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Portions of the registrant s Proxy Statement for its 2007 Annual Meeting, to be filed with the Securities and Exchange Commission within 120
days of the registrant s fiscal year end, are incorporated by reference into Part III of this Report.
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IMPORTANT INFORMATION REGARDING FORWARD LOOKING STATEMENTS

All statements and trend analyses contained in this annual report on Form 10-K relative to the future constitute forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements may, but do not necessarily,
include words such as believes,  expects,  anticipates, intends,  plans,  estimates, may, will,  should, could,

continue or similar expressions. Forward-looking statements are not guarantees. They involve known and unknown business and economic
risks, uncertainties and other factors that may cause our actual results, performance or achievements to be materially different from any future
results, performance or achievements expressed or implied by such forward-looking statements. These risks, uncertainties and other factors
include those discussed under Item 1A Risk Factors. Readers are cautioned not to place undue reliance on these forward-looking statements,
which speak only as of the date hereof. We undertake no obligation to publicly release any revisions to these forward-looking statements to
reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

ITEM 1. BUSINESS.

We are a provider of Enhanced Directory Assistance® and other information services delivered through live operators and by electronic means.
We contract primarily with wireless carriers, Voice over Internet Protocol ( VoIP ) providers, cable companies, Competitive Local Exchange
Carriers ( CLEC ), free directory assistance providers, prepaid carriers, and payphone operators to provide our services to their subscribers and
users. Our proprietary Enhanced Directory Assistance platform provides comprehensive directory assistance listings and other informational
content and services. Other non-directory assistance services and content include access to personal contacts and calendars, reservation services,
movie listings and a variety of other unique services. Our special return-to-operator features, StarBack® and AutoBack®, make the telephone
easier to use and are offered exclusively by Metro One. All of our services are provided by operators located only in the United States, or
electronically. Many of our features or aspects thereof are the subject of patents or pending patent applications. Revenues are derived
principally through fees charged to telecommunications carriers and other customers.

In addition to voice-based services, we also provide Enhanced Directory Assistance services in electronic format. These services are provided to
customers who electronically issue directory assistance queries and use the returned information to complete and correct their own data records.
We currently provide electronic directory assistance services in a number of delivery formats to meet customer needs including automated file
processing and real-time individual look ups. We contract with a broad range of companies that require electronic directory assistance including
companies in the service, marketing, and financial sectors. Our Data Services business represents an emerging business based on infrastructure
originally developed to support our voice-based call center business.

We have been in business since 1989 when we began developing and testing provision of information services over the telephone. In 1991, we
entered into our first contract with a wireless carrier to provide our services to that carrier s subscribers on a charge-per-call basis. Our customers
include several wireless and other telecommunications carriers such as Cablevision, Jingle Networks (a provider of directory assistance services
at no charge to the customer), SunCom, and XO Communications. We have expanded our customer base to include enterprise data services,
specialized operator services, and information services to corporations with offices in the United States and Canada. We have also expanded

into the landline telecommunications market and provide our services to regional CLECs and VoIP providers.

Competition in the telecommunications industry, and in the directory assistance market in which we participate, continues to be intense.
Carriers are looking to lower their costs of providing directory assistance and other services through, among other ways, outsourcing to low cost
domestic or overseas operators and utilizing automation to reduce costs. In response to these and other issues, in May 2003, we launched
Infone, a service that provided enhanced directory and personal assistant services directly to consumers. The initial launch of Infone was
accompanied by a significant nationwide marketing and promotion campaign. Revenues from Infone were not significant in relation to total
revenues since its inception. Because of our inability to attract a significant number of subscribers to this service, it was discontinued in
December 2005.

In the last four years, several of our largest customers have transferred their calls away from us for a variety of reasons, primarily in order to
obtain lower prices and/or as a result of consolidation in the wireless industry. As a result of the loss of these customers and the associated
revenues and operating losses, since the second quarter of 2005 we have taken significant actions to restructure our operations to lower our cost
structure. In addition, we have refocused our efforts on the wholesale directory assistance and data services markets to pursue additional
revenue sources in the voice-based and electronic delivery-based directory assistance and information services markets.

PART | 8
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The U.S. telecommunications industry has generally been characterized by strong growth and increased competition due to new technologies, a
more favorable regulatory environment and, for carriers, an increasingly sophisticated and demanding subscriber. Telecommunications carriers
face increasing competitive pressures to differentiate their products and establish brand loyalty. Costs to acquire new subscribers can be
significant, therefore carriers are emphasizing pricing and plan elements to attract and retain customers. In addition, carriers are increasingly
offering local, long distance, wireless, cable and Internet services bundled into one package in order to appeal to a wider market. Competitive
pressures are particularly acute for wireless and newer landline carriers, such as CLECs and VoIP providers. The industry has also experienced
a considerable amount of consolidation and investment in new technologies as well as increasing competitive pressure from alternative
providers, including cable companies, VoIP providers, Mobile Virtual Network Operators ( MVNO ) and others.

Wireless Telecommunications. The U.S. wireless telecommunications market has experienced dramatic growth over the last
decade. This growth has been due largely to technological advances that give callers affordable, high-quality mobile
services. According to industry analysts, the number of wireless phones in use in the United States is expected to be
more than 300 million by the end of 2010. A relatively small number of carriers dominate the wireless
telecommunications market. In terms of estimated number of subscribers, the largest U.S. wireless carriers include
Cingular Wireless, Verizon Wireless, Sprint Nextel and T-Mobile.

Competition in the industry continues to be intense with several carriers typically competing for wireless subscribers in most major U.S.
markets. With slowing subscriber growth and downward pressure on average revenue per user ( ARPU ), carriers are seeking to differentiate
themselves from their competitors. While pricing pressures are fierce, carriers also focus on value-added services and features as a means of
differentiating themselves. As subscriber and ARPU growth slow, there has been significant consolidation in the industry as evidenced by the
2005 merger of Nextel Communications and Sprint PCS and the 2004 combination of Cingular Wireless and AT&T Wireless.

Landline Telecommunications. Like the wireless market, the landline telecommunications market is dominated by a
relatively small number of major carriers. Carriers providing local service include the regional Bell operating
companies, such as SBC Communications, independent telephone companies, such as ALLTEL Communications, and
CLECs, such as Cox Communications or Integra Telecom. Many of these carriers and others, as well as many
discount companies, also provide long distance services. In addition, cable companies are offering packaged services
including local and long distance telephone services.

Local and long distance carriers competing in each other s markets, as well as against newer and smaller independent carriers, have added to
competition in the landline market. With deregulation, the entry of new landline competitors and the increasing affordability of wireless
services, subscribers who were historically bound to local carriers as a matter of geography are now increasingly able to choose their carriers.
This includes the opportunity to select a CLEC. These companies compete with incumbent local carriers to provide a variety of services,
including local, long distance and Internet and other data services. As a result, the landline telecommunications market is becoming
subscriber-based and carriers must find ways to differentiate their services to attract and retain subscribers. In addition, to maintain operational
focus, CLEC:s often outsource non-core operations, including directory assistance services. While many incumbent carriers provide directory
assistance services on an outsourced basis, the competitive local exchange carriers may prefer to outsource their directory assistance needs to
independent companies rather than use the services of their competitors.

Directory Assistance Market
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The U.S. directory assistance industry generated over 6 billion information requests in 2006 primarily from three distinct platforms: wireline,
wireless, and VolIP telephone lines. Free directory assistance services are emerging as a fourth platform generating over 130 million calls in
2006.

Call volumes generated by the wireless directory assistance market in the United States grew to approximately 2.3 billion calls by the end of
2006, according to industry sources. Wireless subscribers tend to be heavy users of directory assistance services. Growth in the wireless
directory assistance market is driven by factors such as growth in the wireless subscriber base, rising wireless penetration, increasing subscriber
mobility, increasing and improving offerings from free directory assistance providers, and the offering of quality directory assistance services by
wireless carriers.

The landline directory assistance market today is larger than the wireless directory assistance market. According to industry sources, landline
directory assistance calls reached approximately 4.2 billion calls in 2006. Growth in the landline directory services market is driven by a
number of factors, including the growing information needs of subscribers and the offering by landline carriers of call completion services.

4
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Free directory assistance services are bringing the internet concept of paid search to the telephone. These services are free to the consumer,
making their money from contextually relevant advertisements that run ahead of requested listing information. While some cannibalism is
occurring as free service providers are taking call volumes from existing charge per-call providers, it appears that free directory assistance
providers are actually growing the volume of directory assistance calls through an increase in the average number of calls per user. The nature
and extent of disruption of the directory assistance market because of these no-charge directory assistance services is still not totally clear.

Unlike other aspects of telecommunications services, directory assistance has seen rising retail prices in the last several years. For example, in
June 2001 the range of retail prices charged for a directory assistance call among the major wireless carriers was $0.75 to $1.29, with a majority
of large carriers at $0.99 per call. In January 2007, this same range was $1.25 to $1.79. During this same timeframe, prices for many other
telecommunications services have trended downward.

Customers

Customers 12
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Our principal business currently involves providing Enhanced Directory Assistance and information services primarily to wireless carriers, VoIP
providers, cable companies, CLECs, free directory assistance providers, prepaid carriers, pay phone operators, and other providers, including
those offering their services at no charge to end users, in all or a portion of their service areas. Our major directory assistance customers include
Cablevision, Jingle Networks, SunCom, and XO Communications. In addition, we provide our services to certain CLECs in the landline
telecommunications market. Customers that accounted for more than 10% of our revenues during the periods indicated are as follows:

Years ended December 31,

Customer 2006 2005 2004
Nextel Communications 37 % 76 % 56 %
Cablevision 25 % 6 % 1 %
Jingle Networks 14 %

AT&T Wireless Services 28 %

In October 2005, Nextel notified us that it would be terminating the Services Agreement between us, effective in January 2006. We continued to
handle Nextel calls through a negotiated transition period which was substantially completed by March 31, 2006.

Our contract with AT&T Wireless expired on December 1, 2003, and because we were unable to reach an economic arrangement acceptable to
both parties, the contract was not renewed. We agreed to continue to provide service to AT&T Wireless customers through a transition period
beginning in March 2004. The transition was substantially completed by July 31, 2004.

We offer our services to a carrier s subscribers under a brand name selected by the carrier. The carrier establishes its own fee structure with its
subscribers. Subscribers typically pay the carrier s fees ranging from $1.25 to $1.79 plus airtime charges for our services. We charge carriers
directly and, at present, bear no subscriber collection risk. We charge our customers on a per call basis. Competitive pressures have caused our
average revenue per call to decrease in the recent past.

We currently provide our voice-based services to several customers. The terms of our contracts with these customers are generally
similar, with variations in the geographic market to be served, the services and features we are to provide the customers subscribers and
the term. None of these contracts precludes us from providing services to others.

We currently provide our voice-based services to several customers. The terms of our contracts with thes&custom



Edgar Filing: METRO ONE TELECOMMUNICATIONS INC - Form 10-K

We have expanded our customer base to include data services, specialized operator services, and directory assistance services to
corporations with offices in the United States and Canada.

We have expanded our customer base to include data services, specialized operator services, and directdey assist:
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We operate six call centers in the United States. Our call centers are located in or near larger metropolitan areas. We believe that the U.S.-based,
local nature of our call centers and operators permits us to offer more accurate and valuable services than would be available through call centers
located outside the United States. We typically operate our call centers 24 hours a day, seven days a week, 365 days a year.

We have adjusted, and may further adjust, our call center personnel, the number of call centers we operate, and network capacities in order to
address changes in volume demands caused by the termination of carrier contracts. During 2006 and 2005 we reduced our headcount by over
2,000 employees and consolidated the operations of 25 call centers into our remaining six call centers. Capacity needs can vary significantly as
a result of changes in volume from existing customers or the addition of new customers, changes in usage within existing markets served,
changes in our carrier customers and/or the

Call Centers and Network 16
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number of calls they route to us or alternative strategies to attract additional calls. We continue to pursue additional significant business, and our
call center system and network are readily scalable to accommodate such opportunities.

Our systems, covering all of our call centers, are monitored and supported on a 24-hour per day basis from our network operations center located
at our corporate headquarters. Our systems are redundant in order to avoid downtime from natural disasters or other adverse events. These
arrangements allow us to meet or exceed strict service level standards.

While pricing has been the most important factor in a customer s decision to use our services, we believe quality and reliability are also important
considerations for the customers. To ensure high quality and consistency, we emphasize training, monitoring and customer support. We

maintain a national training force with training personnel in each call center. Our operators undergo extensive training and testing on search
techniques, etiquette and local information, including landmarks, major thoroughfares and geography. We continually monitor, test and evaluate
call center performance. Call center personnel are incentivized based on measured quality performance. We also monitor our call centers for
compliance with contract performance standards and report this information to the carriers on a regular basis.

We have deployed VolIP capability to route voice traffic over a data network. VoIP not only provides excellent quality of service but
substantially reduces transport cost from the traditional call routing over the Public Service Telephone Network. Dynamic call routing and VoIP
technologies provide us with the ability to quickly route calls from call center to call center, both improving our cost structure and efficiency,
and protecting our service levels.

Our digital telecommunications network allows us the flexibility to serve customers who continue to use Multi Frequency Voice Circuits and
those who have chosen to employ System Signaling 7 ( SS7 ) in their operations. SS7 supports a vast range of services accessible from a variety
of user terminals, including basic phones and more complex multimedia devices. Originally developed for Intelligent Networks simply to
connect calls using out-of-band signals, SS7 is now driving major Advanced Intelligent Network network-based application services such as
remote voicemail retrieval, calling-card services and 1-800 access.

Our Services and Features
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We use a customized array of hardware and software, along with proprietary database search engines, to provide our Enhanced Directory
Assistance. We receive incoming calls by means of assigned telephone numbers, which, in most cases are 411,  555-1212, 00 . In addition,
callers can reach our services using 800 numbers such as 1-800-FREE-411 or 1-800-411-SAVE . Our operators answer incoming calls and
identify the service using the customer s brand name. Upon receiving information requests from callers, operators search applicable databases
using our proprietary search tools. In most cases, the operator then connects the caller to the called party or supplies the caller with the

requested information. We offer a variety of information services such as:

. Directory listings information, which may be retrieved by methods that include reverse and category
searches;

. Movie, local event, and venue information;

. TeleConcierge® services, including hotel and restaurant information and reservations;

. Turn-by-turn driving instructions; and

. Weather conditions and roadside assistance.

Our Enhanced Directory Assistance services also incorporate connectivity features that make the telephone more useful and easier to use. These
connectivity features include the following:

. Call completion allows a caller to be directly connected to the number requested without the need to redial;

. StarBack® allows the caller to return to a live operator simply by pressing a key, such as the star [¥] key, or
by otherwise issuing a command at any time during a call;

. AutoBack® automatically returns the caller to a live operator or provides other options upon a busy signal,
ring-no-answer or other common situations without pressing a single key;

. NumberBack® sends the caller the called number simply by pressing the number [#] key; and

. QuickSend®  a short messaging service allowing our operators to send customized alphanumeric messages
on behalf of a caller.

Our Services and Features 18
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We believe the quality of our services is directly related to the scope, quantity and quality of the information content in our database systems.
The majority of the information that we acquire, develop, and maintain is telephone listings data. To ensure high quality and accuracy, we
obtain this data from multiple sources, including certain of the regional Bell operating companies, independent telephone companies and other
commercial sources. This data is enhanced by our direct data collection efforts and a principal database of local information is developed for
each call center or region.

Our proprietary operator interface software allows operators to efficiently and simultaneously search and reverse-search multiple databases. Our
search engine has been optimized for directory assistance services and large national databases, providing sub-second search times even in
complex searches. We use proprietary database management systems to maintain and update our directory listings. We continually acquire
additional content from a variety of sources or acquire access to content that will, in many cases, build on these listings data to make them more
useful.

Marketing and Sales
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We market to telecommunications carriers, businesses, governmental units, and other enterprises. The marketing process involves a
considerable amount of time and attention by our sales staff and senior management. Call center managers also play a key role in maintaining
and developing wholesale customer relationships. We occasionally assist our carrier customers in the promotion of our services. We intend to
continue to participate in marketing services in conjunction with carrier programs.

We communicate on a regular basis with our existing carrier customers through our quality assurance and customer service programs. We have
developed proprietary programs that allow us and our customers to monitor the quality of our performance and the volume and duration of
directory assistance and information requests on a real-time basis. These programs also give us an opportunity to learn more about our carriers
evolving needs.

Management s plans include aggressively pursuing new business opportunities in both the voice and data services sectors of our business in the
near term. As part of our strategy, we have developed sector-specific sales groups to pursue such opportunities.

Technology
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Our ability to provide Enhanced Directory Assistance is dependent to a great extent on our proprietary technology. Our proprietary software
applications enhance our call handling and delivery capabilities and provide the basis for our connectivity features. We have developed search
engines to quickly access information from our databases. We continue to upgrade our operator interface software, database management
systems and search engines to increase the efficiency and broaden the search capability of our operators.

Our call processing systems incorporate programmable switching equipment, host computers, voice response units, and database servers. Our
technology is powered by customized software. We are also monitoring technological advances in the methods of delivery of information and
data and are working to ensure that our systems are compatible with, and we can take advantage of, such developments.

Intellectual Property
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We rely on a combination of trademark, patent and trade secrets laws and confidentiality procedures to protect our intellectual property rights.
We have 44 U.S. patents issued and two foreign patents issued, including several relating to our StarBack technology, our information services
platform and others associated with applications for call handling and delivery of information and other services. We have approximately 80
applications pending for additional U.S. and foreign patents. We also have U.S. and foreign registered trademarks for, among others, Metro
One, StarBack, AutoBack and numerous other applications pending for U.S. trademark registrations.

Competition
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The directory assistance and information services markets are characterized by rapidly changing market forces, technological advancements and
increasing competition from large carrier-affiliated companies and other independent companies. Our principal competitors include regional
Bell operating companies and other independent providers. Telephone carriers, both landline and wireless, provide directory assistance both in
and outside their own operating regions. Although we believe that none of these competitors offers a form of directory assistance that
incorporates all features of our service products, they may have substantially greater financial, technical and marketing resources than we do and
may be able to offer features similar to ours. We also face competition from independent companies seeking to offer forms of directory
assistance and other information services. Included among these are firms that offer full or partial automation (with little or no involvement by a

Competition 24
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live operator), firms offering low cost directory assistance provided by overseas operators and firms offering information, directories and/or
search engines via Internet-enabled devices.

We believe the principal competitive factors in the directory assistance market are price, quality, technological innovation, experience and
responsiveness to cu