PACIFIC INTERNET LTD
Management’s Discussion and Analysis for
The Quarter and Year Ended 31 December 2006

Basis of Presentation

The accompanying un-audited consolidated financial information has been prepared in
accordance with generally accepted accounting principles (“GAAP”) in the United States of
America. The Management’s Discussion and Analysis should be read in conjunction with the
financial information appearing in this Form 6K.

For convenience, the Company’s functional currency, the Singapore dollar, has been
translated into the US dollar amounts at the exchange rate of S$1.5338 to US$1.00.
[Conversion rate as at 31 December 2006 from the Federal Reserve Bank of New York.]

In the following discussion, Pacific Internet Limited (the “Company”) and its consolidated
subsidiaries are collectively referred to as the “Group” or “PacNet".

Business Overview

Pacific Internet Limited is the largest telco-independent Internet Communications Service
Provider by geographic reach in the Asia Pacific region. We provide Internet protocol (IP)
based data and voice services to businesses and individuals in Asia Pacific. We are one of
the most established Internet Service Providers (ISP) in the region, having started in 1991 as
TechNet, a research and development computer network for academics’ use at the National
University of Singapore.

In 1995, the then Sembawang Group, a diversified Singapore conglomerate, planned the
introduction of Internet access in Singapore and the Asian region after noting the significant
progress made in the US in this industry. It established a holding entity SembMedia that
eventually purchased TechNet and commercialized its services in September 1995 when it
launched Pacific Internet Corporation Pte Ltd.

In line with our strategy to expand regionally, we established our presence in Hong Kong in
1996 through an acquisition. We commenced our Philippines operations in 1997 and
formally acquired an equity stake in the local partner in 1998. Our Australian operations
started with the acquisition of two ISPs in 1999. By 2000, further acquisitions of Australian
ISPs brought our presence to six major cities in Australia. Pacific Internet India, a joint
venture unit of the Company, was launched in 1999, and operates in major Indian cities
today. In 2000, we made another acquisition in Thailand and officially launched Pacific
Internet Thailand in the same year. In 2002, we set up our operations in Malaysia. Today,
we have direct presence in seven countries namely Singapore, Australia, Hong Kong, India,
The Philippines, Thailand and Malaysia.

We launched our initial public offering of shares on 5 February 1999 on NASDAQ, at a price
of US$17 per share. On 20 May 1999, the Company and our then major shareholders sold a
total of 2,125,000 shares at a price of US$51.4375 per share as a second offering.

Although our range of products and services has grown, for more than a decade, we have
been in the same business of helping companies, large and small, and consumers in Asia
Pacific leverage the Internet to improve their business and daily life. Our core business is on
IP based communications and solutions. Unlike many of our domestic competitors, we are
not part of any telecommunications companies (telcos), and as such do not have restriction
on our choices to work with best-of-breed solutions partners to provide innovative and cost
efficient services to our customers.

Over the years, we have built a network infrastructure that enables the Group to target major
Asia Pacific cities, which have high demand and growth potential for these IP based
services. Currently, we deliver our services to businesses and consumers through a regional
network of more than 30 points of presence (“POP”) in seven markets and have established
international carrier relationships that create a reliable global coverage. Our systems and
network infrastructure are designed to provide customers with reliability and speed through
efficient use of international bandwidth and implementation of a scalable infrastructure. This
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regional network footprint provides the Group with stronger bargaining power for collective
negotiation of international bandwidth and the ability to build extensive peering relationships
with international carriers.

We believe we are a leading regional IP services provider in Asia Pacific that has the
capability and experience in providing a one-stop service for multinational corporations
(MNCs), small-and-medium businesses (SMBs) and regional network services providers,
among other entities with regional Internet communications requirements. We have a strong
consistent track record in serving these regional customers, helping them link up their points
of presence in multiple countries and sites directly, shielding them from the complexities of
managing local telcos.

Industry Background

The Asia-Pacific region is the world’s largest regional Internet market. According to a Frost
and Sullivan research, the Internet subscriber compound annual growth rate from 2004 to
2008 in China, Indonesia and India, is expected to be 25.8%, 54.4% and 48.0%
respectively.

Driving the Internet growth in the region is broadband. With the continuing growth of
broadband in the region, and the convergence of voice, video and data on the Internet
Protocol platform, there are opportunities for service providers to offer Internet-based
communications solutions to both businesses and individuals. These services include Voice
over Internet Protocol (VolP), web conferencing and Internet storage, among others, and
they allow businesses and individuals to leverage the Internet to perform their activities more
cost efficiently, securely and reliably.

This growing trend of maximizing usage on access line is key for Internet service providers
in the region, especially with intensifying competition. Incumbent telecommunications
companies (telcos) who have infrastructure advantage against the Internet Service Providers
continue to dominate the market. Market consolidation in the ISP space sees only larger-
scale ISPs with economies of scale surviving and constantly innovating ISPs competing
more effectively against telcos.

Revenue Sources
We derive revenues from three principal sources:

Access Services — These comprise of dial-up, broadband (DSL and cable modem) and
leased line access services.

IP Services — This is formerly known as Value Added Services. We have renamed this
business IP Services from the third quarter of 2006 to reflect the growth of this suite of
services, which will also include services that are not dependent on our Access offerings.
Included in this IP Services suite are: Voice services, Security services, Hosted services,
Roaming service and other IP based services.

Travel Commission — We own a travel business branded Safe2Travel, which is one of the
largest corporate travel agencies in Singapore. Its core business is business travel
management for corporate customers. Safe2Travel provides a range of services including
air ticketing, hotel reservation, car rental booking, corporate incentive travel, trade mission
travel and other customized travel arrangements.

Miscellaneous Revenues — In addition, we also record miscellaneous revenues, which
include network services and system integration revenues.
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We employ a number of pricing structures for our Internet access packages. For dial-up
access, we typically employ a two-tiered pricing scheme, with a flat monthly rate for a fixed
number of hours, followed by an hourly charge for additional hours. A similar pricing
structure is applied to the broadband access packages, except the packages are either
denominated in usage hours and/or volume. For both dial-up and broadband access
packages, there are also unlimited usage hours and/or volume packages available. We
believe that this pricing strategy encourages more efficient use of the Group’s international
bandwidth. Our leased line customers are billed using a fixed monthly rate, which does not
vary with usage levels. IP Services can be billed both on fixed monthly subscription and on
usage basis.

Corporate Goals and Strategic Plan

Tripling of revenues by 2010.

In May 2006, we announced a five-year strategic plan to transform our business into an IP-
based Communications and Solutions Provider. Our announced goal is to triple our revenues
to S$510 million (US$330 million) by 2010. In 2005, our total revenues were S$170.4 million
(US$110 million).

Our growth strategy has three key strategic thrusts: expanding our geographic footprint;
exploiting technologies to enhance connectivity solutions; and increasing business revenues
from IP-based Services.

e Expanding our geographic footprint into previously unexplored markets through a
combination of acquisitions, joint ventures, partnerships and alliances. The objective is
to expand this footprint to leverage our expertise into unexplored markets and to
capitalize on the growing communications demands of SMBs expanding their operations
across Asia-Pacific. Through this expansion strategy, we intend to grow the size of our
corporate customer base across the region over the next five years. Our exploration of
mergers and acquisitions and partnership opportunities to increase our geographic
footprint and coverage is an ongoing process.

e Exploiting technologies to enhance connectivity solutions, in particular, wireless
broadband. We intend to offer wireless broadband access to our customers wherever
commercially viable. Wireless Broadband is an alternative last mile access method,
which is one applied technology that will enable the Group to reduce its dependence
upon telcos for last mile access. The plan also recognizes that the advent of “disruptive”
technologies as the emerging new Worldwide Interoperability for Microwave Access
(WIMAX) that are poised to dramatically change the info-communications landscape are
well-suited to companies like PacNet, which are not constrained by large investments in
legacy telecommunications systems nor tied to integrated telco group structures.

e Increasing business revenues from IP-based Services (over and above Internet
access revenues). We will continue to target IP Services such as Voice over Internet
Protocol (VolP), including hosted VolP PBX services for the SMBs; managed security
(including anti-spam, anti-virus, anti-spyware, network firewall and VPN solutions); and
applications and web hosting services as demand for these services are expected to
increase.

Our core strengths are a strong brand; broad geographic presence with direct operations in
seven markets in the Asia Pacific region; economies of scale on international connectivity;
scalable and reproducible business model with network management and billing systems;
good penetration and knowledge of the SMB customer needs; cohesive and strong
management team; sound financial discipline and control systems; and solid financial
resources. This is evidenced by 20 consecutive quarters (including the three months ended
31 December 2006) of positive net income. Building on these strengths, we aim to grow our
revenue by expanding our geographic reach and broadening our range of service offerings.
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We are able to differentiate ourselves because:

We are a leading regional Internet services provider in the Pan-Asian region capable of
providing synergized and consistent service standards across the region

We are the only regional Internet services provider with full-fledged domestic operations,
facilities, customer base, operating licenses and last-mile access in our countries of
presence

We are able to provide one-stop services to regional customers. We believe we can do
this better than our competitors because of our direct presence in multiple markets,
strong international peering with multiple carriers, flexible billing capabilities and full local
support abilities

We manage a telco-independent regional
redundancies

IP network designed and built with

Summary of Results

Selected Financial Data:

Three Months Ended Year Ended
31 December 31 December
2006 2005 | Variance 2006 2005 | Variance
(US$'000) | (US$'000) (US$'000) (US$'000)
Revenue:
Access Services: 23,053 22,103 4% 88,373 88,584 0%
- Broadband 14,322 14,152 1% 55,966 55,187 1%
- Leased Line 5,889 3,856 53% 19,172 14,329 34%
- Dial-Up 2,842 4,095 (31%) 13,235 19,068 (31%)
IP Services*: 7,013 6,398 10% 26,971 16,535 63%
Travel 1,988 1,147 73% 7,758 5,988 30%
(Commission) and
Others:
Total Revenues 32,054 29,648 8% 123,102 111,107 11%
Corporate Business 24,893 22,504 11% 93,274 75,379 24%
Revenue
Consumer Business 7,161 7,144 0% 29,828 35,728 (17%)
Revenue
Cost of Sales 16,616 14,788 12% 62,395 52,330 19%
Operating Expenses 14,630 13,050 12% 57,081 52,108 10%
Net Income 817 2,791 (71%) 3,752 7,053 (47%)

* |P Services consists of the following:

IP Services Three Months Ended Year Ended 31
31 December 2006 December 2006
US$'000 US$'000
Voice services 2,890 11,641
Hosting services 1,917 6,475
Security services 466 2,042
Roaming service 357 1,818
Others 1,383 4,995
Total IP Services 7,013 26,971
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Key Operating Statistics

The following table represents our subscriber base by geographic areas and by product

lines:
Corporate Business Base Corporate | Consumer
Country Broadband Leased Dial-Up P Business Total Grand
Operations Lines Services Total (Broadband, Total
Dial-Up & IP
Services)
Singapore 7,866 590 6,890 897 16,243 88,591 104,834
Australia 11,662 284 208 32,831 44,985 37,139 82,124
Hong Kong 13,001 191 42,611 3,884 59,687 24,209 83,896
Philippines 173 189 207 2,071 2,640 59,975 62,615
Malaysia 2 56 4 25 87 - 87
Thailand 462 522 157 161 1,302 2,520 3,822
India - 129 - 132 261 67 328
Group’s Customer Base (As at 31 December 2006)
Grand Total | 33,166 | 1961 | 50077 | 40,001 | 125,205 | 212,501 | 337,706
Group’s Customer Base (As at 31 December 2005
Grand Total 33,076 1,789 55,611 23,956 114,432 262,284 376,716
Variance 0% 10% (10%) 67% 9% (19%)
Notes:

e Corporate Business subscriber base continues to grow in line with the Group’s focus in this segment. In Q4
2006, Corporate Business subscriber base grew 9% over the same quarter in the previous year. Total
subscriber base reduction was primarily due to decline in the Dial-Up segment, which is in line with
Consumer market trend.

e Corporate customers with multi-site access deployment are counted as one single subscriber.

Key Strategic Initiatives

Wireless Broadband

Following the launch of our wireless broadband service @irPower in Singapore for the
corporate segment, we also initiated a fixed wireless trial service for the corporate segment
during the fourth quarter in the Philippines. We will provide details of this trial and our efforts
in the wireless space across the region progressively.

Voice Service

We marked our entry into the voice carrier market with the launch of PacNet Vocal, a new IP
telephony solution targeted at Asia Pacific’'s growing SMBs. PacNet Vocal is a quality-
assured, enterprise-grade IP-based telephone service that offers a suite of value-added
services tailored for a broad range of business customers. We have officially rolled out the
service in India and Singapore and have scheduled similar launches in other countries.

Data Center Services in China

During the quarter, we launched a Data Centre Service in China. It is specifically tailored to
serve Hong Kong enterprises with cross-border communications needs across the Chinese
mainland, Hong Kong and the Asia Pacific region. The launch of our Data Centre Service
will help to bridge Internet interoperability between the Southern and Northern parts of
China, facilitating data transfer and secure connections within the Chinese mainland and the
rest of the world.

Industry Partnership

In line with our strategy to establish partnerships with leading solutions and technology
leaders to enhance our services to customers, we extended our existing relationship with
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Cisco in Australia, Hong Kong and Singapore to Thailand to offer the country’s first total
managed services security solution to corporate customers.

Consolidated Results
Revenue

We ended 2006 with record revenues for the Group of S$188.8 million (US$123.1 million),
an 11% or S$18.4 million (US$12.0 million) improvement over 2005. The improvement was
primarily driven by our growth in the IP Services and Leased Line revenues in Australia,
Singapore, Hong Kong and Thailand.

The 11% improvement from 2005 to 2006 is also significant when compared to the 0.4%
growth rate we saw from 2004 to 2005. This significantly increased growth rate is a result of
our focused execution of the Company’s strategy.

For the three months ended 31 December 2006, we generated record net revenues for the
Group, of S$49.2 million (US$32.1 million). The increase was S$3.7 million (US$2.4 million)
or 8% compared to the same period in 2005. The higher revenues were contributed by our
continued focus in the higher margin corporate business segment, strong take-up of our IP
Services, continued growth in the leased line and broadband access services and increased
contribution from travel business.

The Corporate Business segment, which is our key customer segment, grew revenue by
11% from the same quarter last year. This contributed 78% of total revenues, compared to
76% in the fourth quarter of 2005. Corporate customer base grew 9% to 125,205 during the
quarter.

Access Services. Our Access Services business remains a dominant revenue segment,
contributing 71.9% of total revenues in the quarter ended 31 December 2006. Access
Services revenues grew 4% compared to the quarter ended 31 December 2005. With the
exception of the Dial-Up segment, which declined 31% during the quarter, Broadband and
Leased Line both experienced growth (1% and 53% respectively). Broadband is the largest
revenue contributor at 44.7% of total revenues of which 74% are contributed by the
Corporate segment. For the full year, Access Services contributed 71.8% of total revenues.

IP Services. Our plan is to accelerate the growth of our IP Services in alignment with our
transformation to become a leading IP-based Communications and Solutions Provider in
Asia Pacific. The IP Services business continues its growth, growing 10% to reach S$10.8
million (US$7.0 million) from the same quarter in 2005. Its share of the total revenues also
increased to 21.9%. The Corporate Business segment contributed 94.3% of the IP Services
revenues in the three months ended 31 December 2006 in line with our focus in the
Corporate Business.

Voice revenue in Australia was the main contributing factor to overall IP Services growth.
Other factors included increasing revenue from cross border connectivity services from Hong
Kong to China, and the inclusion of IP services revenues in Thailand.

During the three months ended 31 December 2006, Voice revenue was S$4.4 million or
US$2.9 million, contributing 41.2% of total IP Services revenues; Hosted Services was S$2.9
million or US$1.9 million (27.3% of IP Services); Security Services was S$0.7 million or
US$0.5 million (6.6% of IP Services) and Roaming services revenues was S$0.5 million or
US$0.4 million (5.1% of IP Services).

For the full year, IP Services grew 63.1% and grew its revenue contribution to 21.9% of total
revenues.
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Travel Commission. Safe2Travel applies Emerging Issue Task Force No. 99-19 (“EITF
99-19"), Reporting Revenue Gross as a Principal Versus Net as an Agent, in the recognition
of commission revenues. As such, all air-ticketing revenues are recorded at the net amount,
i.e. the amount charged to the customer less the amount payable/paid to the airlines.

Safe2Travel earned total commission revenue of S$2.3 million (US$1.5 million), representing
5% of its gross ticket sales of S$46.7 million (US$30.4 million) for the quarter.

Although the commission revenue is recorded net, Safe2Travel's accounts receivables and
payables are recorded at the gross amounts charged to the customer and payables to the
airlines, respectively. This partly explains the large balance of accounts receivable and
payable in the Group’s balance sheet relative to its revenues and cost of sales.

As of 31 December 2006, Safe2Travel's gross accounts receivables and accounts payables
were S$17.6 million (US$11.5 million) and S$7.6 million (US$5.0 million) respectively.

Miscellaneous Revenues. For the quarter, miscellaneous revenues were S$0.7 million
(US$0.5 million) compared to S$0.5 million (US$0.3 million) in the same quarter last year.
For the full year, miscellaneous revenues were flat at S$3.0 million (US$1.9 million).

Operating Expenses

Cost of Sales. Our cost of sales consists mainly of ADSL wholesale charges,
telecommunication costs in international leased circuits, leased lines and monthly charges
for the use of telephone lines to the Group’s modem pool.

Cost of sales for the quarter increased 12.4% to S$25.5 million (US$16.6 million) compared
to S$22.7 million (US$14.8 million) last year as we provide more higher-bandwidth Internet
access services in line with market demand and development. For the full year, cost of sales
increased 19.2% to S$95.7 million (US$62.4 million).

Staff Cost. Our staff cost for the quarter decreased marginally to S$13.5 million (US$8.8
million) compared to S$13.6 million (US$8.9 million) in the same period last year. For the full
year staff cost increased 5.5% to S$52.9 million (US$34.5 million) as we boosted our
regional business and voice business teams, and as we consolidated the Thai operations.
The increase was in line with the strengthening of our resources to execute our strategic
plan.

Until 31 December 2005, the Group adopted the disclosure-only provisions of SFAS 123
Accounting for Stock-based Compensation and applied Accounting Principles Board Opinion
No. 25 Accounting for Stock Issued to Employees (“APB 25") and related interpretations in
accounting for its employee stock-based compensation plans. The Group had elected to use
the intrinsic value method prescribed in APB 25 to account for options issued to employees.
Options issued to non-employees had been accounted for as provided under SFAS 123.
The fair value of the options granted was estimated using the Black-Scholes option-pricing
model.

Starting from 1 January 2006, the Group adopted the SFAS No.123R, which was issued by
FASB on 16 December 2004. It requires all share-based payments to employees, including
grants of employee stock options, to be recognized in the income statement based on their
fair values. The fair value of the options granted is estimated using the Black-Scholes option-
pricing model.

As permitted by SFAS No. 123R, the Group has elected to apply the “modified prospective”
method for the transition, in which compensation cost is recognized beginning with the
effective date (a) based on the requirements of SFAS No.123R for all shared-based
payments granted after the effective date and (b) based on the requirements of SFAS
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No.123 for all awards granted to employees prior to the effective date of SFAS No. 123R that
remained unvested on the effective date.

Staff cost as a percentage of revenues was 27.4% for this quarter compared to 29.9% for the
same quarter last year. For the full year, staff cost as a percentage of revenues was 28.0%.

Headcount (excluding associate operations in India and Thailand) as at the end of 31
December 2006 was 912 employees, which was 5% lower than the same period last year.
Revenue per employee for the quarter increased to S$53,909 (US$35,147) from S$47,372
(US$30,885), a 13.8% improvement compared to the corresponding period last year.

Other General and Administrative (G&A) Expenses. G&A expenses consist mainly of
traveling expenses, office expenses, professional and consultancy fees. It increased by
46.0% to S$4.9 million (US$3.2 million) from the same quarter last year.

The increase was mainly due to these expense items:

e Consultancy fees and other expenses related to the Extraordinary General Meeting
requested by certain of our shareholders (S$0.4 million or US$0.2 million)

e Professional fees and other cost related to the mandatory compliance of the Sarbanes
Oxley Act (SOX Compliance) (S$0.2 million or US$0.1 million)

e Consolidation of our Thailand operations (S$0.5 million or US$0.3 million)

For the full year, G&A expenses increased by 34.7% primarily because of consultancy fees
and other expenses related to the MediaRing Takeover (S$2.0 million or US$1.3 million) and
the resulting stock based compensation cost (S$1.4 million or US$0.9 million), consultancy
fees and expenses for the Extraordinary General Meeting requested by our shareholders
(S$0.4 million or US$0.2 million); professional fees and other cost related to the mandatory
compliance of the Sarbanes Oxley Act (SOX Compliance) (S$0.8 million or US$0.5 million).

Other income/(expenses). This comprises largely of equity in gain/(losses) of
unconsolidated affiliates, net gain and loss in foreign exchange, interest income earned and
others.

Total other income for the quarter was S$1.0 million (US$0.6 million) compared to S$1.7
million (US$1.1 million) in the same period last year. We recorded a net gain of S$0.3 million
(US$0.2 million) from foreign currency due to the strengthening of the Singapore currency
(the Company’s functional currency) against other regional currencies. We also recorded a
gain of S$0.4 million (US$0.3 million) in interest income during the quarter. These gains
were offset by the losses on the disposal of fixed assets (S$0.2 million or US$0.2 million)
and lower equity earnings from the associates. For the full year, total other income was
S$3.1 million (US$2.0 million), which was flat compared to 2005.

Earnings

For the fourth quarter, net income was S$1.3 million (US$0.8 million) for the quarter
compared to S$4.3 million (US$2.8 million) in the same quarter last year.

For full year 2006, net income was S$5.8 million (US$3.8 million) compared to S$10.8 million
(US$7.0 million) in 2005.

Included in the net income are:
In 2006

1. Professional fees related to the MediaRing Takeover Offer S$2.0M or US$1.3M
in Q1, Q2 and Q3

2. Stock based compensation cost. For stock based S$1.4M or US$0.9M
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compensation, the cost included incremental charges on
adoption of SFAS No. 123R and also cost from the
accelerated vested stock options on commencement of
the MediaRing Takeover Offer in Q2

3. Cost related to the mandatory compliance of the Sarbanes S3$0.8M or US$0.5M
Oxley Act (SOX Compliance) during the year

4. Cost related to the Extraordinary General Meeting S$0.4M or US$0.2M
requested by certain shareholders in Q4

5. Cost related to the restructuring of the Singapore S$0.3M or US$0.2M
operations to enhance customer service in Q1

In 2005

1. Write-backs in Q4 2005 primarily due to reversal of S$2.5M or US$1.6M
various accruals on expiry of limitation period, and
reversal of valuation allowances for deferred tax assets for
two of our significant subsidiaries due to improved profit
outlook in 2005

Liquidity and Capital Resources
As at 31 December 2006, we held cash and cash equivalents and fixed deposits of S$60.2
million (US$39.3 million).

Operating and Investing Activities. The Group generated S$9.1 million (US$5.9 million)
of cash through operating activities in 2006. This was offset by the outflow of S$10.9 million
(US$7.1 million) in investing activities, primarily for the acquisition of fixed assets.

Financing Activities. Cash inflow from financing activities amounted to S$1.3 million
(US$0.9 million). We received S$4.1 million (US$2.7 million) during the year from the
issuance of common shares upon the exercise of stock options under the Group’s employee
stock option plans. This was offset by repayment of bank loan of S$2.4 million (US$1.6
million) during the year.

We anticipate that our cash and cash equivalents on hand and expected positive cash flows
from our operations will be adequate to satisfy our working capital and capital expenditure
requirements based on the current levels of our operations.

Business Risks

The following are some key business risks facing the Company in the course of our
operations. For a full description of the Company’s “Risk Factors”, please refer to the Annual
Report filed on Form 20F with the United States Securities Exchange Commission on 30
June 2006.

Our industry is highly competitive. Our current and prospective competitors include many
large and established companies that have greater financial, marketing, infrastructure and
other resources than we do. Our key competitors in the Internet access business are
primarily major telecommunications carriers or affiliates of major telecommunications
carriers and ISPs in each of the countries in which we have operations. We are not affiliated
with any major telecommunications carrier. However, several of our competitors or their
affiliates are often also suppliers of upstream telecommunications services upon which our
services are dependent. As such, we may be more vulnerable than our competitors to
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pricing pressures as well as any anti-competitive measures, which may be undertaken by
such suppliers.

The marketing and pricing decisions of our competitors significantly affect us. Increased
competition in the industry has caused significant downward pricing pressure across all
market segments. To the extent that potential and existing customers make decisions solely
or primarily on price, we may be unable to compete effectively. We may also be forced to
reduce prices to stay competitive with our competitors in order to keep existing customers or
to attract new customers. If we are forced to reduce our prices, our profit margins will
decrease. This may have a materially adverse impact on our financial condition and results
of operations.

Any decline in our customer retention levels or our prices may adversely affect our
revenues and profitability. Our new customer acquisition costs are substantial relative to
the monthly fees we charge to our customers. Accordingly, our long-term success largely
depends on our retention of existing customers. While we continue to invest significant
resources in our infrastructure and technical and customer support capabilities, it is relatively
easy for Internet users to switch to competing providers. Consequently, our investments may
not help customer retention. Any significant loss of customers will substantially decrease our
revenues and cause our business to suffer.

As a result of competitive pricing pressures in the market for Internet services, we have in
the past reduced the prices we charge our Internet customers. We expect that continued
price pressures may cause us to reduce prices further in order to remain competitive, and
such further price reductions could adversely affect our results of operations unless we can
lower our costs commensurately with such price decreases.

We are dependent on third-party suppliers that are important to our business. We rely
extensively on regional and local telecommunications carriers as well as other service
companies in the countries in which we operate to provide data communications capacity
across various mediums. We are subject to potential disruptions in the services provided by
these third-party suppliers and may have no means of replacing these services on a timely
basis, or at all, in the event of a disruption. Any disruption in the services provided by these
third-party suppliers would result in a disruption of our services, which could cause our
subscribers to switch to one of our competitors.

We are also dependent on suppliers of various hardware components that we use in
providing our services. Although some of these components can be obtained from more than
one source, if any supplier fails to supply components and products in a timely manner, and
at the quantity and quality levels that we require, we may experience significant difficulty in
providing services to our customers. In such instances, our brand name and reputation may
be adversely affected.

In addition, our margins are highly sensitive to variations in prices for services and products
we obtain from third parties. Our business could be harmed if these third-party suppliers
increase the prices they charge us. There can be no assurance that our third-party suppliers
will not enter into exclusive arrangements with our competitors or stop selling or leasing their
services or products to us, or that they will continue to provide their services on
commercially acceptable price terms, any of which could have a material adverse impact on
our business and results of operations.

If we fail to keep pace with technological changes and evolving industry standards,
our business and operating results may be materially adversely affected. Our present
and proposed products and services are designed for Internet users. The Internet industry is
characterized by rapidly changing technology, evolving industry standards, changes in
customer needs, uncertain levels of demand and frequent new service and product
introductions. The Internet industry is also subject to concerns about consistent quality of
service, cost effectiveness, high-speed options, integration with existing business
applications, security, confidentiality of sensitive data, reliability and ease of use.
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Our future success depends in part on our ability to effectively exploit leading technologies
and to continually enhance our in-house technical expertise in order to provide innovative
and superior services to our customers. If we are unable to successfully exploit these
technologies our ability to introduce new products and services to the market in a timely
manner may be compromised, and our competitive position may be weakened. Keeping up
with technological advances will be expensive, and it is possible we will lack the necessary
resources to do so.

If we are unable to expand, enhance and protect our network infrastructure and
security systems, our business could be adversely affected. Our success is highly
dependent on our ability to develop, maintain and enhance the long-term reliability of our
network. In order to cater to the needs of our customers and retain and grow our customer
base, we must continually expand and improve our network infrastructure and associated
security systems, which could require substantial financial, operational and management
resources. In the event that we are unable to expand and enhance our network
infrastructure and security systems on a timely basis to meet our customers’ changing
requirements or to meet evolving industry standards, our results of operations and our
competitive position may be adversely affected and our ability to grow may be limited.

We must protect our network infrastructure against fires, earthquakes, power losses,
telecommunications failures, computer viruses, security breaches, and similar events. The
occurrence of a natural disaster or other unanticipated problems at our network operations
center may cause interruptions in the services we provide. Because we lease our lines from
third-party telecommunications carriers, we are dependent upon these companies for
physical repair and maintenance of the leased lines. The failure of our telecommunications
providers to provide the data communications capacity we require or to repair or maintain
the lines we lease could lead to interruptions in the services we provide. Not all the
companies within our Group have comprehensive natural disaster and consequential
business interruption insurance. Any damage or failure that causes interruptions in the
service we provide could have a material adverse effect on our business, financial condition
and results of operations.

Fluctuations in foreign currency exchange rates may materially and adversely affect
our operating results. A significant portion of our revenues is received in Singapore dollars.
We also collect a substantial potion of our revenue in Hong Kong dollars, Australian dollars,
Philippine pesos, Malaysian ringgit, Thai baht and Indian rupees. Certain of our international
transmission capacity charges, and from time to time purchase orders for equipment may be
denominated in U.S. dollars. Our revenues and expenses are translated to Singapore dollars
as our reporting currency. As a result, any significant fluctuation in these currencies relative
to the Singapore dollar could adversely affect the value of our accounts receivable or
accounts payable and could have a material adverse effect on our results of operations. We
do not use any hedging instruments to protect against fluctuations in foreign currency
exchange rates. Our financial position or results of operations may be adversely impacted in
the future due to fluctuations in exchange rates or economic turmoil in the markets where we
conduct business.

Compliance with changing corporate governance and public disclosure regulations
may result in additional expenses. Changing laws, regulations and standards relating to
corporate governance and public disclosure, including the Sarbanes-Oxley Act of 2002, new
regulations set forth by the U.S. Securities and Exchange Commission (“SEC”) and
NASDAQ rules, are creating uncertainty for companies such as ours. These new or changed
laws, regulations and standards are subject to varying interpretations in many cases due to
their lack of specificity, and as a result, their application in practice may evolve over time as
new guidance is provided by regulatory and governing bodies, which could result in
continuing uncertainty regarding compliance matters and higher costs necessitated by
ongoing revisions to disclosure and governance practices. As a result, our efforts to comply
with evolving laws, regulations and standards have resulted in, and are likely to continue to
result in, increased general and administrative expenses and a diversion of management
time and attention from revenue-generating activities to compliance activities. We expect
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these efforts to require the continued commitment of significant resources. Further, our
board members, chief executive officer and chief financial officer could face an increased
risk of personal liability in connection with the performance of their duties. As a result, we
may have difficulty attracting and retaining qualified board members and executive officers,
which could harm our business. If our efforts to comply with new or changed laws,
regulations and standards differ from the activities intended by regulatory or governing
bodies due to ambiguities related to practice, our reputation may be harmed.

Critical accounting policies and estimates

PacNet's discussion and analysis of its financial condition and results of operations are
based upon its consolidated financial information, which have been prepared in accordance
with accounting principles generally accepted in the United States for interim financial
information. The preparation of these financial information requires management to make
estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. On an on-going basis,
management evaluates its estimates, including those related to revenue recognition,
network service costs, bad debts, intangible assets, deferred taxes, investments,
restructuring and contingencies. PacNet based its estimates on historical experience and on
various assumptions that are believed to be reasonable under the circumstances, the results
of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily available from other sources. Actual results may differ from
these estimates under different assumptions or conditions.

PacNet believes that the following critical accounting policies affect the more significant
judgments and estimates used in the preparation of financial information.

Revenue recognition

PacNet recognizes revenue in accordance with SEC Staff Accounting Bulletin No. 104,
Revenue Recognition in Financial Statements (“SAB 104"), as amended and other related
guidance. SAB 104 requires four basic criteria to be met before revenue can be recognized:
(1) persuasive evidence of an arrangement exists; (2) delivery has occurred or services
rendered; (3) the fee is fixed and determinable; (4) collectibility is reasonably assured.
Determination of criteria (4) is based on management’s judgments regarding the nature of
the fee charged for services rendered and products delivered and the collectibility of those
fees. Should changes in conditions cause management to determine these criteria are not
met for certain future transactions, revenue recognized for any reporting period could be
adversely affected.

EITF 00-21 addresses certain aspects of the accounting by a vendor for arrangements
under which PacNet will perform multiple revenue generating activities and EITF 00-21
became effective for PacNet's revenue arrangements commencing on or after 15 June
2003. The amount allocable to delivered item(s) is limited to the amount that is not
contingent upon the delivery of additional items or meeting other specified performance
conditions. Revenues generated from such fees are deferred and amortized over the
estimated average life of a subscriber relationship.

Network service costs

Access to Internet for customers outside of our base of owned point-of-presence (“POPs”") is
provided through capacity leased from a number of third-party telecom providers. PacNet is,
in effect, buying capacity in bulk at a discount, and providing access to its customer base at
the normal rates. PacNet's network service costs represent a significant portion of its cost of
sales and the related liabilities represent a significant portion of accrued expenses. Network
service costs accruals are frequently based on best estimates due to delayed or late billing
by telecom companies, the complexity of its agreements with the telecom companies and
the frequency of disputes.
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Bad debt

PacNet maintains allowances for doubtful accounts for estimated losses resulting from
inability of customers to make required payments. If the financial position of customers were
to deteriorate, resulting in an impairment of their ability to make payments, additional
allowances may be required.

Goodwill and other identifiable intangible assets

Intangible assets consist primarily of acquired customer lists, customer contracts. Acquired
customer lists represent capitalization of specific costs incurred for the purchase of other
customer lists from other ISPs, and is amortized on a straight-line basis over its estimated
useful lives, ranging from 4 to 5 years.

Intangible assets are periodically reviewed for impairment to ensure they are properly
valued. Conditions that may indicate that an impairment issue exists include an economic
downturn, changes in churn rate of subscribers or a change in assessment of future
operations. In the event that a condition is identified that may indicate that an impairment
issue exists, an assessment is performed using a variety of methodologies, including
discounted cash flow analysis and estimates of sales proceeds.

Goodwill represents the excess of the purchase price of acquired businesses and
companies over the fair value of the net assets acquired. Goodwill is reviewed for
impairment annually and whenever events or changes in circumstances indicate the carrying
value of an asset may not be recoverable.

Deferred income taxes

PacNet records a valuation allowance to reduce its deferred tax assets to the amount that is
more likely than not to be realized. While PacNet has considered future taxable income and
ongoing prudent and feasible tax planning strategies in assessing the need for valuation
allowance, in the event PacNet was to determine that it would be able to realize its deferred
tax assets in the future in excess of its recorded amount, an adjustment to the deferred tax
asset would increase income in the period such determination was made. Likewise, should
PacNet determine that it would not be able to realize all or part of its net deferred tax asset
in the future, an adjustment to the deferred tax asset would be charged to income in the
period such determination was made.

Legal contingencies

PacNet is involved in material legal proceedings as disclosed below. PacNet is also involved
in legal proceedings that it considers normal to its business and has accrued its estimate of
the probable costs of defending these proceedings. The estimate has been developed in
consultation with outside counsel handling its defense in these matters and is based on
analysis of potential results, assuming a combination of litigation and settlement strategies.
Save as disclosed, PacNet does not believe these proceedings will have a material adverse
effect on its consolidated financial position. It is possible, however, that future results of
operations for any particular quarterly or annual period could be materially affected by
changes in assumptions of the effectiveness of strategies related to these proceedings.

Litigation and contingent liabilities

Except as mentioned below, the Company is not involved in any material pending legal
proceedings. The below update is as of February 8, 2007.

On December 6, 2001, a class action lawsuit (“IPO Allocation Suit”) was instituted in the
United States District Court for the Southern District of New York against the Company and
several of the Company’s former directors and officers as well as against the underwriters
who handled the Company’s February 5, 1999 initial public offering (“IPQ”). The complaint
filed with respect to the IPO Allocation Suit alleges violations of the Securities Act of 1933
and the Securities Exchange Act of 1934 and is based primarily on the assertion that there
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were undisclosed commissions received by the underwriter defendants and agreements or
arrangements entered into by the underwriters for additional purchases of the Company’s
securities in the aftermarket by selected investors at pre-determined prices. The action
seeks damages in an unspecified amount. In April 2002, an amended complaint was filed
against the Company. The amended complaint included, amongst others, allegations of
price-manipulation in the Company’s IPO as well as its second offering conducted in May
1999.

The Company has been advised by its US counsel that similar class action suits have been
filed against about 300 other companies that went public between 1998 and 2001 and that
all such cases have been consolidated before a single judge for case management
purposes. On July 15, 2002, the Company and the individual defendants, along with the
other issuers and their related officer and director defendants, filed a joint motion to dismiss
based on common issues. On February 19, 2003, the Court denied the motion to dismiss as
to all claims brought against the Company and the individual defendants, except for claims
brought against the individual defendants under Section 10(b) of the Securities Exchange
Act of 1934, which were dismissed.

On July 30, 2003, the Litigation Committee of the Board of Directors of the Company
approved a Memorandum of Understanding (the "MOU") reflecting a settlement in which the
plaintiffs agreed to dismiss the case against the Company with prejudice in return for the
assignment by the Company of claims that the Company might have against its
underwriters. No payment to the plaintiffs by the Company was required under the MOU.
After further negotiations, the essential terms of the MOU were formalized in a Stipulation
and Agreement of Settlement (“Settlement”), which has been executed on behalf of the
Company. The settling parties presented the Settlement papers to the Court on June 14,
2004 and filed briefs formally seeking preliminary approval of the proposed Settlement on
June 25, 2004. The underwriter defendants, who are not parties to the proposed
Settlement, filed a brief objecting to the Settlement’s terms on July 14, 2004.

On February 15, 2005, the Court granted preliminary approval of the Settlement conditioned
on agreement by the parties to narrow one of a number of provisions in the Settlement
intended to protect the issuers against possible future claims by the underwriters. The
Litigation Committee of the Board of Directors of the Company re-approved the Settlement
with the proposed modifications that were outlined by the Court in its February 15, 2005
Order granting preliminary approval. Approval of any settlement involves a three step
process in the district court: (i) a preliminary approval, (i) determination of the appropriate
notice of the settlement to be provided to the settlement class, and (iii) a final fairness
hearing.

On August 31, 2005, the Court issued a preliminary order approving the modifications to the
Settlement and certifying the settlement classes. The Court also set a deadline of January
15, 2006 for mailing of the class notice, publication of the advertisements in various U.S.
newspapers. The class members had until March 24, 2006, to exclude themselves from the
settlement and to file objections or comments on the settlement. Those who elected to
exclude themselves from the settlement may initiate their own claims against the issuer
defendants. Of the approximately 17 million class members, roughly 1,093 sought exclusion
from the proposed Settlement and 150 filed objections.

As part of the Settlement, the settling issuers were required to assign to the plaintiffs certain
claims they had against their underwriters (“Assigned Claims”). To preserve these claims
while the proposed Settlement was pending the Court’s final approval, the settling issuers
sought tolling agreements from the underwriters. In the event that an underwriting defendant
would not enter a tolling agreement, under the terms of the proposed Settlement agreement,
the settling issuer conditionally assigned the claims to a litigation trustee. Before the
expiration of any relevant statutes of limitations, the litigation trustee filed lawsuits against
the various issuers’ respective underwriters alleging the Assigned Claims. One of the
Company’s underwriters refused to enter into a tolling agreement. Accordingly, the
Company conditionally assigned claims against that underwriter and the litigation trustee
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filed a lawsuit to preserve those claims. On February 24, 2006, the Court dismissed, with
prejudice, the Assigned Claims brought by the litigation trustee against the underwriters on
statute of limitations grounds. The plaintiffs have appealed the Court’'s decision. Because
the Assigned Claims were part of the consideration contemplated under the Settlement, it is
unclear how the Court's recent decision will impact the Settlement and the Court’s final
approval of it.

On April 24, 2006, the Court held a hearing in connection with a motion for final approval of
the proposed Settlement. The Court did not rule on the fairness of the Settlement at the
hearing. Despite the preliminary approval of the Settlement, there can be no assurance that
the Court will provide final approval of the Settlement.

The proposed Settlement does not resolve the claims that the plaintiffs have against the
underwriter defendants and the litigation between those parties is proceeding and discovery
has commenced. The parties are also in the midst of class certification issues. Due to the
large number of cases consolidated into the IPO litigation, the Court, as a case management
device, ordered the plaintiffs and underwriters to select from the approximately 300
consolidated cases “focus cases” intended to present a representative sample of parties and
issues. Six focus cases were chosen for the class certification stage. On October 13, 2004,
the Court certified classes in each of the six class certification focus cases. The underwriter
defendants appealed that decision to the United States Court of Appeals for the Second
Circuit. On December 5, 2006, the Court of Appeals issued its opinion, reversing Judge
Scheindlin's order granting class certification. The Court of Appeals also found that the
plaintiffs in those cases cannot satisfy certain elements required for class actions. Plaintiffs
have filed a petition for rehearing and rehearing en banc of the Second Circuit's decision.
Judge Scheindlin has ordered a stay of all proceedings, including consideration of the
proposed settlement, pending a decision from the Court of Appeals regarding Plaintiff's
petition. Although the outcome of the Second Circuit’s decision is uncertain, it will likely
impact the final approval of the proposed Settlement in its current form.

The plaintiffs and underwriters have chosen additional focus cases for purposes of the
discovery phase. The underwriter defendants selected the Company as a merits focus
case. As a result, among other things, the Company has been subject to discovery
obligations that non-focus case issuers have not been subject to. All discovery has now
been stayed until the Second Circuit’s ruling on Plaintiffs’ petition for rehearing. However,
the selection of the Company as a focus case will not impact its ability to participate in the
proposed Settlement.

The Second Circuit’s ruling concerning its December 5, 2006 opinion will likely impact the
proposed Settlement as well as Plaintiffs’ case against the Company. However, the
Company believes that it and the individual defendants have meritorious defenses to the
claims made in the complaints and, if the case proceeds or the Settlement is not approved
by the Court, intends to contest the lawsuit vigorously. The litigation remains at a preliminary
stage. Due to the inherent uncertainties of the lawsuit, the Company cannot accurately
predict the ultimate outcome of the lawsuit. An unfavorable outcome could have a material
adverse effect on the business, financial condition and results of operation of the Company
in the period in which the lawsuit is resolved.

The Group is or may be potentially involved in other litigation incidental to its business.
Although the outcome of any such litigation is not presently determinable, the resolution of
such litigation is not expected to have a material adverse effect on its business. No
assurances can be given with respect to the extent or outcome of any such litigation in the
future.

Forward-looking Statements Disclaimer

Included in this report are various forward-looking statements which are made pursuant to
the safe harbor provisions of the “Private Securities Litigation Reform Act of 1995”, some of
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these may be identified by the use of words such as “seek”, “expect”, “anticipate”, “estimate”,
“believe”, “intend”, “project”, “plan”, “strategy”, “forecast” and similar expressions or future or
conditional verbs such as “will”, “would”, “should”, “could”, “may” and “might”. The Group has

made forward-looking statements with respect to the following, among others:

e projected capital expenditures, expansion plans and liquidity;
e development and growth of additional revenue sources;

e development and maintenance of profitable pricing programs; and
e outcome of potential litigation.

These statements are forward-looking which reflect the Group's current expectations and
assumptions in light of currently available information. They are subject to a number of risks
and uncertainties, including but not limited to, (1) continued decline in economic conditions;
(2) increasing maturity of the market for Internet access and fluctuations in the use of the
Internet that may adversely impact the Group’s subscriber growth rates and revenues; (3)
changes in technology and the Internet marketplace; (4) the Group’s continued ability to
develop and win acceptance of its products and services, which are offered in highly
competitive markets, more particularly, changes in the assumptions of the effectiveness of
business strategies or initiatives carried out or to be carried out by the Group; (5) the
success of its business partnerships and alliances; (6) exchange rates, particularly between
the Singapore dollar, the US dollar and other currencies in which the Group makes
significant sales or in which its assets and liabilities are denominated; (7) deterioration of the
financial position of debtors; (8) changes in estimates of network service costs accruals due
to delayed or late biling by telecommunication companies; (9) changes in economic
environment, churn rate of subscribers or assessment of future operations resulting in an
impairment in goodwill and other intangible assets; (10) changes in assumptions of the
effectiveness of strategies related to legal proceedings generally and more particularly
changes in assumptions of costs of maintaining such proceedings; (11) changes in
assumptions of the effectiveness of tax planning strategies generally and more particularly
(i) changes in operations that may affect the assumptions relating to deferred tax assets;
and (ii) changes in factors affecting the interpretation of certain withholding tax laws which
may significantly impact the Group’s cash resources; (12) obtaining the requisite funding
support and the challenge of keeping expense growth at manageable levels while increasing
revenues; (13) changes in the economic, regulatory and political environment in the
countries where the Group operates, or may in the future operate, including but not limited to
(i) changes in tax, telecommunications, licensing and other relevant laws and regulations; (ii)
changes in political stability; and (14) the outcome of contingencies. In addition to the
foregoing factors, a description of certain other risks and uncertainties which could cause
actual results to differ materially can be found in the section captioned “Risk Factors” in our
latest Annual Report on Form 20-F filed with the U.S. Securities and Exchange Commission.
In light of the many risks and uncertainties surrounding the Group and the Internet
marketplace, actual results could differ materially from those discussed in this report. Given
these concerns, undue reliance should not be placed on these statements. The Group
assumes no obligation to update any such statements.

Responsibility Statement

The Directors of PacNet have taken all reasonable care to ensure that the facts stated and
opinions express in this document are fair and accurate, and that no material facts have
been omitted and they jointly and severally accept responsibility accordingly. Where any
information has been extracted from published or otherwise publicly available sources, the
sole responsibility of the Directors of PacNet has been to ensure through reasonably
enquiries that such information is accurately and correctly extracted from such sources or,
as the case may be, accurately reflected or reproduced in this document.
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