporting date 14,418 14,030 - -
Facilities unused at reporting date 1,851 2,503 - -
16,269 16,533 - -
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18. PROVISIONS

Employee Make good  Warranty Total
entitlements  provision provision
$'000 $°000 $'000 $'000
CONSOLIDATED
At 1 July 2006 2,794 631 1,041 4,466
Acquisition of subsidiary 78 80 97 255
Arising during the year 2,839 104 1,244 4,187
Utilised {2,5639) (241) {(1,087) (3,867)
3,172 574 1,295 5,041
Current 2007 2,293 74 419 2,786
Nen-current 2007 879 500 876 2,255
3,172 574 1,295 5,041
Current 2006 2.017 236 483 2,716
Non-current 2006 777 395 578 1,750
2,794 631 1,041 4,466
Employee Make good  Warranty Total
entitlements provision provision
$°'000 $'000 $'000 $'000

PARENT

At 1 July 2006

Transfer from subsidiary
Arising during the year
Utilised

Discount rate adjustment

Current 2007
Non-current 2007

Current 2006
Non-current 2006

Warranty Provision

A provision is recognised for the expected costs to be incurred over the next 2 years in supporting the Entire Service Pack

product offering sold to cur customers,

Assumptions used to calculate the provision were based on current sales levels and current cost expenditures relating to the

support of this product.

Make Good Provision

In accordance with our contractuat obligations under tenancy lease agreements, we are required to restore the leased

premises on the expiry of the [ease term.

Assumptions used to calculate the provision were based on current assessments of the probability of the restoration liability
actually crystallising and on current restoration costs being accreted at a rate of 5%.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$000 $°000 $'000 $000
19. CONTRIBUTED EQUITY, RETAINED EARNINGS
AND RESERVE
Contributed equity
Ordinary shares
Issued and fully paid 2,885 2,885 123,717 123,717

Effective 1 July 1998, the Corporations legislation in place abolished the concepts of authorised capital and par value shares.
Accordingly, the Parent does not have authorised capital nor par value in respect of its issued shares.

Fully paid ordinary shares carry one vote per share and carry the right to dividends.

CONSOLIDATED PARENT
Number of $'000 Number of $'000
shares shares

Movements in ordinary shares on issue

At 1 July 2005 182,637 4,128 6 -
Transactions relating to reverse takeover:
Effective ‘conversion’ to shares in Fone Zone Group

Limited arising from the reverse acquisition 62,866,197 - - -
63,048,834 4,128 6 -
Ordinary shares issued fo the public 61,910,966 61911 124,950,794 124,960
Cash distributed fo vendors on reverse acquisition - {61,911} - -
Ordinary shares issued to the employees under the
“Employee Share Plan” 188,000 188 188,000 188
Transaction costs of public issue (net of tax) - (1,431) - (1,431}
At 1 July 2006 125,147,800 2,385 125,147,800 123,717
At 30 June 2007 125,147,800 2,885 125,147,800 123,717

Share opfions
The company has a share based payment option scheme under which the options to subscribe for the company’s shares
have been granted to certain executives (refer note 15). ’
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19. CONTRIBUTED EQUITY, RETAINED EARNINGS AND RESERVE (continued)

CONSOLIDATED PARENT
2007 2006 2007 2006
$'000 $'000 $'000 $000
Retained earnings
Movements in refained earnings were as follows:
Balance 1 Juiy 22,267 11,526 (1,693} -
Net profit/{loss) for the year 6,870 10,741 28,373 (1,693)
Dividends {(6,257) - {8,257) -
Balance 30 June 22,980 22,267 20,423 {1,693)
Employee equity benefits reserve
Movements in employee equity benefits reserve were as
follows:
Batance 1 July 1,692 - 1,692 -
Share-based payments 1,070 1,692 - 1,070 1,692
Share options exercised during the financial year (145) - {145) -
Balance 30 June 2,617 1,692 2,617 1,692

Nature and purpose of reserve

Employee equity benefits reserve

The reserve is used to record the value of equity benefits provided to employees as part of their remuneration.
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20. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group's principal financial instruments compnse bills of exchange, finance leases and hire purchase confracts, and
cash and short-term deposits.

The main purpose of these financial instruments is to raise finance for the Group’s operations. The Group has varicus other
financial assets and liabilities such as trade receivables and trade payables, which arise directly from its operations. |t is,
and has been throughout the period under review, the Group’s policy that no trading in financial instruments shall be
undertaken. The main risks arising from the Group’s financial instruments are cash flow interest rate risk, lquidity risk and
credit risk. The Board reviews and agrees policies for managing each of these risks and they are summarised below.

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis of
" measurement and the basis on which income and expenses are recognised, in respect of each class of financial asset,
financial kability and equity instrument are disclosed in note 2 o the financial statements.

Cash flow inferest rate risk

The Group's exposure to the risk of changes in market interest rates relates primarily to the Groups long-term debt
obligations with a floating interest rate and the Group's policy is to manage its interest cost using a mix of fixed and variable
rate debt.

Credit risk
The Group trades only with recognised, creditworthy third parties and it is the Group's policy that all customers who wish to
trade on credit terms are subject to credit verification procedures.

In addition, receivable balances are monitored on an ongoing basis with the result that the Group's exposure to bad debts is
not significant.

The accounis receivable of the Group is predominantly represented by amounts owed by the Dealership Principal {of the
Group), namely Telstra Corporation Limited, and the level of credit risk on the account is considered to be of a low risk
nature. There are no other significant concentrations of credit risk within the Group.

With respect to credit risk arising from the other financial assets of the Group, which comprise cash and cash equivalents
and available-for-sale financial assets, the Group's exposure to credit risk arises from default of the counter party, with a
maximum exposure equal to the carrying amount of these instruments.

Since the Group trades only with recognised third parties, there is no requirement for collateral.

Liquidity risk

The Group’s objective is to maintain a balance between continuity of funding and flexibility through the use of bank
overdrafts, bank loans, finance leases and hire purchase contracts.
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21. FAIR VALUE AND INTEREST RATE RISK
Fair values

Set out below is a comparison by category of carrying amounts and fair values of all of the Group's financial instruments
recognised in the financial statements.

Market values have been used to determine the fair value of listed available-for-sale investments. The fair values of
borrowings have been calculated by discounting the expected future cash flows at prevailing interest rates. The fair values of
other financial assets have been calculated using market interest rates.

Carrying amount Fair value

2007 2006 2007 2006

$°000 $°000 $°000 $000
CONSOLIDATED
Financial assels
Cash 5,920 12,038 5,920 12,038
Trade receivables 14,712 13,346 14,712 13,346
Term Deposits 611 576 611 576
Financial liabilities
Trade and other payables 18,530 18,330 18,530 18,330
Interest bearing loans and borrowings:
Obligations under finance leases and hire purchase contracts 5,225 4,046 5,019 4,046
Bills of exchange 6,650 7,362 6,650 7,362
PARENT
Financial assets
Cash 1 2 1 2
Trade Receivables 16,994 - 16,984 -
Financial liabilities
Trade and other payables - 349 - 349

Financial facilities

The Group has established facilities with the National Australia Bank Limited that are secured by a first registered mortgage
debenture over Fone Zone Group Limited and ifs subsidiaries and an interlocking guarantee and indemnity given by Fone
Zone Group Limited and its subsidiaries. In addition the facilities are subject to financial and reporting covenants. During
the financial year the company has fully complied with and met all covenanis against the facilities.
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21. FAIR VALUE AND INTEREST RATE RISK (continued)
Interest rate risk

The following table sets out the carrying amount, by maturity, of the financial instruments exposed to interest rate risk:

Weighted
average
effective

>1.<2 »>2-<3 >3 -<4 >4 - <5 >5 interest
<1 year years years years years years Total rate
$'000 $000 $'000 $'000 $'000 $'000 $'000 %
CONSOLIDATED
Year ended 30 June 2007
Financial assefs
Floating rate
Cash 5,820 - - - - - 5,920 5.3%
Term Deposits 611 - - - - - 611 6.01%
Weighted average effective interest rate 5.3%
Financial liabilities
Fixed rate
Obligations under finance leases and hire
purchase contracts 2,133 1,627 833 632 - - 5,225 8.0%
Weighted average effective inferest rate 8.0% 8.0% 8.0% 8.0% 8.0%
Floating rate
Bills of exchange 1,000 1,000 1,000 3,650 - - 6,650 6.3%
Weighted average effective interest rate 8.3% 6.3% 6.3% 8.3% - -
Year ended 30 June 2006
Financial assels
Floating rate
Cash _ 12,038 - - - - - 12,038 5.0%
Term Deposits 576 - - - - - 576 5.7%
Weighted average effective interest rate 5.0% - - - - -
Financial liabilities
Fixed rate
QObligations under finance leases and hire
purchase contracts 1,638 1,348 870 143 47 - 4,046 8.0%
Weighted average effective interest rate 8.0% 8.0% 8.0% 8.0% 8.0% -
Floating rate
Bills of exchange 962 1,000 1,600 4,400 7,362 6.2%
Weighted average effective inlerest rate 6.2% 6.2% 6.2% 6.2% - -
PARENT
Year ended 30 June 2607
Financial assets
Floating rate
Cash 1 - - - - - 1 5.0%
Weighted average effective interest rate 5.0% - - - - -
Year ended 30 June 2006
Financial assels
Floating rate
Cash 2 - - - - - 2 5.0%
Weighted average effective interest rafe 5.0% - - - - -
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22. BUSINESS COMBINATIONS

On 31 August 2006, Fone Zone Group Limited acquired 100% of the voting shares of Communique Holdings Pty Ltd, an
unlisted company based in Australia specialising in the communications retfail and service industry, for a consideration of
$5,859,285.

The fair value of the assets and liabilities of Communiaue Holdings Pty Lid as at the date of acquisition were:

Recognised on Carrying value

acquisition
$°000 $'000
Cash and cash equivalents 339 339
Trade and other receivables 676 676
Inventories 658 658
Other financial assets 36 36
Deferred income tax asset 96 96
Plant and equipment 885 885
Intangible assets 764 44
Total assets 3,454 2,734
Trade and other payables 1,140 1,140
Interest bearing loans and borrowings 768 768
Income tax payable 413 413
Deferred income tax liabilities 271 55
Provisions 257 257
Total liabilities 2,849 2,633
Fair Value of net assets 605 101
Goodwill arising on acquisition 5,254
5,859
The cash outflow on acquisition is as follows:
Net cash acquired with subsidiary . 339
Cash paid (5,859)
{5,520)

From the date of acquisition, Communigue Holdings Pty Ltd has contributed $969,751 to the net profit after tax
of the Group on revenues from continuing operations of $12,161,154.

The key factor contributing to the $5,254,000 of goodwill relates to the synergies expected to be achieved as a result of
combining Communique with the rest of the group and the consolidation of the Fone Zone Group retail position within the WA
retail sales channel.

Included in intangibles is a customer database acquired which is being amortised over 2 years.

If the combination had taken place at the beginning of the year, the profit after tax for the Group from Communique Holdings
would have been $987,278 and revenue from continuing operations would have been $14,235,818.
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22. BUSINESS COMBINATIONS {continued)

On 1 July 2005, One Zerc Communications Pty Ltd acquired 100% of the voting shares of One Zero Suncoast Pty Ltd, an
unlisted company based in Australia specialising in the communications retail and service industry, for a consideration of
$200.

The fair value of the assets and liabilities of One Zero Suncoast Pty Ltd as at the date of acquisition were:

Recognised on Carrying value
acquisition
$°000 $'000
Cash and cash equivalents 79 79
Trade and other receivables 29 29
Inventories 24 24
Deferred income tax asset 9 9
Plant and equipment 66 66
Infangible assets 1 1
Total assets 208 208
Trade and other payables 127 127
Interest bearing loans and borrowings 66 66
Income tax payable 1 1
Provisions 18 18
“Total lizhilities 212 212
Fair value of net liabilities (4 {4)
Goodwill arising on acquisition 4
Cash consideration ' -
The cash outflow on acquisition is as follows:
Net cash acquired with subsidiary 79
Cash paid -
79

From the date of acquisition, One Zero Suncoast Pty Ltd has made a loss after tax of $40,000.

The key factor contributing to the $4,000 of goodwill relates to the synergies expected to be achieved as a result of
combining One Zero Suncoast Pty Ltd with the rest of the group.

On 2 November 2005, Fone Zone Group Limited acquired 100% of the voting shares of Fone Zone Pty Ltd, an unlisted
company based in Australia specialising in the communications retail and service industry.

AASB 3 Business Combinations requires an acquirer in a business combination to be identified. With respect to the
acquisition of Fone Zone Pty Ltd by Fone Zone Group Limited, Fone Zone Pty Lid has been identified as the acquirer given
the following factors:

the economic substance of the transaction; . )

Fone Zone Group Limited was established solely for the purposes of acquiring Fone Zone Pty Lid;
Fone Zone Group Limited has no business activity;

the transaction was driven by Fone Zone Pty Ltd, not Fone Zone Group Limited; and

the existing management of Fone Zone Pty Ltd will manage Fone Zone Group Limited.

As Fone Zone Pty Ltd has been identified as the acquirer, the concept of “reverse acquisition accounting” has been applied
to this transaction and accordingly there is no requirement to “fair value” the asset values of the subsidiary or to recognise
goodwill based on the fair value of the purchase consideration.

At the date of acquisition, Fone Zone Group Limited was a non-operating company that had a net asset value of $6.
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23. COMMITMENTS AND CONTINGENCIES

Operating lease commitments — Group as lessee

The Group has entered info commercial leases on certain computer and office equipment and rental of store outlets and
head office premises. These leases have an average life of between 1 and 5 years. There are no restrictions placed upon

the lessee by entering info these leases.

Future minimum rentals payable under non-cancellable operating leases as at 30 June are as follows:

CONSOLIDATED PARENT
2007 2006 2007 2006
$'000 $°000 $°000 $°000
Within one year 10,605 8,869 -
After one year but not more than five years 18,107 18,011 -
More than five years 82 35 -
28,774 26,915 -

Finance [ease commitments

The Group has finance leases for various items of plant and equipment. These leases have terms of renewal but no

purchase options and escalation clauses. Renewals are at the option of the specific entity that holds the lease.

Future minimum lease payments under finance leases contracts are as follows:

Within one year 1,921 1,682 -
After one year but not more than five years 2910 2,220 -
Total mimimum lease payments 4,831 3,902 -
Less amounts representing finance charges (506) (373) -
Present value of minimum lease payments 4,325 3,529 -
Other Loan Commitments

The Group has hire purchases contracts for various items of plant and equipment.

Future minimum payments under the hire purchases contracts are as follows:

Within one year 538 209 -
After one year but not more than five years 449 372

Total mimimum lease payments 987 581 -
Less amounts representing finance charges (87) (64) -
Present value of minimum lease payments 900 517 -

Capital Commitments
There were no capital commitments as at reporting date (2006 - $nil).

Contingencies
There were no contingencies as at reporting date (2006 - $nil).
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24, CLOSED GROUP CLASS ORDER DISCLOSURES

The consolidated financial statements include the financial statements of Fone Zone Group Ltd and the subsidiaries listed in
the following tabie

Name Country of Percentage of Equity Investment
Incorporation Interest Held
2007 2006 2007 2006
% % $'000 $'000
Fone Zone Pty Ltd Australia 100 100 124,860 124,560

124,690 124,960

Entities subject to class order relief

Pursuant to Class order 88/1418, relief has been granted to Fone Zone Pty Lid from the Corporations Act 2001 requirements
for preparation, audit and lodgement of their financial reports.

As a condition of the Class Order, Fone Zone Group Limited and Fone Zone Pty Ltd {the ‘Closed Group'), entered into a
Dead of Cross Guarantee on 18 April 2007. The effect of the deed is that Fone Zone Group Limited has guaranteed to pay
any deficiency in the event of winding up of the controlied entity or if they do not meet their obligations under the terms of
overdrafts, loans, leases or other liabilities subject to the guarantee. The controlled entity has also given a similar guarantee
in the event that Fone Zone Group Limited is wound up or if it does not meet its obligations under the terms of overdratfts,
loans, leases or other liabilities subject to the guarantee.

The consolidated income statement and balance sheet of the entities that are members of the Closed Group are as follows:

Closed Group

CONSOLIDATED INCOME STATEMENT 2007 2006

_ $'000 $000
Profit before tax 9,226 16,514
Income tax expense (3,224} (5,773)
Net profit for the period 6,002 10,741
Retained earnings at the beginning of the period 22,267 11,526
Dividends provided or paid (5,758) -
Retained eamings at the end of period 22,511 22,267
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24. CLOSED GROUP CLASS ORDER DISCLOSURES (continued)

Closed Group
2007 2006
CONSOLIDATED BALANCE SHEET $°000 $°000
Current Assets
Cash and cash equivalents 5834 12,038
Trade and other receivables 14,080 13,040
Inventories 7,782 7,050
Prepayments 347 1,009
Total Current Assets 28,043 33,137
Non-current Assets
Term Deposits 611 576
Other receivables 238 -
Investments in controlled entities 5,355 -
Deferred tax asset 1,472 1,344
Plant and equipment 12,289 11,614
Intangible assets and goodwill 15,987 16,184
Total Non-current Assets 35,952 29,718
TOTAL ASSETS 63,995 62,855
LIABILITIES
- Current Liabilities
Trade and other payables 17,786 17,765
Interest bearing loans and borrowings 2,869 2,601
Income tax payable 1,306 1,807
Provisions 2,780 2716
Total Current Liabilities 24,740 24,889
Non-current Liabilities
Trade and other payables 620 565
interest bearing loans and horrowings 8,448 8,807
Provisions 2,174 1,750
Total Non-current Liabilities 11,242 41,122
TOTAL LIABILITIES 35,982 36,011
NET ASSETS ) 28,013 26,844
EQUITY
Contributed equity 2,885 2,885
Retained earnings : ‘ 22,511 22,267
Reserve 2617 1,692
TOTAL EQUITY 28,013 26,844
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25. RELATED PARTY DISCLOSURES

{i) Controlled Entities
The consolidated financial statements include the financial statements of Fone Zone Group Limited and the subsidiaries
listed in the following table:

Name Country of Percentage of Equity Investment
Incorporation Interest Held

2007 2006 2007 2006

% % $000 $'000
Fone Zone Pty Lid Australia 100 100 124,960 124,560
Communigue Holdings Pty Ltd Australia 100 - 5,355 -
Heaton Corp Pty Lid Australia 100 - - -
Sansertel Pty Ltd Australia 100 - - -
Quo Vadis (Aust) Pty Ltd Australia 100 - - -
Qibbus (Ausf) Pty Ltd Austraiia 100 - - -
Total investments in controlled entities — at cost 130,315 124,960

Subsidiaries of Fone Zone Pty Lid:

Fone Zone Queensland Pty Ltd Australia 100 100 7.111 7,111
Fone Zone NSW Pty Ltd Australia 100 100 3,456 3,456
Fone Zone Victoria Pty Ltd Australia 100 100 2,370 2,370
The Mobile Phone Shop Pty Ltd Australia 100 100 - -
Gould Holdings Pty Ltd Australia 100 100 215 215
Let's Talk Communications Pty Ltd Australia 100 100 1,818 1,818
In Touch Communications {(Australia) Pty Ltd Australia 106 100 419 419
Call Direct Telecommunications Pty Lid Australia 100 100 - -
One Zero Communications Pty Ltd Australia 100 100 18,588 18,588
One Xerro TLS (Bundaberg) Piy Ltd Australia 100 100 - -
One Xerro TLS (Gladstone) Piy Lid Australia 100 100 - -
One Xetro TLS (Morayfield) Pty Ltd Australia 100 100 - -
One Xerro TLS (Werribee) Pty Ltd Australia 100 100 - -
One Zero TCS (Warwick) Pty Lid Australia 100 100 - -
One Zero Suncoast Pty Ltd Australia 100 100 - -

33,977 33,977

Fone Zone Group Limited, a company listed on the Australian Stock Exchange is the ulfimate parent entity. Refer to Notes
2(a) and 2(c) with respect to the basis of preparation and basis of consolidation accounting policies.

(i} Transactions with directors and director related entities
During the year Fone Zone Pty Lid paid $nil (2006: $105,390) for recruitment services provided, on commercial terms, by
Real Select Pty Lid, a company associated with David McMahon.

Director's fees for John Murphy and Gregory Robertson of $27,250 and $54,500 respectively (2006: $49,620 each) were
paid to Investec Wentworth Private Equity Pty Lid, a company associated with John Murphy and Greg Robertson.

During the year Fone Zone Pty Ltd paid $nil (2006: $100,000) for corporate advisory fees relating to the IPO fo Investec
Wentworth Pty Ltd, a company associated with John Murphy and Greg Robertson.

(iii} Transactions with Shareholders
During the year the Shareholders’ loans of $nil (2006: $292,237) were repaid in full.

{iv) Other related pariy transactions
During the year Fone Zone Group Limited has provided interest free loans to its wholly owned subsidiaries, aggregating $nil
(2006: $349,000). These loans are repayable on call.

(v} Other related party transactions

During the year Fone Zone Group Limited has received interest free loans from its wholly owned subsidiaries, aggregating
$16,994,694 (2006: $nil). These loans are repayable on call.
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CONSOLIDATED PARENT
2007 2006 2007 2006

26. AUDITORS’ REMUNERATION
The auditor of Fone Zone Group Limited is Ernst & Young.

Amounts received or due and receivable by Emst & Young for:
« _an audit or review of the financial report of the entity

and any other entity in the consolidated group 452,000 310,000 - -
» other services in relation fo the entity and any other

entity in the consolidated group:

- corporate tax and planning advice 77,000 125,000 - -
- tax compliance 53,000 57,000 - -
- transaction advisory services 83,000 83,000 - -

666,000 575,000 - -

Amounts received or due and receivable by non Emst
& Young audit firms for:
OCther non-audit services - 22,000 - -

- 22,000 - -

27. EVENTS AFTER THE BALANCE SHEET DATE

On the 21 August 2007, the Company announced the acquisition of Next Byte Pty Ltd, a specialist retailer of Apple products
and services through its17 stores in Australia. The total purchase consideration comprises $21,050,000 cash payment,
funded from increased facilities with the National Australia Bank and the issue of 16.1 million ordinary shares.

On 28 August 2007, the directors of Fone Zone Group Limited declared a final dividend on ordinary shares in respect of the
2007 financial year. The total amount of the dividend is $2,878,399 which represents a fully franked dividend of 2.3 cents per
share. The dividends have not been provided for in the 30 June 2007 financial statements.

28. ECONOMIC DEPENDENCY

Fone Zone Group Limited is a Telstra Premium Dealer and operates under a Telstra Dealership Agreement that expires on
30 June 2010. :
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29. DIRECTOR AND EXECUTIVE DISCLOSURES
a) Details of Key Management Personnel

(i) Directors

T.B. Finn Chairman

D.L. McMahon Chief Executive Officer

M.J. Home Chief Operating Officer

JW. Murphy Director {(non-executive) (resigned 31 December 2006)
N.A. Osborne Director (non-executive) (appointed 25 June 2007)

G.J. Robertson Director (non-executive)

R.A. Simpson Director (non-executive)

L.P. Wilkinson Director (non-executive) (resigned 25 June 2007)

(i} Executives

Jonathan Elsley Operations Manager (appointed 24 July 2006}

Darren Gaunt General Sales Manager

Lee Moore National Product and Marketing Manager

Lex Moses Chief Information Officer

Gordon Petierson Chief Financial Officer {resigned effective 31 August 2007)
Wayne Smith Organisation and Development Manager (appointed 9 January 2007)
John Weir Group Human Resources Manager

b) Compensation of Key Management Personnel

Compensation by Category: Key Management Personnel

2007 2008
3 $
Short-term 2,061,686 1,823,320
Post employment 304,178 250,681
Share-based payments 7 1,070,238 1,597,876

Long-term benefits
Termination benefits - -

3,436,102 3,671,877
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29. DIRECTOR AND EXECUTIVE DISCLOSURES (continued)

¢) Compensation options: Granted during the year

During the financial year no share options were granted as equity compensation benefits (2006: 5,634,000).

d) Options holdings of Key Management Personnel (Consolidated)

Balance at 1 Granted as  Options exercised  Options forfeited Balance at 30 Vested and
July 2006 remuneration June 2007 exerciseable at
30 June 2007

Executives
Darren Gaunt 1,252,000 - - - 1,252,000 417,333
Lee Moore 939,000 - 313,000 - 626,000 -
Lex Moses 939,000 - - - §39,000 313,000
Gordon Petterson 1,252,000 - - (834,667) 417,333 417,333
John Weir 939,000 - - - 839,000 313,000
5,321,000 - 313,000 {834,667) 4,173,333 1,460,666

Balance at 1 Granted as  Options exercised QOptions forfeited Balance at 30 Vested and
July 2005 remuneration June 2006 exerciseable at
30 June 2006

Executives
Darren Gaunt - 1,252,000 - - 1,262,000 -
Lee Moore - 939,000 - - 939,000 -
Lex Moses - 939,000 - - 939,000 -
Gordon Petterson - 1,252,000 - - 1,252,000 -
John Weir - 939,000 - - 939,600 -
- 5,321,000 - - 5,321,000 -

)] Uinder the companies share option plan once shares have vested they are exerciseable.

At 30 June 2007 1,773,666 (2006: nil) share options had vested of which 313,000 (2006: nil) were
exercised. There were no unexercisable vested options at 30 June 2007 {2006:nil).

The options were granted on 2 November 2005 and the weighted average fair value of options 6n issue
during the year was $0.72 (2006: $0.72).
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