THERESA GATTUNG, TELECOMMUNICATIONS SUMMIT 

31 MAY 2007 – Final
· It’s great to be back this year for what will be my last Telecommunications Summit as Telecom CEO. 

· Of all the summits I have participated in, last year’s has been the most memorable for me.  A year ago I pledged at this forum a “new direction” for Telecom.

· I recall at the time many industry commentators vociferously challenged Telecom’s commitment and ability to make what was seen as such a fundamental change in direction. 

· On one hand the commentators were right – it has been a big undertaking. On the other hand they were wrong and I’m proud to say Telecom has risen to the challenge.

· Our new direction has encompassed all areas of the Company, from new customer services to the significant step-change in our Wholesale relationships, to what I would call our radically advanced proposal to structurally separate Telecom.

· The separation, establishment and performance of Telecom Wholesale is a key achievement. 

· There is wide industry acknowledgement that Telecom Wholesale has changed approach and has successfully increased industry and customer engagement across a variety of issues. 

· Head of Wholesale Matt Crockett is passionate and very determined about the Wholesale business flourishing; about consultation, negotiation and getting work done quickly.

· We have engaged in active communication with wholesale customers on matters as diverse and important as Telecom’s separation, the Next Generation Network introduction, local Interconnect, UBA, and Local Loop Unbundling.

· Telecom Wholesale has a bold proposed product roadmap plan with tight deadlines, including LLU trial, UBA Basic (Naked DSL UBS) in 2007.

· The introduction of very-high-speed ADSL2+ broadband has commenced and this is a good example of a major initiative where Telecom’s retail business is getting the same information at the same time as wholesale service providers. 

· We have been proactively working with the industry via the Telecommunications Carriers Forum to develop regulated products and services without waiting for the standard terms determination process. And Telecom has participated in, and initiated, a variety of additional industry forums. 

· As part of the consultation process our senior staff have been actively providing the MED with considerable information in a timely and open manner.

· Of course I’m biased, but I believe even our harshest critics would have to acknowledge we’ve come a long way in the last 12 months.

· Unlike last year I won’t commit to Telecom’s future direction today but it’s not like me to say nothing either! So armed with insights from my 12 years’ experience in this industry, I issue a challenge to everyone in this room, be you telco, IT company, ISP, equipment provider or policymaker.

· This is Export Year. More than ever in New Zealand’s history, we face the imperative of transforming, accelerating and improving our economy, based around selling our products and services to the world. 

· New technology, much of it internet-related, is helping enable customers with a burning innovation to be part of global and regional markets. 

· Everyone in this room has a stake in helping create an export culture among New Zealanders and no one organisation will achieve this on its own. 

· Last year the challenge was for Telecom to change direction and embrace the new industry environment.  This year the challenge is for the industry (including Telecom) to build on the last 12 months and embrace the changes necessary to enable New Zealand to prosper.

We are operating in a global industry – and nothing stands still

· We are increasingly working in an industry which is dominated by global technology and content and application providers.   The extraordinary impact and spectacle of websites Google, Yahoo, MySpace, YouTube and you-name-it is the feature of our time.  Increased customer usage is an unheralded success of our business.  Christmas Day 2006, New Zealanders sent 18 million text messages on the 027 network alone!   It is inspirational for New Zealand that Skype, from Estonia, population 1.3m people, is a $7 billion idea.

· The days of vertically integrated national telcos are numbered in many parts of the world.  There is only one global vertically integrated business and that's Vodafone, traditionally a Mobile pure-play, now starting to take on national service providers in the residential voice market.

· It’s likely that we will see some non-global players making choices to focus on either being Network Providers or Service Providers or, if both, to separate (operationally at first and then more likely structurally).

· It’s likely that the Service Providers part will fragment as we saw in the early days of dial-up and then consolidate back up in five years, because whilst the initial barriers to entry are low the ability to differentiate on anything other than price will be difficult. Scale will matter to attract partnerships with global content players and to make the big investments in service platforms.

· It’s also likely that Network Providers will consolidate regionally to retain scale and defray fixed investments over bigger markets.

Where is Telecom placed?

· We no longer think of ourselves as vertically integrated in the way we used to – we made the initial organisational changes a year ago.  Our two Service Provider businesses are building their own service capabilities assuming regulated services as inputs.  Our Network Business already has its own sales and marketing team called "Wholesale".
· Our Service Provider businesses have valuable relationships with global players (Sprint, Yahoo, Microsoft, IBM, HP) to enable them to compete with other service providers and the vertically integrated Vodafone.

· Telecom Xtra chose a joint venture with Yahoo!7 in December to deliver enhanced content and internet application services for New Zealanders, and we are soon to introduce the best of Yahoo!’s most connective interactive software, design and networking services for New Zealand customers.

· Our Network Provider business has a valuable relationship with Alcatel Lucent to enable it to compete with Vodafone and the regional powerhouse, Telstra.

· As you all know telecommunications infrastructure is expensive and major network spend in New Zealand has predominantly come from the likes of Telecom, Telstra Clear and Vodafone.

· Aside from these the local market is characterised by effective small to medium-sized local Service Providers with access to relatively modest investment sources, which are most likely to be invested in service features rather than infrastructure.

· A vibrant export culture is critically dependent upon world-class communications services and the user benefits resulting from increased competition amongst Service Providers will be rendered impotent without the requisite investment in core communications infrastructure.

· Population concentration is a key factor in Telecom’s investment where length of the local loop critically affects broadband speeds.  New Zealand is a difficult investment proposition – four million people spread over the size of Japan, Italy and England, all nations with massive economies of scale in their favour. 

· Most countries worldwide are pursuing the opportunities created by Next Generation Broadband technology and are grappling with the investment required to provide it.

· Next Generation Broadband connectivity is such a big issue in some countries that central governments are leading the investment as national priority for social and economic advancement. The Singaporean Government is preparing to co-invest with the private sector in a Next Generation National Broadband Network, and in Korea – without the RMA and with population density more than 10 times that of New Zealand – the Government continues to be active in leading investment in broadband. 

· Some EU governments are similarly engaged in direct broadband investments.

· The key issue, both globally and in New Zealand, is that high costs, unproven business models, regulatory variability and intense competition for revenues make market participants increasingly cautious when contemplating the large scale investment involved.

Digital Strategy Objectives 

· The Government has set a Digital Strategy objective that90% of New Zealand has access to faster broadband (>5mbps) by 2010. This is a positive and desirable objective but the strategy on how we get there as an industry is not clear.

· We’re on record as saying that in the current environment there is a gap of more than $1 billion in investment above Telecom’s likely investment commitment to fund the $1.5 billion needed by the industry to deliver on the Digital Strategy objectives.

· Significant industry investment is needed in broadband to achieve the Government’s Digital Strategy.  Investors expect returns in every industry.  Investors in Telecom are not unique – they look to the future and not the past when they make their decisions and they are attracted to invest where they see commercial returns.

· At present the industry is participating in the Government’s submission process.  A wide variety of views have been expressed. Telecom has proposed a model that is worth close consideration because it seeks to encourage certainty and investment and, without disrupting the integrity of the desired regulatory settings, suggests removal of some of the associated complexity, which could potentially slow industry advancement. Delivering Next Generation Broadband is resource intensive.  A complex separation model will contend for the same – already limited – people resources.
· Whatever model you think is the right one and whatever is mandated, the debate relating to pricing and investment certainly is required now.

· In Australia the investment issue of who is stumping up with the investment dollars is intricately linked to the Fibre to the Node debate, which is very live, with considerable commentary filling newspaper columns on a daily basis. In New Zealand we haven’t seen the same level of commentary – yet.

· Fibre to the Node investment is intricately linked to delivering on the Government’s Digital Strategy objectives – it is on the critical path for achieving those objectives.

· I want to stress that we’re up for a constructive debate on how we as an industry deliver on the investment question and how we meet the Government’s Digital Strategy objectives.

· Telecom is already down the path of voluntary operational separation of its network and services businesses and we recognise that this will likely go further but making this overly complex or costly will not help deliver better outcomes for New Zealand.  

· We need to build on the last year and look forward and “get on with it”, too much of what we hear is rhetoric about what happened in the past that got us to where we are today, rather than what we need to do together to build a future.

· 2007 is Telecom’s 20th year and a lot has changed in that time. Telecom is still the primary national Service Provider and this is something everyone who has ever worked at Telecom has taken really seriously.

· But Telecom is no longer the single provider it once was and the challenges we now face are industry challenges, not just Telecom challenges. 

· Each year Telecom invests between $700 and $800 million into its wired, mobile, data, broadband and international networks. And this investment alone won’t be enough to achieve the Government’s Digital Strategy objectives or to enable the export culture this economy needs.

· Telecom is concerned about its ability to further contribute to achieving New Zealand’s Digital Strategy aspirations given the currently proposed regulatory environment.  That is why we have voluntarily put forward an alternative proposal.

· The key question for this industry is, if Telecom cannot justify investing further under the proposed regulatory model, who will?

· Quite simply, start with the current $1 billion industry shortfall and deduct whatever infrastructure investment plans companies represented by people in this room can commit to.  If there are other players with large amounts of money to spend let’s hear from them! The balance is the industry challenge we collectively need to address.

· I mentioned at the start of my presentation that this is the last time I will be attending this forum as Telecom CEO. Mosaic and Netscape had just been introduced when I started at Telecom.  Calls overseas cost $1.20 a minute. Brick phones were cool. We all wore pagers. Now we’re talking Internet 3.0.

· I am going to be light on valedictories, but I’m proud of many things from my time at Telecom, including going from nowhere to No. 1 in ICT in the last few years; investing in the Southern Cross cable and connecting New Zealanders to the worldwide web; establishing Xtra as the market-leading ISP, leading the introduction of Next Generation 3G mobile services; and most recently, having the courage to purchase PowerTel and recommit to making a success of our Australian business.

· I do want to go on record, however, to thank every customer of Telecom for the faith you have in us to provide secure, reliable and advanced high performance networks and services. Your achievements are our delight.

· And I want to thank every passionate Telecom person who has worked to create and keep the voice and data flows happening every minute of every day. We are a team of 7,000 New Zealanders who help us touch each other, and the world.

· Thank you.
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