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Message from the Editor

In recent years, a constant theme of this
journal has been that ongoing change is
the only certainty in today’s fast-evolving
communications industry. Another is that
today’s communications market consists
of a vast—and expanding—diversity of
players. With this issue, we have responded
to these fundamental shifts by completely
revamping our journal.

Communications Review is the result. We
feel that the journal is now better positioned
to capture the whole of this dynamic
marketplace and reflect the changing needs,
interests, concerns, and aspirations of

all the companies within it.

But not everything about the publication has
changed. Key to delivering what our readers
want is the fact that our content remains of
the same quality and depth as ever to con-
tinue bringing you insights from within the
industry as well as PricewaterhouseCoopers’
point of view on the financial and opera-
tional challenges and opportunities the
industry faces. We have expanded our
interviews with industry leaders, enabling
them to give us their valuable perspectives
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on what drives and defines leadership in
this cutting-edge industry.

In short, we have moved this publication
to a new level—thereby helping our readers
in the industry to do the same. With this in
mind, it is no coincidence that the theme
running through all the articles in this first
issue of Communications Review is
“improving performance.” Only by constantly
seeking opportunities for improvement
and incorporating the resulting benefits can
communications businesses differentiate
themselves in the eyes of today’s elusive,
demanding customers, whether they are
consumers or corporations.

Improving performance is central to our
first article. In “Synchronizing for Results,”
our authors Kenny Fraser, Lisa Meeks,
Mark Bergsma, and Erik Klein Nagelvoort
examine the order-to-cash cycle—the chain
of processes that not only represents the
financial lifeblood of a communications
company, but also shapes the customer’s
experience of the business and its services.
Optimizing the order-to-cash cycle can
bring a wide range of benefits, from financial

to reputational to competitive. But the
shift toward increasingly complex bundled
services is making optimization both more
vital and more difficult than ever. In the
authors’ view, the key to successfully
optimizing the cycle lies in an unyielding
focus on the customer.

In our second article, “Contemplating the
Next Move,” Patrick Glasheen and Graeme
Clark home in on the infrastructure that
underpins the new bundled services—the
next generation networks on which operators
worldwide are spending vast amounts of
money. Amid the hype concerning eye-
catching convergent services, it may be all
too easy for companies to take their eye
off hard commercial reality. But if operators
really are to improve their performance
through this investment, they must first
pose some searching questions about the
commercial rationale and returns from the
massive outlay involved. As the authors
point out, the real objective is to be the
lowest-cost provider of sophisticated
services, and companies must take pains
not to lose sight of that goal.



The third article, “A Solid Defense” by
Quentin Orr and Steve Woolley, looks at
what formerly voice- and data-transmission-
based communications companies need to
do in order to deliver improved performance
in today’s rapidly evolving marketplace.
For many, the way forward lies in a new
strategic thrust as multiproduct entertain-
ment and communications companies.
That strategy involves signing deals with
content owners, who quite rightly expect
their content to be fully safeguarded. So
content security becomes critical to the
business model—and, to achieve it, the
authors believe operators need to look
beyond technology and focus on the key
processes involved.

Our fourth article is “The Benefits of
Conformity,” in which Chee Kheong Poh
Lim, Kevin Stevenson, and Andrew Parker
examine the issues for communications
companies in Asia Pacific as they face up
to the demands of adopting IFRS. Major
challenges exist—not the least being those
arising from differing interpretations and
applications of IFRS in various markets in
the region—as well as opportunities for

players to leverage IFRS to improve per-
formance. As the authors stress, substantial
competitive benefits are available to
Asia-Pacific operators that draw on IFRS
experience in other geographies, go
beyond compliance, and use IFRS as an
opportunity for transforming their financial
reporting, controls, and governance.

In our newly expanded interview section,
we speak to three major communications
industry leaders about their experiences

in improving performance in their own
businesses. In this issue, we focus on cable
operators. First, Comcast Cable COO

and President Steve Burke talks about

the evolving competitive environment and
explains why Comcast is now really in the
communications and entertainment rather
than the cable business. Then Kabel BW
CEO Georg Hofer describes the experience
of being the first German operator to
launch triple-play services on a single
platform, and how he sees the competitive
dynamics of the future. And, finally,
Michael Lee, chief strategy officer of the
diversified Canadian communications and
media company Rogers Communications,

Communications Review

describes what it takes to drive convergent
services and compete against incumbents
in many segments.

In today’s communications marketplace,
the pressures to improve performance are
greater than ever—as are the rewards for
those that succeed in doing so. | believe
this first issue of Communications Review
contains thinking and insights that can
help companies across the industry reap
those rewards, no matter what their specific
focus and business model. But, like

your business, this publication is on a
journey of continual improvement inspired
by an unwavering focus on you, the
customer. So please send me your
feedback and suggestions by e-mail

at paul.g.rees@uk.pwc.com or by phone
at [44] 20 7213 4644.

)
Paul Rees
Partner

Global Communications Industry Leader
PricewaterhouseCoopers LLP
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Synchronizing
for Results

The sequence of steps from the arrival of a customer’s order, up to and including the customer’s
cash reaching the operator’s bank account, represents the financial lifeblood of any communications
company’s business. But the order-to-cash cycle also does more: It shapes many key touch
points—installation, provisioning, billing, and so on—that directly determine the customer’s
own experience and perception of the operator. So an optimized order-to-cash cycle not only
brings direct benefits in terms of cash flow, revenue, and cost, but also boosts an operator’s
reputation among customers and creates a clear competitive edge.

Today, amid rapid change in the technological and competitive environment, and with the shift
toward increasingly complex bundled services, optimizing the order-to-cash cycle is more vital
than ever for every operator. But an operator’s ability to optimize depends crucially on maintaining
an unyielding focus on the customer.

PricewaterhouseCoopers 13



by Kenny Fraser, Lisa Meeks, Mark
Bergsma, and Erik Klein Nagelvoort

In April 2006, the United Kingdom-based
handset retailer and operator Carphone
Warehouse sent shockwaves through the
industry when it announced its TalkTalk
phone service would include a “free”
broadband connection starting in July.

As rivals queued up to respond with lower-
price offerings of their own, consumers
queued up to buy the service.

However, while the new offering was a
major coup for Carphone Warehouse in
marketing terms, the rollout was hardly as
smooth as the company would have liked.
By late July, TalkTalk had signed up 476,000
customers for its free broadband service.
But only 250,000 of them had actually
been connected, and—with a two-month
backlog—there were widespread anec-
dotal reports of consumers giving up
waiting and deciding to go elsewhere.

In a trading update on July 27, 2006,
Carphone Warehouse’s Chief Executive
Charles Dunstone admitted that the level
of demand had been higher than the
company had estimated. He commented:
“We have expanded our customer service
capacity substantially since June to meet
this additional demand, and this is now
having a noticeable effect. In turn, this
has enabled us to increase significantly
the rate at which we are provisioning cus-
tomers onto broadband. We still have
some way to go, however, to reach the
leading service levels we target.”

Lessons to learn

This sequence of events highlighted
several key lessons for today’s operators.
In product design and consumer marketing
terms, TalkTalk’s free, bundled broadband
was a groundbreaking innovation—one
with a truly disruptive effect both on the
industry and on consumers’ expectations
and demands. But by stimulating such
heavy orders without the back-office
processes in place to handle so many
orders quickly and smoothly, Carphone
Warehouse created a classic bottleneck
in its order-to-cash cycle. The company
moved quickly to expand its call center
capacity and tackle the backlog, but,
inevitably, some damage had already
been done to its reputation and relation-
ships with customers.
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As this experience suggests, keeping the
order-to-cash cycle in good shape is crit-
ical to today’s communications companies.
Figure 1 illustrates the way the cycle typi-
cally works. In analyzing the efficiency of
this process, a key measure is how long it
takes to go from the customer’s desire to
order the product or service, to the stage
where the order has been fulfilled to the
customer’s satisfaction and the cash is in
the provider’s account. The interlinked
nature of the process means that block-
ages can arise at any point, or even at
multiple points, in the cycle.

When this happens, the impact can be
far-reaching. Operators may be tempted to
regard inefficiencies or capacity constraints
in their end-to-end, order-to-cash cycle as
essentially internal systems or resourcing
issues. Given this viewpoint, the natural
response would be to pinpoint the specific
operational problem, address it through a
point solution, and move on: problem
solved. However, the reality is more complex.
The interdependent and interlinked nature
of the various elements in the process
means that tackling a problem in one area
often results in a new problem elsewhere.

A relatively simple and commonplace
example of this can occur where fixes are
applied at the switch level to optimize call
handling. These fixes often can result in
changes to the call detail record used as
an input to the mediation, rating, and
billing processes. In some cases, the
changes to the call record mean the
modules in one or more of these three
customer-critical processes can no longer
read it—a problem that emerges only
when the operator finds that a series of
records has been rejected.

A further key consideration is that operators
must not underestimate the wider effect
of an inefficient end-to-end, order-to-cash
cycle. On the one hand, it can have a
serious financial impact, negatively
affecting revenues, cash flow, debt levels,
and, ultimately, profitability. On the other,
the fact that elements of the cycle such
as billing and provisioning are so central to
the customer experience means problems
at any point in the cycle can have an
unquantifiably negative impact on customer
relationships. Such an impact can drag
on long after the root-cause internal
operational issue has been solved.

More than just a
challenge for today

As the communications industry faces
perhaps the greatest upheaval in its history,
there is another important dimension to
consider: digital convergence. Many
operators are focused on the major
business challenges convergence brings,
including the death of their traditional
voice business, a greater focus on content,
and the new opportunities presented by
advertising revenues. However, numerous
communications companies we have
spoken to also perceive a further vista of
opportunity. This is because, whatever
happens in the newly converged markets,
the need will be clear for complete,
accurate, real-time service provisioning
and billing covering very high volumes

of typically small transactions.

These provisioning and billing relationships
will exist between providers and consumers
but also, and increasingly, among the
various parties in the value chain. Consider,
for example, a UK-based customer viewing
a clip of Wayne Rooney scoring a goal for
Manchester United, an English soccer
team, over his Vodafone connection on a
Nokia handset. The customer may include
the cost in his content subscription bundle.
But how much—and what proportion—

of this money is distributed to the football
club, the broadcaster, the carrier, the shirt
sponsor, and possibly even the player?

In this new environment, there will be a need
for real expertise to handle the complex
billing and payment mechanisms. We know
from our industry conversations that many
companies see this as an increasingly key
capability in the telecommunications
industry—and, consequently, as a major
opportunity to build a new source of
revenue in an uncertain world.

The importance of
optimizing the cycle

The message is clear: Optimizing the
order-to-cash cycle should be a key
objective of every operator’s board.
Making the cycle as efficient and effective
as possible will ensure that payments are
processed quickly while also minimizing
the time and maximizing the accuracy of
provisioning and invoicing customers.
This efficiency, in turn, will simultaneously
improve customer satisfaction, increase



Figure 1: A typical order-to-cash cycle

Policies &
procedures

People/
organization

Sales, Credit/

Acquisition } ordering, & } risk } Provisioning }
logistics management

Technology Culture

Usage &

recording Billing

Customer
care

Communications Review

Controls Measures

Network Financial
operation reporting

} Recharging }

Roles/ Credit
responsibilities Terms of trade
Skill sets ’

Escalation protocols
Orgamzatlonal Fraud
alignment

Automation Accountability

Cross-functional
teamwork

Data integrity
Modeling

SLAs
Payment patterns

Benchmarks

Ownership &

maintenance
Accuracy

Link to appraisal

Because a typical order-to-cash cycle is efficient when it satisfies customers’ needs, an operator should optimize the cycle by first taking an end-to-end
view of the interlinked steps from the customer’s perspective.

cash flow and revenues, and minimize the
costs of the back-office processes.

In addition, if operators are serious about
the revenue opportunity from providing
billing and collection services, their new
customers certainly will expect them to
be able to manage the services in a
seamless, end-to-end fashion. Problems
in the order-to-cash cycle that merely
cause internal pain today will become
major business and reputational issues
when the operator is providing a service
to hundreds of content rights holders.

But realizing these advantages is not
easy and seldom is achieved in full. This
is largely because true optimization of the
order-to-cash cycle requires an end-to-end
view of the entire process, and achieving
such a view involves far more than simply
tweaking a few systems and processes.
In fact, moving to an end-to-end per-
spective throughout the business often
involves significantly changing the
culture, with substantial management
input and support. Such change may be
best approached as part of a wider change
program, perhaps involving a series of
targeted workshops—departmental,
cross-departmental, senior management,
middle management, and so on—to embed
the new thinking throughout the business.

Having overcome the cultural and organi-
zational silos, still more hurdles lie ahead.
In our experience, operators all too often

adopt a reactive attitude to problems in one
element—provisioning, billing, collection,

or some other subprocess—and get bogged
down in addressing that particular segment

of the cycle. The result is uncoordinated,
limited actions that have relatively little
impact on the performance of the cycle
as a whole. A further hindrance to an
end-to-end view is the rapid change under
way in products, services, and bundling.
This constant innovation, coupled with the
severe pressures to reduce time to market,
can lead to order-to-cash processes
becoming fragmented and subject to
bolting on elements to handle specific
products —ultimately hampering the cycle’s
overall efficiency and effectiveness.

The key to achieving the necessary end-
to-end perspective lies in remembering
that the cycle is actually all about cus-
tomers. At every stage are customer
touch points that can have a profoundly
positive or negative impact on the customer
experience. Given the communications
industry’s generally poor reputation for
customer service, it is probably fair to say
that many players have been getting this
element wrong for years. To an extent, this
reputation reflects the industry’s historical
tendency to focus on a provisioning problem,
for example, as a systems issue rather than
a customer issue. However, if a hundred
customers have their provisioning delayed
as a result, their collective sense of dis-
satisfaction will not go away just because
the systems problem has been fixed.

The industry’s generally poor reputation
for customer service represents a major
opportunity for operators that get it right.
By doing the simple and basic steps well
throughout the order-to-cash cycle, an
operator can differentiate itself from the
competition in the eyes of the customer and

can create a major source of competitive
advantage. Ultimately, this is what optimizing
the order-to-cash cycle will achieve.

Experience to date

So, what lessons should today’s commu-
nications companies bring to bear as they
seek to optimize their order-to-cash cycle?
The best way to approach this question

is through some real-world examples we
have seen in the industry in recent years.

In 2004, one of the country operations of
a major wireless operator discovered it
had been overcharging customers in that
territory over a period of several months.
The overcharging was a result of a problem
in its rating process, just one element of
the cycle. While the amounts individual
customers were overcharged were small,
the fact that the total overcharge ran into
millions of dollars meant the company
attracted widespread negative press
coverage and close scrutiny from regulators.
Inevitably, the operator’s reputation and
level of trust among customers suffered.
And although the damage was partially
addressed by the company’s public
apology and its decision to compensate all
affected customers, costs were high, both
financial and in terms of overall reputation.

Another example is that of a publicly
quoted European broadband provider
that was producing sales and revenue
forecasts based on reports by its sales
force of completed sales. The board of
this company thought the sales reports
reflected signed orders, but the expected
revenues from these reported sales were
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taking more than six months to come in—
indicating that the sales people were

logging sales prematurely and even over-
optimistically. Again, this isolated process
problem within the order-to-cash cycle had
a severe reputational and regulatory impact.

To tackle the issue, the board decreed
that no element of provisioning for any
customer should be processed until the
sales person had submitted a signed order.
However, this change created a blockage
in customer provisioning, because some
elements—such as contacting third-party
installation companies—that usually
would have happened in parallel were
held back and done sequentially. This
example illustrates how remedial action in
one part of the cycle can have a negative
effect elsewhere, underlining the need for
an end-to-end view.

Finally, the recent experience of a global
enterprise network provider presents a
more positive example of the benefits
that can be achieved through an overall
perspective of the cycle. Historically, this
company had approached the order-to-
cash cycle in a relatively fragmented way,
to the extent that each new product was
set up with its own specific people,
processes, supplier procurement, and
billing. Largely as a result, it took an
average of more than 140 days for a cus-
tomer’s order to reach the point where
the business received the cash payment.
By examining the order-to-cash cycle in
its entirety, removing duplication, stream-
lining the individual steps, and improving
linkages, the company was able to
reduce the time by more than a third, to
90 days. As a result of the lower costs
and improved cash flow, this heavily
indebted company was able to stop
paying interest on an amount equivalent
to 15% of its turnover.

What to aim for

The experiences of these companies may
be extreme in terms of the situation that
needs to be addressed, but they do bring
all players insights into possible approaches
and the scale of the resulting benefits.
However, it is not always that easy to gauge
the size of the problem in the first place.
For operators in many marketplaces, the
true underlying order-to-cash efficiency
levels are masked by the increasing use of
pre-pay offerings, which effectively bring
the cash in before the service is delivered.
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This shift to pre-payment, in combination
with the wide diversity of operating
environments and processes applied in
various markets, makes it difficult to identify
hard-and-fast metrics that can be applied
across the world to underpin best practices.
What may appear to be a rapid order-to-cash
cycle in one territory may rank as relatively
poor elsewhere. However, a best practice
that does not change from market to market
is that the best-performing operators start
from the customer’s perspective to examine
the entire order-to-cash cycle on an end-
to-end basis.

One approach for achieving an end-to-end
view was adopted by a continental European
fixed-line operator, which put all its product
development under the ultimate control of a
committee of individuals drawn from across
the business. This product development
group—which included representatives
from product development, core networks,
IT, billing, customer service, marketing,
finance, and so on—was given responsibility
for go-or-not-go decisions, both at the
start of development work on a particular
product and at the end, immediately before
launch. The whole committee needed to
agree before the product could go to
market. If, for example, the billing function
had a problem, then the product launch
would be delayed until the issue was
resolved. This approach ensured that the
needs of every element of the process
were met before any product went live.

As such approaches suggest, order-to-cash
optimization is not a discrete project that
can be completed and filed away. It is an
iterative, ongoing process, as further
improvements always can be made. As
the communications industry continues to
evolve and become more complex, and as
companies roll out new services and
bundles on a daily basis, it is all too easy
to take the underlying order-to-cash cycle
for granted. But unless an operator
focuses specifically and continually on
optimizing it, any gains made inevitably
will start to ebb away.

Laying the groundwork

To create the right basis and environment
for successful order-to-cash optimization,
the first step should be to identify and

exploit opportunities for organizational

improvement. At root, this is about reducing
or removing silos within the organization—
the kinds of cultural and process barriers
that result in the sales team not talking to

the billing or network departments, making
it more difficult to achieve seamless, effi-
cient provisioning and billing once a
product has been sold.

The key, once again, is to look at the
end-to-end cycle as an integrated whole
rather than as a collection of discrete steps.
At every point throughout the organization’s
value stream, there needs to be an
understanding not only of how the whole
value stream fits together, but also of the
importance of each specific step and of
its impact on the others. So a sales person
who closes a deal with a customer by
including, possibly, an additional discount
and a time commitment for when the
service will go live should know precisely
what those offers mean for provisioning,
billing, customer care, and so on.

The way to embed an end-to-end awareness,
and to ensure that it is reflected in behaviors
and subprocesses throughout the cycle, is
to set explicit responsibilities underpinned
by the right incentives. A detailed but
potentially significant example of this type
of joined-up thinking might be found in
the way network switches are configured.
The switch essentially runs two pieces of
software: the network availability software,
which keeps the traffic flowing; and the
accounting software, which monitors the
traffic for billing and financial purposes.
When the switch becomes overloaded to
the extent that one of these routines has
to shut down, then it should be the
accounting software that does so.

Why? Because shutting down the accounting
software will cost the operator some cash,
while shutting down the network will cost
it both cash and customers—and wreak
far more damage on its end-to-end value
chain and its business as a whole. The
ability, culture, and awareness with which to
apply a holistic view consistently depend on
suitable incentives and responsibilities, plus
a clear focus on the customer experience
as the key factor in decision making.

Optimization techniques

So, with silos removed and an end-to-end
view of the value chain increasingly
embedded, how should the company go
about optimizing the order-to-cash cycle?
We have already stressed how a customer-
centric focus should act as the guiding
principle of an operator’s optimization
program, and have described several
instances of this perspective being put into



effect. In terms of implementation throughout
the order-to-cash cycle, a number of
specific methodologies, techniques, and
tools are available to help operators opti-
mize the cycle while constantly keeping
the customer fully in view.

Process improvement

One technique can be based on the rela-
tively traditional process improvement,
which consists of an iterative series of
actions targeted to reduce costs and
increase the overall effectiveness and
coherence of the end-to-end cycle. The
aim is usually to maximize two attributes
at every phase of the cycle: automation
and flexibility. Quick wins are likely to be
available at various points by removing
duplication and eliminating the need for
human intervention.

For example, in recent years we have seen
operators whose order input process
involved every order being manually rekeyed
up to four times, creating major inefficiencies
and multiplying the potential for errors.
Rationalizing, automating, and integrating
such duplicate processes should be a
priority. However, any specific improve-
ments should be taken only after careful
consideration of the possible effects on
other parts of the cycle—a point illustrated
by the experience of the broadband
provider described above, whose attempt
to improve the sales process had a nega-
tive effect on customer provisioning.

Automated tools

For use in a process improvement
approach, several automated tools on the
market are designed to optimize specific
segments of the cycle. Some of these are
very effective, so selecting the right tool
and configuring it in the right way can
deliver tremendous results in some areas.
However, it is important not to regard
these tools as an alternative to applying
customer focus and an end-to-end view.
The ultimate risk is that an operator might
end up with an order-to-cash process
consisting of a hodgepodge of disparate
tools that do not integrate with one another
especially well, thereby hampering end-to-
end optimization and distracting attention
from the root causes of any inefficiencies.

Lean Six Sigma

Perhaps the most sophisticated and highly
disciplined approach to order-to-cash
optimization is Lean Six Sigma, a
methodology for driving continual

improvement that focuses primarily on
achieving higher speed and lower costs.
Six Sigma was conceived as a way to
optimize manufacturing processes, and its
“lean” variant is currently widely regarded
as being epitomized by the Japanese
automobile manufacturer Toyota. However,
Lean Six Sigma has become increasingly
prevalent in service industries in recent
years, initially in financial services and now
in the communications industry.

In applying Lean Six Sigma to an operator’s
order-to-cash cycle, the starting point is
again the customer. The process involves
examining and assessing every segment
within the cycle in terms of what it con-
tributes to the customer experience. If it
contributes nothing, it can be stripped out.
Within this overall process, a useful approach
to the Six Sigma program is encapsulated
in the steps of the DMAIC model—define,
measure, analyze, improve, and control:

¢ Define the goals of the improvement
program and the metrics by which
success will be judged.

e Measure the existing processes and
their performance to develop a clear
understanding of the current state.

¢ Analyze the outputs from this measurement
process to identify the root causes of
inefficiencies and bottlenecks.

e Improve the target processes through
a continual, iterative cycle of improve-
ment and measurement, tracking the
performance of individual segments
and the entire end-to-end process.

¢ Control the end-to-end cycle and the
related improvement process to ensure
that each initiative is fully integrated
and contributes to the optimization.

Throughout, maintain a clear focus on
customers’ requirements and aspirations,
ranging from their experience of network
quality to the speed and usefulness of
the response from call centers.

The benefits: Boosting
business fundamentals

An operator that succeeds in optimizing
its order-to-cash cycle stands to gain two
major benefits that are fundamental to any
business. First, it will increase its revenues.
Second, it will simultaneously minimize its
costs and maximize its margins.
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Significantly, these wider and longer-term
advantages may not necessarily represent
the main drivers behind the optimization
program. In many cases, the costs of the
program itself can be fully justified by
more immediate benefits such as lower
interest costs and faster cash flow—the kinds
of highly measurable improvements that
lend themselves to a Six Sigma approach.

Beyond these is a range of customer-related
benefits that are equally significant but more
difficult to measure. As we have already
pointed out, in an industry with a generally
poor reputation for customer management
and service, significant competitive advantage
will flow from a strong reputation for dealing
with customers. Furthermore, an optimized
order-to-cash cycle provides a good basis
for developing and promoting customer
self-management, which in turn will free
up resources and enable the operator to
boost the standard of service to customers
who actually need its help.

The order-to-cash cycle represents the
core of a communications company’s
operations, containing all the shared
touch points between its business and its
customers. In an increasingly converged
world—one where many traditional
revenues are under threat—a sound

and cost-effective order-to-cash cycle
represents the key platform for fully
exploiting new revenue possibilities.
Clearly, optimizing the cycle creates the
basis for financial outperformance and
competitive edge with customers. But

it also does much more: It positions

the business for long-term survival and
success in tomorrow’s converged,
services-led marketplace.
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Contemplating
the Next Move

Operators around the globe are taking on major modernization programs that will mean a
fundamental change to their networks and systems architectures. Before spending vast amounts
on new technology, operators need to ask themselves some pretty fundamental questions about
why they are embarking on these ventures. Despite all the razzmatazz around the demand for
supposedly eye-catching new services built on convergence, the reality is that the rationale for
these programs is large-scale cost extraction and the drive to be the lowest-cost provider.
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by Patrick Glasheen and Graeme Clark

Anybody in the technology, media, and
communications sectors who hasn’t
heard the term convergence day in and
day out for the last year or so must have
been living on the moon. It’s the buzz of
the moment, and nearly every week we
hear about new convergence plays by
providers wishing to extend their reach
to begin the pillage of new markets.

But, what is convergence? If we assume it’s
about integrating computers, telephones,
broadcast technologies, and content
within all-digital environments, then the
value generated from convergence comes
from making innovative use of data from
various technologies for faster, more
flexible distribution.

The race to bundle

Convergence in the communications sector
can be considered in terms of network,
services, and application layers. These
layers typically map onto the three planes
that make up next generation network
architecture: the transmission, control,
and service planes.

Network. Transforming disparate, service-
specific network platforms into a common
and cost-effective IP-based platform.
Running one uniform network enhances
economies of scale and operational effi-
ciency and puts even greater importance
on traffic volume in the quest to be the
lowest-cost producer.

Services. Delivering voice, video, data,
messaging, and mobility services across a
wide range of terminal devices via a multi-
service platform over various networking
media—mobile, wireless, cable, DSL,

and Ethernet.

Application. Providing innovative services
based on network-based applications
and application-laden customer devices.
Applications service providers can use
network “hooks” to facilitate service
provision and retail competition in areas
such as interactive gaming, network-
based personal video recorders, and
other Web-based services.

In reality, operators are not currently
offering converged services in the true
sense. True convergence would lead to
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the integration of various technology
platforms and support systems. Operators
are bundling services together with some
integration and calling it convergence.
The “bundled” proposition, to date, has
been more prevalent than have unique
content and services.

Take, for example, the recent moves

in the United Kingdom by Carphone
Warehouse and Sky. These operators

are entering markets to tap into new
customers where regulatory and technical
precedents are already well established.
They are not providing new services
based on groundbreaking technology
innovation in which the services are
provided over a converged platform.

We can see why operators are backing
bundling, but are customers really crying
out for it? There is a built-in assumption
among many operators that customers
inevitably will be attracted to the funda-
mentals of bundled packages, including:

e Simplicity and one-stop shopping.

¢ Discounts from bundling services
(or, indeed, bundling services for free).

e Single bills.

“Build it and they will come” is something
we’ve heard before in this industry
(remember the 3G auctions?). This would
be a mistaken mind-set. Bundling of
services is not always in the interest of
consumers and they know it. Far from
enhancing customer loyalty and extending
share of wallet, there is a risk that customer
relationships may be undermined, and
the brand damaged, if new services are
perceived to be inferior to existing ones
or those offered by competitors.

If not presented effectively, a single bill
can destroy value from bundling, partially
through “sticker shock.” Also, it is a
constant reminder to customers that they
should be looking for rolling discounts,
free services, etc., as a reward for what
they spend.

Indeed, the faltering experience of many
new entrant, specialist triple-play providers
(e.g., Video Networks, Bulldog) suggests
that bundling per se is not highest among
customers’ purchasing criteria ... unless it
is offered for free.

The rocky road to
convergence

Many operators today view these apparent
contradictions as nothing more than early
frictions in the long-term move toward
convergence as a central driver of customer
behavior; and most have long-term plans
in place that feature network convergence
at their core. In effect, network convergence
is simply viewed as the next, natural, and
inevitable phase of network evolution.

Most major operators’ plans involve nothing
short of the complete transformation of
their networks and IT infrastructures. Apart
from cost reduction, they believe that this
transformation has the potential to create
value through the innovative use of data
generated from a variety of fixed, mobile,
and broadcast channels.

So, what plans are in place as operators
rush ahead with new technology investment
to provide true convergence? At the heart
of fixed and mobile convergence plans,
we find the concept of the next generation
network (NGN). NGN is the real enabler of
convergence at the network, services, and
application levels.

What is NGN?

A quarter of a century ago, incumbent
operators typically ran one network, the
public switched telephone network (PSTN).
The PSTN was designed to carry voice
only. As demand for data communications
developed, the incumbents were forced to
adapt. Rather than replace the PSTN, they
built new networks that ran in parallel—
and the overlay network was born.

As network technology continued to evolve,
so the number of networks multiplied to a
point where today most incumbents run a
very broad range of platforms, each with
its own distinct characteristics and billing
and support systems. The problem with
this approach is that it has created a
spider’s web of complexity, resulting in
huge operational inefficiencies, reducing
economies of scale, and duplicating capital
expenditures (capex).

NGN is about simplifying and delayering
networks. The goal is to enrich the service
portfolio, lower capex demands, and
deliver efficiency improvements. This goal



leads to a radically different view of how
networks are structured. As BT puts it,
the difference is like moving from a “bowl
of spaghetti” to a “meager lasagne” —
simplifying the network and streamlining
the organizational structure. Operators
are fed up with the inefficiencies of the
single-service vertical network approach
and see the deployment of multiservice
integrated networks based on IP as a
way to offer a variety of products to their
customers over a variety of access
mechanisms and customer premises
equipment (see Figure 1).

The ITU Telecommunication
Standardization Sector (ITU-T), which
coordinates standards for telecommuni-
cations on behalf of the International
Telecommunication Union (ITU), has
specified a working definition of NGN. It
defines NGN as a packet-based network
able to provide services, including
telecommunication services; able to
make use of multiple broadband,
quality-of-service-enabled transport
technologies; and in which service-related
functions are independent from underlying
transport-related technologies. NGN offers
users unrestricted access to various
service providers and supports generalized
mobility, which allows consistent and
ubiquitous provision of services to users.

One problem with ITU-T’s definition is
that it leaves various interpretations open
as to exactly what NGN is, as it is framed
in a set of generic principles, and this
can introduce commercial uncertainty of
where NGN begins and ends. Often we
find that the commercial function within
an operator expects a solution that is a
panacea for all an operator’s problems,
i.e., overnight NGN delivers a lower-cost
network with a rich set of functionality
that can be flexed quickly to provide a
broad range of services. This, clearly, is
not the case, and operators need to agree
from the outset on consistent corporate-wide
definitions of what NGN is, what services
they wish it to provide, and over what
time frames.

The key differences between a traditional
incumbent’s network and an NGN boil
down to some fundamental characteristics
(see Figure 2).
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Figure 1: Vertical vs. integrated IP networks
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A goal of next generation networks is simplification—replacing the complexity and inefficiency of
single-service networks with multiservice networks and their varied means of access to customers.

At face value, therefore, NGN sounds like
great news for operators—innovation drives
improvements in the revenue yield per unit
of traffic while technology drives down
the fixed cost (both capex and opex, or
operational expenditures) of the network.

Where from here?

Some incumbent operators are already
undertaking NGN activities. BT aims to
move the majority of its subscriber base to
“broadband dial tone” by 2009 and is looking
for annualized cost savings of GBP1 billion
per annum (pa) from its “21st century
network.” The company believes that capex
in the medium term is likely to be sustained

below current levels of GBP3 billion pa
once network migration is completed.
Broadband dial tone will provide services
at the click of a button, enabling customers
to come online virtually instantaneously.

KPN is in its first phase of moving to an
IP-everywhere environment for corporate
customers. The company aims to move
to an all-IP core backbone by 2007, with
Ethernet in the access network by 2009.
ATM (asynchronous transfer mode) and
SDH (synchronous digital hierarchy) will
be phased out of the network by 2010,
completing the move to IP. KPN’s head
count is expected to fall by 8,000 full-time
equivalents by 2009.

continues on next page

Figure 2: Traditional vs. next generation networks

Characteristics Traditional Next generation
Convergence Absent Inherent
Services Single Multiple
Network Multiple Single

Network access mechanisms | Single Multiple

Network access speed

Primarily narrowband

Broadband capabilities

Network building blocks Dedicated Reusable
Network management Less centralized Centralized
Product development Slower Faster
Service delivery & assurance | Slower Faster
Interfaces Closed Open

Customer experience

Complex to adjust
& less personal

Less complex to adjust
& more personal

Regulatory compliance

Rules clear

Rules a “work in progress”

Compared to traditional networks, the innovative characteristics of next generation networks appear
likely to improve revenue yield per unit and to reduce fixed costs.
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If we accept in principle that all incum-
bents have little choice but to follow the
likes of BT and KPN and build NGNs,
then the question is to what degree they
do so and over what time frames. We
believe operators need to ask themselves
eight basic questions before embarking
on the path to transformation.

1. How much can | extract in

cost savings?

The migration of traffic from traditional
networks to new networks (principally IP
and mobile) is reducing utilization levels
and creating operational and financial
inefficiencies, which feed a vicious spiral of
rising unit costs and reduced profitability.
The fixed NGN business case is primarily
about stripping out inefficiencies. Some
commentators see incremental revenue
growth opportunities as the icing on the
cake while others see it as a distraction to
the real driver for change—cost reduction.

If operators can streamline processes,
reduce head count by rationalizing
existing network assets, and efficiently
introduce NGN technology to replace
legacy assets, then migration to NGN
may realize substantial cost savings.
These are big ifs; however, the upsides
are also big.

For most operators, capex falls in the
range of 10% to 15% of revenue; opex

is typically three times the level of capex,
half of which is accounted for by staff
costs. Working on operational staff costs
alone, therefore, successful and complete
conversion to NGN allows operators to
effectively reduce the cost of the operational
workforce by 25% to 40%, equivalent to
around 4% to 9% of revenues. Given the
negative trend in fixed voice revenues in
particular, this opportunity is worth taking
extremely seriously.

There are, however, transition costs.
Nonetheless, the overall net present value
is still significantly positive. Citigroup
Investment Research illustrates this point
well. For a typical EU incumbent, they
estimate that in the migration phase, free
cash flow margins could fall by three
percentage points (two percentage points
of increase in capex and one percentage
point due to incremental opex). Citigroup’s
research does point out that post-transition,
free cash flow margins could be enhanced
by up to 16 percentage points, though
this appears quite aggressive.
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2. How do | manage my people to ensure
that we push through transformation?

People and organizational structures are
the main barriers to change. This is certainly
the case in the communications industry,
where each service platform is accompanied
by its own support organization and power
base. Simplifying and streamlining the
network service platform (from many

to one) represents a direct challenge

to the established order. To get close to
achieving the potential benefits of network
rationalization requires dismantling long-
established organizational structures and
work practices, while at the same time
building a new service organization.

A robust business case will need to factor in:
e The cost of redundancies.

¢ Retraining/recruitment of staff with
hybrid legacy and IP skill sets.

e The costs of and time frames needed for
the effective rebuilding of the organization.

3. How attractive is my regulatory
environment for NGN?

Before embarking on any significant NGN
investment, an incumbent needs an estab-
lished regulatory framework. Embarking
on NGN deployment without regulatory
certainty is a risk that operators should seek
to avoid. It is critical that the incumbent
fixed operator reach agreement with the
national regulatory authority, either on an
NGN amnesty or at least on technically
feasible points of access that do not
destroy the business case for investment
in NGN and ensure that the allowable
cost of capital reflects the migration risk.

Incumbents also need to steer clear of
onerous obligations relating to alternative
operator migration costs but at the
same time adhere to any regulatory
principles that the national regulatory
authority has established.

4. What kind of experience are my
customers crying out for, and will NGN
help me address their needs?

The benefits of convergence are clear for
operators in terms of cost reduction. More
elusive, however, is the question of how
close operators are to using NGN to match
the experiences customers demand. For
instance, deploying NGN access gateways
and controllers needs to do more than
just offer the same functionality over IP.

The operator must understand the customers’
needs —for quality of service, service level
agreements, etc.—that NGN can address,
identify its target segments, align its product
offerings, and develop an appropriate

channel strategy. Otherwise, it will acquire
the wrong customers, increase churn,

allocate resources to developing the wrong
offers, and fail with its distribution strategy.

Understanding the customer environment
and taking a customer-centric rather than
a network-centric approach to the services
from which customers will derive value,
and deliver loyalty to their provider, are key.
The introduction by BT of the Home Hub
and by France Telecom of the Livebox are
interesting steps in this direction, providing,
as they do, a beachhead from which incum-
bents can reach out to their customers.

The BT Home Hub is an asymmetric digital
subscriber line (ADSL) router with wired
Ethernet, USB, and wireless 802.11b/g
computer connections. Customers can
connect up to five DECT handsets and use
them to make voice over Internet protocol
(VoIP) calls. There is also one fixed VolP
socket for connecting the current telephone
to the BT Home Hub to make VolIP calls.

The Livebox is a combined wireless router
and modem with a socket to plug a phone
into to make cheaper VoIP calls. In July 2006,
France Telecom inaugurated its Livebox

Lab, an innovation nursery for Livebox and
all its partners to assist with the blossoming
of an open Livebox “ecosystem,” in line with
France Telecom’s convergence strategy.

5. How old is my existing network and how
mature is the replacement technology?
The age of the operator’s network is critical
to the speed of migration. If the operator
has a significant subscriber base on analog
or semi-digital technology, then migration
through legacy digital technology makes
little sense.

Even if the operator is fully digitized, vendors
may no longer support the software and
hardware releases. And migration to more
recent TDM (time-division multiplexing) or
NGN technology could be required for
meeting regulatory requirements, such as
number portability or carrier preselection.
On the other hand, if an operator has
deployed a modern network recently,
migrating to NGN too early will lead to
stranded assets and a significant write-
down of network value.



Fixed networks have become very
complicated, with the overlay of useful
and redundant architectures alike. NGNs
are designed to strip back complexity.
Nevertheless, operators need to proceed
with caution. Carrier-class NGN technology
is not yet as stable as many vendors
would like to make out, particularly Class 5
equipment that handles retail customer
services, residential gateways, and, of
course, the IP Multimedia Subsystem
(IMS) platforms, which are still evolving.

Indeed, how operators align their IMS
implementations with “Web 2.0” applications,
or second-generation Internet-based
services, is still a conundrum. Operators
need to ensure that they are deploying
proven technology, executing exhaustive
lab tests before piloting, and building in a
clear migration path so they have wiggle
room later.

6. What state are my business
processes in and the systems that
underpin those processes?

Both the business and the operational
support systems are core to the NGN
environment. Operators now wish to deploy
systems functionality that supports multiple
services, e.g., a common billing system for
all services rather than individual billing
platforms dedicated to specific services.

Along with the massive network and IT
investment, operators face the daunting
task of unpicking the crow’s nest of
overlapping, broken, or even nonexisting
processes across product-based fiefdoms,
in which each fiefdom has had its own
way of doing things.

Realizing cost savings while enhancing
the customer experience and ensuring a
smooth transition requires a complete
rethinking of the enterprise process model.
Many operators are seeking to redefine
enterprise processes along the lines of the
Enhanced Telecom Operations Map, a
business process framework developed by
the TeleManagement Forum. If handled
well, this approach could deliver:

e Better customer focus due to improved
alignment of supporting processes and
systems.

¢ Less requirement for opex due to
slimming down of overlapping or
broken processes.
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Primary Driver

Neutral

Disincentive

e A framework of key performance
indicators that encourages continual
improvement in performance.

* Agnostic business data on products
and services that speeds up the
deployment of new services.

The rate of change should be dictated by
how fit for purpose the current systems
architecture is and how costly it is to run.

7. Are my rivals driving me down

the road to NGN transformation?

The degree of competitive rivalry drives
how much additional functionality an
operator needs to add to its infrastructure
to grow ARPU (average revenue per user)
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Primary Driver

Neutral

Disincentive

and limit churn or how many costs it
needs to strip out to sustain margins. For
instance, if customers are migrating from
fixed to cable, what attributes must the
incumbent add to stop migration in its
tracks? Based on current solutions, NGN
as it stands in many cases may not be
the answer unless an operator is able to
extract enough costs that it can compete
better on price.

8. What kinds of products can NGN
really provide? Does it just offer more
of the same, except over IP?
Operators need to be careful that NGN
is not simply carrier-class voice delivered
over a packet network. On the other
hand, a lack of clarity remains around
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services that operators will offer. Apart
from the usual suspects, it is unclear
where the additional revenue will come
from. How many endless slide packs have
we all seen that tout instant messaging,
push-to-talk, and location-based services
as the primary services?

Clarity concerning the shape and compo-
sition of the product portfolio, tailored for
key market segments, can help operators
get more from this network transition, spare
capex, and provide a road map that guides
the evolution of NGN.

Conclusion

Operators can use the benefits of NGN to
reduce operating costs, decrease capital
expenditures, and grow incremental
revenue. Nevertheless, as the technology
is still evolving, operators need to take a
pragmatic approach to challenges:

e Focus on deploying technologies that
can increase your scale while taking
costs out of the business to become
the lowest-cost provider. If you are
unlikely to be able to attain the position
of lowest-cost provider, then leverage
yourself off the deployments of larger
NGN players and seek to differentiate
yourself through innovative services.

e Steer clear of the “half pregnant” approach
to new technology deployment. Test new
technologies in the lab, conduct pilot
tests, and if they work, aggressively
deploy them. If you don’t, you will just
end up managing even more platforms
than you did before.

e Clarify a common vision for NGN services
across the business and then focus on
exploiting any unique capability and
specialist expertise the business has
to offer to realize these services.

e Work through the impact of how massive
transformation of the network affects
the competitive environment and what
the regulatory implications are.

e Make sure you have regulatory certainty
before committing to huge investments
that may end up serving less as your
desired means of transformation than
as a springboard for another operator
to create value.

Failure to address these challenges before
embarking on NGN transformation is
equivalent to placing your shareholder’s
money on red and just hoping for the best.

Graeme Clark is a partner and Patrick Glasheen is an associate director in
PricewaterhouseCoopers’ Communications Valuations and Strategy team. For more
information, contact Mr. Clark by phone at [44] 20 7213 2866 or by e-mail at

graeme.clark@uk.pwc.com; or Mr. Glasheen by phone at [44] 20 7213 2930
or by e-mail at patrick.p.glasheen@uk.pwc.com.
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A Solid Defense

As communications companies face up to ongoing erosion in returns from their traditional
business, they find themselves at a crossroads. For many, the way forward lies in charting a new
strategic course as multiproduct entertainment and communications companies. As they embark
on this journey, operators are signing deals with content owners—who, in turn, expect and demand
that their content be safeguarded while it is on the network. For operators that traditionally have
focused largely on transmitting voice and data, content represents both a huge opportunity and a
challenging new responsibility. To respond effectively to each, communications companies need
to look beyond the technology and focus on the key processes that will keep content secure.
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by Quentin Orr and Steve Woolley

Picture the scene. Two established but
historically very different communications
companies—a European-based cable
company and a traditional fixed-line
telephone operator located in Asia—are
each seeking the best way to transform
their business for the future. Let’s call
them Operator A and Operator B. Both
companies know that their future
profitability and even viability depend
on migrating successfully into the multi-
product, content-rich entertainment and
media services marketplace.

Operator A, the European cable provider,
decides that speed to market is of the
essence in getting into this fast-moving,
new environment. So it sets out to develop
new, content-based products and services
rapidly on the basis of its legacy infra-
structure, using a range of specialist,
external technology vendors, consultants,
and third-party content providers for help
in bringing its new offerings to market as
quickly as possible. Long-term strategic
planning for content management, security,
and standardization takes a back seat in
the rush to roll out basic new services
and grab first-mover advantage.

In contrast, Operator B—the Asia-based
telephone operator—decides to leapfrog
the competition by focusing on product
differentiation, and to enter its local market
with an emerging and largely untested
IPTV (Internet protocol television) offering.
Its plan is to use still-evolving, leading-
edge technology to support sophisticated,
content-rich services, while also trying

to establish a framework for managing
such longer-term issues as standardization
and skills.

A tale of two operators?

Of those two contrasting approaches to
the same market pressures, which one
wins? Unfortunately, the answer to date is
neither of them. Operator A has succeeded
in coming to market, but with a range of
services that users and analysts feel lack
innovation and coherence. The company
also has become heavily reliant on external
vendors, and only now is starting to
appreciate the longer-term security,
operational, and skills challenges it faces
in the content-rich world.
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In contrast, Operator B has a firmer grasp
of the longer-term issues. But the size
and complexity of its initial product set,
and delays in the development of the new
IPTV software, have slowed down the
process of bringing the new services to
market. As a result, Operator B has found
its IPTV services stuck at the pilot stage
and has been forced to postpone its
launch plans as it seeks to fix a series of
complex technology issues.

Clearly, these hypothetical stories represent
two extremes in operators’ approaches to
the new, content-rich world of media.
However, while their approaches appear
different, both companies ultimately came
up against a common stumbling block.
Both found that it is vital to focus on getting
the key processes right—and not to rely
purely on technology, whether new or
legacy, to protect and control the valuable
content flowing across their networks.

Indeed, the choice of approach to the
multiproduct world has major implications
for operators’ future ability to maintain the
security of content. Security is absolutely
critical in sustaining the new service model
built on that content.

The challenge of content

The difficulties both fictional operators
faced reflect the fundamental challenge
most communications companies face
today. Traditionally, they have been
engineering-based businesses, focused
on maximizing the availability of their
networks. Their culture and mind-set have
centered largely on using technology as
a tool to solve most of the operational
problems they encounter. Now, as they
move into the content world, the limitations
of a technology-focused perspective are
becoming apparent.

Operators need to address this issue as
soon as possible because they are spending
significant amounts of capital to build out
their network and content management
systems. As they do so, they know that
the choices they make now will stay with
them for many years to come. They also
know that it will become prohibitively
expensive to make significant changes

to this infrastructure in later years, when
the pressure to achieve and maintain
profitability will be at its highest.

So, as they formulate their strategies
as content distributors, operators
need to ask themselves some key
questions, including:

e What should we focus on now as we
build out our networks for the future?

e What are the content management
issues today?

e Do we have the right people and
processes in place to manage this our-
selves after our early dependence on
technology vendors ends?

e Have we adjusted our policies and pro-
cedures to guide decision making in a
multiproduct environment?

e |s content security a key discussion
point as we develop new systems and
processes?

The answers will shape an operator’s entire
approach to acquiring, securing, and dis-
tributing content. And the first base for

any content strategy must be the ability to
keep content secure. Without that, there is
a real risk that the opportunities presented
by the multiproduct world not only may be
missed, but also may be subsumed by

liabilities and disputes with content suppliers.

Operator/content dynamics

To chart the right path forward, it is first
necessary to take a step back and
examine the emerging dynamics of the
relationship between operators and content
owners—both of whom face daunting
challenges to their business goals.

On the content side, content owners per-
ceive real threats to their existing revenue
models both from piracy and from the
impact of ongoing changes in consumer
behavior. The content owners do recog-
nize they need to adapt to consumers’
changing preferences. They also know
that adapting will mean investing in inno-
vations, such as making more content
available for time-shifted viewing and
making content more portable. Such
shifts can be summed up as enabling
consumers to watch what they want,
when they want, and with whatever
device they want. The revenue opportuni-
ties presented by such a model are
exciting but fraught with uncertainties.



On the other side, distributors—initially cable
companies but, increasingly, operators as
well—have invested heavily in infrastructure
that is technologically capable of carrying
rich content, and that provides the potential
for considerable and growing cash flow.
The bottom line is that they want to gain
access to as much high-quality content
as possible for distribution, and to pay
content owners as little as they reasonably
can. The problem for most communications
companies is that their existing back-office
infrastructure, even where it is now stable, is
immature with respect to protecting content.

So, there are clear competitive tensions
in the market. What is more, there is a
risk of those tensions continuing to hinder
the availability of digital content, due
largely to divergent viewpoints on either
side. On the content owners’ side, many
have neither encoded their entire catalog
for digital distribution nor negotiated
digital distribution rights for their content.
Their initial reluctance and cautious
approach to digital distribution more
readily reflects the fact that, despite
repeated attempts, they have not agreed
with the distributors on a mutually
satisfactory revenue-sharing model.

Movie studios, specifically, are also fully
aware that the threat of piracy has
undergone a step-change from “linear”
mechanical copying of VHS tapes to “viral”
sharing of digital files over the Internet.
Yet studios are skeptical of the ability of
distributors to protect their digital content
from piracy by both consumers and, to a
lesser degree, employees. Fanning the
flames of content owners’ fears about
piracy is their own inability to protect their
content even before they release it to
movie theaters.

Operators face equally challenging issues
on the distribution side. The technology
for the digital distribution of content is
immature, particularly in terms of the lack
of end-to-end de facto industry standards
for either digital rights management or
encryption. As a result, operators cannot
easily demonstrate the level of due care
needed to allay the fears of the content
owners. Content owners simply will not
accept operators promising to protect the
content, but not agreeing to be held to
any standards or audits. And, as content
deals and partnerships become more

extensive, the potential liabilities from
failures in content security could be very
heavy indeed for operators —possibly
even crippling their businesses financially.

Looking beyond technology

In such circumstances, it is clear that
rolling out services and technology like
video on demand in a hurried manner, and
without a lot of advanced thought on
controls, monitoring, and reporting, is both
shortsighted and highly risky. To position
themselves for success in the multiproduct
future, operators must look beyond the
technology aspects and focus strongly
on embedding the right processes and
people—both of which are equally critical
to the successful protection and security
of third-party content. To gain focus,
operators should step back from current
operations and ask themselves the following
questions, which might highlight the tell-
tale signs of exposure:

¢ Do you have policies in place to
address how people gain access to
content?

¢ Do you have a framework in place
to identify and manage the risks of
content security?

¢ Do you have decentralized organizations
that operate differently, by differing
rules and management philosophies?

¢ Do you monitor the movement of content
throughout your organization to quickly
identify unusual patterns?

¢ Are you highly dependent on third-party
technology vendors to support your
systems? If so, do you have processes
in place to monitor what they are doing
on your systems?

¢ |In the event of an incident, do you have
processes in place to enable you to
understand what happened and identify
your vulnerabilities?

¢ Do you have technology architecture
standards that dictate the methods
and configurations for deploying
new supporting technology in your
environment?

As we have already pointed out, given
their history as infrastructure players, this
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Figure 1: Recommended content
security framework
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Operators must put a framework in place that
supports digital rights management (DRM), and
that enables them to understand the risks sur-
rounding content and develop the capabilities
and processes to mitigate those risks.

holistic perspective requires a change

of mind-set and culture for traditionally
engineering-based operators. They now
must become adept at the entire content
management and distribution life cycle,
ensuring that they know at every stage
exactly where the digital content is, who
has access to it, and for what purpose.

A typical framework for content security
is illustrated in Figure 1. As the graphic
suggests, establishing this control
requires operators to understand their
risks and develop a number of capabilities
and specific processes to mitigate those
risks. Processes might include formal
authorization processes before employees
or business partners are given access to
content; two-factor authentication methods
to get access to high-value content; con-
tinual monitoring of content management
systems; and pressuring technology
vendors to build the best available security
into their applications before they go live.
With respect to individuals’ capabilities,
whether an operator has a linear video or
a fixed telephone line heritage, many of its
people may need training to understand
the new challenges associated with a
network-based content management and
delivery system.

On a higher level, establishing control
means operators must avoid becoming
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overly reliant on the promises and hype
surrounding the claimed benefits that
technology can deliver for their business.
It means accepting that technology merely
facilitates effective content security—and
that, for technology to fulfill this role, the
operator first must have the processes,
operations, and people in place to make
use of the right technology tools. Such
processes include proper authorization
and auditing, supported by technology
that can provide authentication and
access control, to allow content to move
through the organization in a controlled
manner. And, establishing control means
operators being ready and willing to
submit themselves to the scrutiny of
content partners who demand hard
evidence that their assets are secure.

As operators strive to achieve content
security, a further hurdle for many of them
lies in the disparity and relative lack of
connectivity among their existing
systems. This situation, which mirrors
that in many cable companies, tends to
encourage bolting on various systems,
including content management and secu-
rity, as additional solutions. Again, this
approach can hinder the ability to take a
holistic perspective and it raises the risk
of directing insufficient attention to and
investment in the checks, balances, and
governance processes needed for effec-
tive content security.

Models to follow

As communications companies implement
their strategies into operations, what models
or templates might they choose to follow?
One useful starting point may be to examine
how the major movie studios have tackled
the issues of content security and piracy

by building specific specialist capabilities.

Most of the leading studios have established
expert teams that focus exclusively on
content security and processes, and that
most often operate independently of the
traditional mainstream IT department. As
operators and other digital distributors
handle greater and greater volumes of
high-value content, and do so increasingly
in real time, we believe they should consider
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developing dedicated capabilities of this
kind internally. By concentrating solely on
protecting content, rather than that being
one responsibility among others, such
teams avoid the distractions and lack of
clear lines of accountability that can hamper
an operator’s performance in this area.

In assembling a team, operators should
aim for a combination of technical and
business skills. The head of a team would
need to interface internally with product
development and engineering teams as
well as externally with content owners,
technology vendors, and their attorneys.
For the business skills, it might be helpful
to look outside the organization to other
industries more familiar with content
negotiations and usage rights and obliga-
tions. For the technical capabilities, it
may be possible to find the right individuals
within the existing engineering or IT security
functions, provided they do not carry any
pride of ownership over the existing systems
and processes. We suggest starting small
with a team of two to three people and
expanding as the volume, value, and
various types of content increase.

A rigorous, focused approach will become
all the more valuable over the coming
years, as joint ventures, collaborative
partnerships, and information sharing
between operators and content providers
continue to increase in number, scope,
and complexity. Such arrangements often
involve sharing or transmitting content
among multiple partners, networks, entities,
and teams—creating security risks and
vulnerabilities at every hand-over point,
as well as in the end-user distribution
arena. In this kind of environment, the
value of an effective process for monitoring
and tracking content will truly come to
the fore. And, as we have already pointed
out, the contractual liabilities for a security
failure could be onerous.

Quentin Orr is a director and Steve Woolley is a partner in PricewaterhouseCoopers

No silver bullet

For today’s operators, the overall messages
are clear. Content security is critical to
operators’ business models as future
multiproduct providers. And while tech-
nology plays a key role in operators’
content security, it is just one element
among many. In other words, technology is
not a silver bullet for content protection—
and to think otherwise is not just misguided,
but dangerous. The need to focus on
processes is all the more critical for
operators that possess, as many do, a
disparate and largely unintegrated legacy
IT architecture. In these circumstances,
the only way to pull together all the strands,
short of replacing complete systems, is
through robust, overarching processes
and controls.

However, operators must balance the
need for processes with commercial time
pressures. Upon deciding to enter the
multiproduct content space, they need to
move as quickly as possible. With this in
mind, operators tackling content security
must focus on doing so at high speed
while also ensuring effective and compre-
hensive execution. Also, given the shifting
and evolving threats to content security
resulting from the rollout of broadband IP
and increasing consumer empowerment,
operators should constantly review and
fine-tune their overall approach and specific
processes to ensure that they remain fit
for purpose.

Digital content opens up new vistas of
opportunity for operators—but also brings
risks and responsibilities that lie outside
the traditional scope of their business and
capabilities. Technology is part of the
answer. But unless the right processes
and governance are in place as well, an
operator that embarks on the digital
journey risks far more than it needs to.

’
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The Benefits
of Conformity

As communications companies across Asia Pacific continue down the path of transition to
International Financial Reporting Standards (IFRS), they face the same wide array of opportunities
and challenges as other operators. On the plus side, they can learn from the prior experience of
their counterparts elsewhere that have already made the transition. On the downside, they must
cope with a regional environment where the move to IFRS and the convergence of standards
are progressing at varying speeds, and where interpretation and application continue to differ
from market to market. However, Asia-Pacific operators that determine to go beyond mere
compliance, and that succeed in using their IFRS transition as an opportunity for transforming
their financial reporting processes, controls, and governance, stand to reap substantial benefits
in both the competitive environment and capital markets.
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by Chee Kheong Poh Lim, Kevin
Stevenson, and Andrew Parker

The Asia-Pacific region comprises countries
at varying stages of economic development,
and with significant cultural and historical
differences among them. This diversity,
however, has not prevented the move to
adopt or allow International Financial
Reporting Standards (IFRS) from gathering
pace. The shift to the new standards is
now well under way in most territories.

Countries and operators across Asia Pacific
vary widely, both in their approach to
IFRS and in how far they have travelled
down the road toward adoption. Operators
such as Telstra in Australia, Hutchison
Telecom in Hong Kong SAR, Telecom
New Zealand in New Zealand, and SingTel
in Singapore have already reported IFRS-
equivalent year-end information to their
investors and stakeholders. So have the
main Chinese operators who currently
report under Hong Kong generally
accepted accounting principles (GAAP).
The Philippines have already harmonized
their standards with IFRS. China and
Indonesia have plans to do so by 2007 and
2008, respectively. And Malaysia, Korea,
Taiwan, and Thailand are all in the process
of converting their accounting standards
to IFRS, although no specific timetables
for completion have been determined.

Operators in some other countries—notably
Japan and India—will have more time to
get ready for IFRS since no road map has
yet been drawn up for the transition.

The variations in approach and adoption
raise particular challenges for the region’s
communications companies and investors.
Not least among them are the challenges of
understanding IFRS as it is applied globally
(and not just as it is documented in regulatory
and corporate pronouncements), mapping
out the right strategies for transitioning to
IFRS, and resolving the specific accounting
issues that are confronting (and will continue
to confront) many operators during and
beyond the transition.

While, clearly, operators making the transition
will need to develop IFRS-compliant systems
and processes, there are considerable
opportunities for exploring potential
synergies and savings through initiatives
such as streamlining existing reporting
processes and minimizing the need for
manual intervention. Crucially, the operators
likely to experience the greatest benefits
from the change to IFRS are those that
approach it as an opportunity to position
themselves for future success, rather than
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as an exercise in complying with externally
imposed IFRS reporting deadlines.

Creating competitive edge

This likely premium for going beyond
compliance reflects the fact that, going
forward, the quality, clarity, and credibility
of IFRS reporting and disclosures could
well become a competitive advantage, with
implications for share prices and costs of
capital. The likelihood of this was borne out
by the PricewaterhouseCoopers/Ipsos
MORI survey of fund managers in the
United Kingdom, published in June 2006.
Two-thirds of the 75 fund managers surveyed
said they found the detailed financial
accounts “very” or “fairly” useful, and
one-third said they had actually changed
their investment decisions as a result of
IFRS information.

Interestingly, these findings among fund
managers appear to contrast with a separate
UK survey of senior finance executives

in 93 of the London Stock Exchange’s
FTSE 350 companies, published by
PricewaterhouseCoopers/Ipsos just one
month later, in July 2006. Only one in five
of the executives interviewed believed
IFRS would be useful to fund managers
and analysts. A mere 11% thought that
conversion to IFRS had resulted in a
“very” or “fairly” significant impact on the
way shareholders and market analysts
viewed the performance of their company.

This marked difference in viewpoint seems
to reflect investors’ perception that strong
and immediate benefits will flow from the
increased disclosures and pan-European
or even global comparability under IFRS.
Companies, on the other hand, may have
been so preoccupied with bearing the
costs—both human and financial —of the
conversion process that few have been
able to focus on the possible direct benefits
in the short term.

Taken together, these findings suggest a
substantial and possibly urgent need for a
facilitated dialogue between the preparers
and the users of accounts. This is especially
the case since some 85% of the respondents
to the executive survey noted how their
company had found it more difficult to
explain their results under IFRS. The
survey respondents also agreed that further
efforts would be required to improve levels
of IFRS knowledge among senior executives.
Although audit committees were generally
seen as relatively knowledgeable about IFRS,
chief executives and the board as a whole
were seen as having room for improvement.

Moving from “project”
to “business as usual”

What are the implications of these findings
for communications companies in the
Asia-Pacific region? To assess this question,
the first step is to establish the current
state. Many of the region’s operators have
already raced for, or completed, their first
year-end close. To meet the prescribed
deadlines, a number of operators have
had to generate some IFRS numbers
outside their normal reporting systems,
often relying heavily on tactical “fixes”
such as spreadsheet reconciliations.
Short-term fixes of this type can be difficult
and time-consuming to repeat, and may
well increase the risk of human error.

To become truly effective, the changes need
to be embedded. Otherwise, the reporting
processes can become unsustainable,
and the risk of control deficiencies and
material errors may increase, especially in
the complex areas of accounting that are
often involved (see Figure 1).

Though many Asia-Pacific entities do not
need to comply with the requirements of the
Sarbanes-Oxley Act in the United States, it
is very evident that the accent on having
proper processes underpinning financial
reporting is being widely felt. The issue of
interpretation discussed later in this article
and this increased emphasis on controlled
processes are closely related, as is the issue
of strategically managing the transition to
IFRS by embedding it in management
systems. A survey in the US of Securities
and Exchange Commission (SEC) filings
up to the end of September 2006 shows
that the telecommunications industry
continues to have the highest proportion
of adverse Section 404 opinions of any
industry group. Underlining our point is
the fact that the most commonly identified
material weaknesses involved inadequate
accounting documentation and procedures,
incidences of material and/or numerous
year-end adjustments, and restatements.

Given this background, the key challenge
is to manage the reporting processes so
as to provide timely and reliable information
without a special IFRS project team, thereby
turning IFRS from a distinct program or
project into “business as usual.” To do this,
the company needs to put in place systems,
processes, and teams capable of responding
speedily and decisively to the rapidly
changing financial reporting landscape.

Aside from embedding IFRS in business
as usual, a further challenge that operators
in Asia Pacific face is how to consistently



Figure 1: Home country GAAP to IFRS transition adjustments

Accounting area Number of companies

Financial instruments
Business combinations
Employee benefits
Taxation

Revenue recognition

Share-based payments

13
11

In a survey of recent financial reports of 13 major communications companies based outside
the US, PricewaterhouseCoopers found that the most common local GAAP to IFRS transition
adjustments occurred in six complex accounting areas.

interpret the standards—an issue that the
regulators charged with checking compliance
also face. Organizations of all kinds are
now coming to appreciate that the move
to principles-based accounting standards
under IFRS gives rise to many questions
that need to be answered in specific areas
of application. It is no longer satisfactory
for a company simply to arrive at an
answer from its own experiences. Instead,
entities today need hard, verifiable assurance
that their answers and approach are
defensible in the light of global practice,
and that they are consistently applied.

This requirement implies a need for con-
sultation and process. IFRS has come

an enormous distance in a relatively short
period of time. The convergence of standards
and alternative interpretations on a global
scale can be expected to take some time,
and may well take longer than the initial
transition to IFRS has taken to date. Some
of the more important areas where divergent
views and practices exist are covered below.
While the IFRS community — preparers,
regulators, standard setters, and the
accounting/auditing profession—continues
to work toward a consistent set of global
interpretations, management must take
responsibility for ensuring that their
company’s accounting policies continue
to reflect sound business practices.

Although compliance with the standards
has to be achieved, companies should
not assume that consistency necessarily
means identical application or interpretation
of IFRS. Equally important is that IFRS
reporting be consistent internally, which
helps ensure that new accounting practices
form an integral part of everyday activities
and that sound IFRS reporting is achieved
efficiently and effectively.

In the absence of specific guidance in
certain areas, operators—especially

foreign private issuers registered in the
US with the SEC—have a clear desire to
minimize the number of reconciling items
under US GAAP. To do this, they may
consider turning to US GAAP guidance,
to the extent that it does not conflict with
IFRS. For example, in the area of revenue
recognition, it is widely acknowledged
that US GAAP offers extensive guidance
that can be usefully adapted for application
under IFRS.

Drawing on such guidance may offer an
easier route to IFRS compliance. The
potential downside, however, is that off-
setting uncertainties by reference to rules
may prove self-defeating in the move to
principles-based financial reporting.

Guidance and regulation

As IFRS is rolled out, the aim is for national
guidance on IFRS to be kept to a minimum.
Instead, views and priorities are to be fed
to the International Financial Reporting
Interpretations Committee of the International
Accounting Standards Board (IASB) to
develop a clear consensus on international
interpretations. This approach stems
from the expectation that the principles
underlying a particular set of facts and
circumstances will almost always have a
parallel application in other countries.

In moving toward a consensus, the standard-
setting bodies must perform a fine balancing
act. On the one hand is a need to avoid a
plethora of interpretations emerging from

various bodies. On the other is a need to

recognize that the commercial substance
of apparently similar transactions can and
does vary among markets and operators.

Regulators are expected to weigh in with
their views. But they also must recognize
the benefits of working closely together

to reinforce the credibility of IFRS, and to
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achieve convergence toward high-quality
global accounting standards that will
ensure the providing of transparent,
comparable information in general purpose
financial reports.

One positive development in that regard is
the move by the International Organization
of Securities Commissions (IOSCO) to
maximize coordination and convergence,
and thereby to facilitate consistency, by
establishing a system for participating
IOSCO members and other independent
enforcement organizations to consult and
share information. But whatever approaches
and structures are used, in the final analysis
it is in the interests of all parties—preparers,
auditors, and regulators—to do what they
can to ensure the robust and internationally
consistent application of IFRS.

Specific accounting issues

Achieving a single set of high-quality,
understandable, and enforceable global
accounting standards—with the aim of
overcoming the costs and inefficiencies
that stem from differences in accounting
methods—is the “holy grail” of accounting.

Beyond issues of general IFRS guidance
and regulation, experience elsewhere
suggests that operators in Asia are also
likely to face a number of specific issues
concerning their accounting approach and
treatment. Driving some of the issues is the
ongoing process of convergence between
accounting standards. Driving others is the
need to handle rapid and continuing change
in the industry, change that ranges across
new product lines, revenue streams, billing
methods, business combinations, and so on.

In terms of accounting issues resulting from
convergence of standards, a significant
development occurred in February 2006.
The IASB and the US Financial Accounting
Standards Board (FASB) established a
2006-2008 road map for convergence
between IFRS and US GAAP. In publishing
the road map, both the IASB and the FASB
re-affirmed their shared commitment to
enhancing consistency, comparability,
and efficiency in global capital markets.
The main points of the road map and
underlying agreement are shown in the
box on page 36 and Figure 2 on page 37.

Many of our clients are questioning not
only the technical reporting challenges
that the new standards present, but also
the broader overarching issues. Most
notable is the perception that IFRS has
complicated their home country accounting.
Although it is easy to attribute increased
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The IASB/FASB road map

Based on the road map the two organi-
zations published in February 2006,
the IASB and the FASB agreed to:

e Work toward a conclusion by 2008
about whether major differences in
certain areas (listed below) should
be eliminated through one or more
short-term, standard-setting projects.
If so, they will complete or substan-
tially complete work in:

- Fair value option

- Borrowing costs

- Government grants

- Joint ventures

- Segment reporting

- Impairment

- Income tax

- Investment properties

- Research and development
- Subsequent events

e Undertake and make significant
progress on joint projects by 2008 in
topics regarded as candidates for
improvement, potentially including:
- Business combinations
- Consolidation
- Fair value measurement guidance
- Liabilities and equities distinction
- Performance reporting
- Post-retirement benefits

(including pensions)
- Revenue recognition
- Derecognition
- Financial instruments
(replacement of existing standards)
- Intangible assets
- Leases

complexity to the new accounting framework,
being aware that, in most cases, the
standards reflect our current business
environment is important. This is especially
true for the communications industry.

A wide range of accounting issues arises
from the need to transition to IFRS while
dealing with rapid, sweeping industry
changes. The tremendous upheavals
undergone by communications companies,
both in the Asia-Pacific region and globally,
are reshaping the industry. The need for
flexible and durable systems and reporting
processes capable of adapting to change
is likely to become more pressing. How
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to ensure that the increasingly complex
transactions and arrangements seen in
the industry comply with IFRS will continue
to be a challenge—as today’s complex
transactions mean simple accounting
answers are a thing of the past.

Following is a summary of the interplay among
six major industry changes currently under
way and their implications for accounting.

Business combinations. As communications
companies search for new markets, new
areas of growth, and new business
opportunities, they will find that traditional
competitors may morph into valuable allies
and new partnerships may be formed with
start-up entrants. Assets—and even cus-
tomers—may have to be shared, and mergers
and acquisitions (M&A) may surge, allowing
fewer but stronger companies to emerge.

IFRS has introduced sweeping changes to
the way business combinations are accounted
for, and these changes have potentially
profound ramifications for financial
reporting. For example, more intangible
assets are expected to be separately
identified and recognized—and the task of
determining and explaining “fair values”
for them will pose a significant challenge
to operators engaged in M&A activities.

The ability to report post-acquisition
improvements can be built up only through
management actions to integrate the
acquired entity and extract cost and
revenue synergies, bringing into sharp
focus the underlying quality of the M&A
deals undertaken by those operators.
Some of the more common intangibles
to arise in a business combination are
licenses and customer-related intangibles
such as contracts and customer lists.
Each of those poses its own challenges
in arriving at fair value and requires
careful consideration of the most appropriate
valuation technique to apply.

Impairment. The ongoing erosion of com-
munications companies’ traditional core
voice businesses may well accelerate. Areas
that have already been especially hard hit
include fixed-line revenues, with tumbling
long-distance prices and flat-rate mobile
phone plans lowering per-minute charges;
and revenues further whittled away by
innovative IP-based services and continued
mobile subscriber growth. As such trends
continue, impairment reviews of acquired
goodwill, intangible assets, and other tangible
assets will become an established and
regular procedure for many operators.

Never have consumers and businesses
pushed so hard and so fast to accelerate
and incorporate technological changes
into the services they buy. To keep up
with this demand, operators are being
forced to venture into unexplored territory
where they face an uncertain return on
their considerable investments. One
effect of the longer return horizons on
investments may be that a higher proportion
of value will be realized in the later years.
This may involve the use of projections
based on forecasts in excess of five years
in impairment testing of assets—an
approach that will need to be justified in
a robust and explicit way under IFRS.

At the same time, many of the long-standing,
virtual walls within operators are being
eliminated as they experiment with new
business models, blurring the distinctions
between their traditional businesses. As
a result, it is becoming even harder to
establish what constitutes a cash-generating
unit in impairment testing of acquired
goodwill and intangible and tangible assets
for accounting purposes. How a cash-
generating unit is defined can also affect
what is shown as a “discontinued operation”
when a business is disposed of. Operators
will need to revisit their approach to this
issue when they change the way they
generate cash flows or monitor their
businesses. Early consideration of the
potential implications of strategic business
decisions is essential in avoiding unexpected
outcomes or surprises.

Restructuring and structured solutions.
Communications companies are under
continuing pressure to enhance their
financial performance and improve their
bottom line by driving down the costs
associated with network access, provi-
sioning, remediation, maintenance, and
service. To achieve this, they may extend
their use of outsourcing from traditional
functions, such as customer care and
data inputting, into complete service
solutions. Outsourcing may involve the
service provider’s taking on an increasing
proportion of an operator’s businesses or
operations, including such areas as
network management and maintenance.

Outsourcing arrangements of these types
are often complex and multifaceted, with
a series of related transactions involving
the use of assets in combination with the
provision of the related services. The way
these arrangements are separated into their
individual components to be accounted



for can significantly affect the operator’s
reported results. For example, such
arrangements may contain leases that
are required to be separated from other
elements in the arrangements.

Revenue recognition. The consumption
of communications services has continued
to grow rapidly in recent years, but down-
ward price pressures exerted both by
traditional and nontraditional rivals have
prevented profits from doing the same.
Customers continue to clamor for more,
better, and better-integrated products.
Operators are scrambling to evolve new
business models based on offering
advanced and value-added services. The
key accounting issue includes whether the
services can be technically and commercially
separated and, if so, whether the fair values
can be reliably determined.

With the ongoing upheaval in the content,
distribution, and technology sectors,
communications companies can be
expected to seek to own—or at least to
secure continuous access to—valuable
content in order to meet the needs of
consumers. Given the lower-than-expected
demand for wireless data services, such
as video calling and video downloads,
companies are under increasing pressures
to demonstrate how data services can be
their main driver of earnings growth.

Historically, the local legal structure
might have governed the principal/agent
relationships between content companies
and operations, leading to operators
accounting for revenue on a gross basis
rather than net. The appropriate revenue
recognition treatment under IFRS needs
to be considered in light of the individual
circumstances but can often lead to

net presentations.

Intangible assets. Communications
companies know they have to spend
money to make money. This awareness
reflects the fact that intense price wars,
rapid technology shifts, and an uncertain
regulatory environment have made it diffi-
cult to attract customers—and even
harder to retain them. Historically, some
operators may have deferred handset
subsidies and other customer acquisition
and retention costs based on the contracted
period. As competition intensifies, operators
might find themselves practically unable
to or unwilling to enforce their contracts,
making it debatable whether such costs
can be carried forward.
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Figure 2: IFRS/US GAAP reconciling items

Accounting area Number of companies

Taxation

Financial instruments
Employee benefits
Goodwill

Intangible assets

16
12
11
10

Some of the IASB/FASB road map items could have a potentially major impact on how
communications companies must carry out accounting. In a survey of recent financial reports

of 16 major communications companies based outside the US, PricewaterhouseCoopers found
that the most common local GAAP (predominantly IFRS) to US GAAP reconciling items occurred

in five specific accounting areas.

Emerging from the hangover of high up-
front fees for 3G licenses (especially in
Europe), and realizing that 3G is unlikely to
be an immediate and major source of
growth for most carriers, the authorities
responsible for the licensing of radio
frequency spectrum in most countries are
now proceeding more cautiously with their
licensing regime. Companies may own

the rights to use and operate specified
spectrums over a period of time through a
combination of up-front fees and periodic
minimum fees plus a variable portion (often
to be determined on the basis of future rev-
enues from the services). The complexity of
these arrangements presents real challenges
when it comes to measuring the initial
asset to be recorded at acquisition, and the
corresponding liability for future payments.

Depreciation and useful lives. Across
the content, distribution, and technology
sectors, convergence is now emerging as
the predominant industry dynamic. The
move to triple-play services is putting
operators under intense pressures to rapidly
upgrade to systems that can price, provide,
and bill new voice, video, and data offerings.
The increasing pace of technological
change requires regular monitoring of the
estimated useful lives of assets.

Pushing beyond traditional
boundaries

As the communications industry, in Asia
Pacific and worldwide, continues to undergo
a sweeping transformation, operators
need to be strategically flexible and vigilant
in monitoring, anticipating, and responding
to relevant shifts in the marketplace. The
relentless pace of industry change—coupled
with the evolution of an internationally

consistent understanding of IFRS and the
convergence between IFRS and US GAAP—
can be expected to place a fierce strain
on operators’ current reporting systems,
processes, and teams. Operators need to
have in place financial reporting capabilities
that can respond effectively to this envi-
ronment. Otherwise, they will end up facing
problems that extend far beyond the realm
of financial reporting, ultimately affecting
every stakeholder in the business.

The good news is that the IASB, having
recognized that companies are still finding
the transition to IFRS challenging, recently
announced that no new standards will be
effective until 2009. Although the IASB
will continue to develop, amend, and
potentially issue new standards and inter-
pretations, adoption won’t be mandatory
until 2009. This comes as a relief to our
clients, many of whom will spend the next
few years of stability coming to grips with
the standards currently in place.

Chee Kheong Poh Lim is a director
and Kevin Stevenson is a partner in
PricewaterhouseCoopers’ Global
Capital Markets group. Andrew Parker
is a partner in PricewaterhouseCoopers’
Communications Industry group.
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[61] (3) 8603 2627 or by e-mail at
chee.kheong.poh.lim@au.pwc.com;
Mr. Stevenson by phone at

[61] (3) 8603 3009 or by e-mail at
kevin.stevenson@au.pwc.com;

or Mr. Parker by phone at

[61] (2) 8266 0218 or by e-mail at
andrew.parker@au.pwc.com.
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Perspectives

Cable operators are rapidly moving away from purely
delivering television and movie channels to customers.
They are shaking up the communications and media
markets around the globe as they seek to improve their
financial and operational performance by delivering
broadband voice and data applications, owning and
distributing unique and exclusive content, and becoming
the provider of choice to more consumers.

In the following interviews, we hear from executives at three
cable companies that represent differing markets and
stages of evolution. Their opinions and outlooks offer some
interesting insights as to where this market is headed.

PricewaterhouseCoopers
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An Interview with Steve Burke,
Comcast Cable

Comcast Cable is the
largest provider of cable
services in the United States
and one of the world’s
leading communications
companies. The company
offers digital voice, video,
and data services and
develops and delivers
innovative programming.
Here, Steve Burke,
Comcast’s COO and
president, talks about

the reality of competition
with telcos, the importance
of customer service, and
how triple-play services
and content will drive the
company’s growth.



Communications Review: Competition
in the communications market is very
intense. With traditional and nontraditional
operators offering similar services—video,
broadband, voice, mobile—boundaries
are being blurred. Who do you see as
your main competitors right now?

Burke: The cable industry in the United
States has had robust competition from
satellite for more than 10 years. EchoStar
and DirecTV, in particular, are two well-
financed, aggressive competitors of ours.
What is new in the United States is the
impending entrance into the market of the
big regional telephone companies. The good
news is we have some advantages that |
think are going to prove to be beneficial
over the next five years.

The first advantage is that in virtually all of
our markets—we pass 45 million homes—
we can offer the triple play of video, voice,
and data. Our competition can offer all three
products only to a very small number of
homes in our markets. Specifically, fewer
than a million of the homes that we currently
pass can get all three products from a
competitor. And it’s going to take the
regional Bell companies, in our estimation,
a long time before they are in a position
to do what we can do already.

The second reason why we are excited
about the triple play is that offering all
three products over the same infrastructure,
installed by the same person with one
consolidated bill, and doing it all for a
very attractive price is a better value for
our customers than buying it on an a la
carte basis would be. Also, we can deliver
very efficiently over a pipe that we have
already invested in, we use our existing
technical workforce, etc. So the triple
play is what has really changed the US
cable business over the last year or so.

Cable companies used to grow about
10% per year, and now most cable com-
panies are growing up to 15% per year.
When we were in the video business, we
struggled to maintain the same number of
subscribers every year. Now we are in a
position where we are gaining a lot of
telephone customers. This year we will
gain about 1.5 million telephone customers
and 1.5 million high-speed data customers,
and our total customer accounts should
grow because we are doing this. So we

look at the next five years as a chance for
us to gain significant market share. That’s
not to say Verizon and AT&T won’t take some
of our video customers, but we think we will
take a lot more of their phone customers.

The triple play is going to fuel all three of
our businesses in a way that our competition
can’t really match in most of our footprint.

Communications Review: Competition
in the US market is characterized as
head-to-head across all of these markets
and equal footing from a technology
perspective. Is this the reality?

Burke: | think that a year ago people
expected head-to-head competition
everywhere, immediately. | think they
ignored the challenges the Bells are going
to have as they enter the video business,
and they ignored the head start we have
in getting into the phone business.

| believe that has changed now, although
a lot of people still assume that the Bells
are closer to having video than they are.
There are two strategies. One is a strategy
Verizon has that involves building out
fiber. They are building out three million
homes a year, so it’s going to take them
a long time to grow. Right now, they have
five to six million homes to which they
can offer FiOS [fiber optic service], or
really high-speed Internet, immediately.

AT&T, BellSouth, and everyone else are
using a technology called IPTV [Internet
protocol television], which no one in the
US has deployed at scale. IPTV has a lot
of technical challenges, particularly in a
country like the US where there are long
geographies, large distances. The twisted
pair, which has been around for over a
hundred years, was designed for a point-
to-point phone call—not for delivering TV.

It’s not unreasonable to assume that over
the next four or five years we will get 20%
telephony penetration—which will be nine
million customers of our 45 million homes.
If we get 10 or 20 times as many telephone
customers as the regional Bell companies
get of our video customers, then it’s all
going to be positive.

In this process, what we are really trying to
do is gain not only market share but also

customers who have our Internet service,
phone service, and video service. They
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have their e-mail address, their telephone
number, and everything they do regarding
video with us. Once we get customers
buying all three products, they are much
less likely to leave.

Communications Review: Are you finding
that churn rates are increasing in areas
where the telcos have built fiber?

Burke: In terms of video, there are fewer
than one million homes in our footprint to
which the telephone companies could
offer video. In these areas, we don’t think
the telephone companies have a significant
number of subscribers. So, right now,
video is not a relevant question. In terms
of high-speed Internet, they do have
some customers but a small number in
comparison. We have 10 million high-speed
data customers in our footprint, and they
have fewer than 100,000 of our high-speed
data customers.

A reality for us is that we have had head-
to-head video competition with DirecTV
and EchoStar for 10 years. Based on our
experience and our thinking, when you
have one supplier of a service, some
percentage of the market—15%, 20%,
25% —will do anything to get a second
supplier. Compared to our 10 or 15 years
of competition from the satellite compa-
nies, the regional Bell companies had no
competition for phone services until the
cable companies showed up. We think it’s
been much easier for us because we are
the second entrant into the phone business
and the phone companies are the third or
fourth entrants into the video business.

Communications Review: Can you talk
a little bit about customer relationships
and the role they play in competition?

Burke: That’s our biggest challenge. Ten
years ago, a cable company had only one
product—analog cable—and at the time
people would pay $20 a month to get 40
or 60 channels of TV. Today, the majority
of our customers pay us more than $80

a month and many pay us $120 to $125
per month; inevitably, people’s service
expectations are greater when they pay
that much money.

We have 70,000 employees in the Cable
Division, and we are growing revenue-
generating units at a rate of 15% to 20%
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a year. Every 18 months or so, we are
introducing a new line of business. It’s
very hard to manage that growth and
improve our service when we have a lot
of employees who grew up in an environ-
ment where service wasn’t as important
as it is today.

How do we manage the growth, how do
we stay competitive, and how do we keep
our service or improve our service in the
process? It’s almost tempting to slow
down and just concentrate on service,
but our feeling is that we have a window
here and we need to be aggressive on
units while trying to improve the service
at the same time.

Communications Review: Where is the
next growth opportunity for Comcast?

Burke: One of the wonderful aspects of
the cable business is that for the last

10 years there have been new growth
initiatives. The business never has slowed
down. We’ve had 24 consecutive quarters
of double-digit growth. A lot of the growth
for the last 10 quarters has been digital
and high-speed data. We see the com-
mercial, or corporate customer, segment
as the next growth engine; it is bigger
than our existing residential business. If
we get 20% or 25% of that segment, that
will be a great driver of growth.

We think that, if you look at our footprint,
about $20 billion worth of commercial
business is done in the areas we serve.
Somewhere around 70% of it is from
small and medium-sized businesses,
which we think are a better target for us
because we have fiber very close to a lot
of those businesses. Trying to compete
to replace the regional Bell companies as
the telephone provider at General Motors
or IBM would be costly. That doesn’t
mean we won’t do some large corporate
business along the way, but it isn’t our
first target market.

In addition to the triple play, the second
strategy we’ve been pursuing for a long
time is to make sure that each of our
three products is differentiated and is as
good as or better than the competition.
For instance, 10 years ago, satellite
offered more channels and better picture
quality than we did. Now that we’ve rolled
out digital ubiquitously and are making
changes to our infrastructure, we have as
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many channels as satellite does. But we

also have something that satellite doesn’t
have: video on demand. We are trying to

be innovative with digital video recorders
and high definition.

We are doing the same thing with high-
speed data, where, in most markets, you
can get DSL for a cheaper price, but we
offer more speed. We have maintained a
50% market share with higher average
revenue per subscriber because we offer
progressively faster speeds.

The third strategy is to pursue converged
services that offer the ability, once you
have a triple play, to do things that cross
all three products. The easiest example
would be caller ID on your television set.
Another example is accessing your voice
mail via your high-speed data connection
on your computer. We are trying to do more
of those things that will give the consumer
an innovative product and also encourage
people to take all three products from us.

Communications Review: How does
Comcast differentiate itself?

Burke: Right now, our biggest differentiation
is that we can offer all three products and
our competition can’t. You want to make
sure that you differentiate, | think, in terms
of what products you offer. Our ability to
localize our products is also a differentiation,
and some of that is manifested through
our channels. We try to do whatever we
can because we tend to have more local
management. We try to differentiate in terms
of how we interact with the communities
we are in.

Communications Review: Comcast has
been focused on the local market, and
now you have a product-driven model
with execution by regional markets. How
do you deal with the tension that those
two components create?

Burke: We believe in decentralization, and
that’s always worked for cable. The larger
you get in any human endeavor, the more
you need to break up the work; otherwise,
it's unmanageable. That having been said,
right now a big percentage of our business
comes from networked type services,
whether in the high-speed data or the

IP telephone business. As our business
becomes increasingly IP-based and network-
based, we need to be more centralized.

In a network-based business, you can have
a service interruption for every single one of
your customers. In a bad storm, a potential
200,000 customers could be out of business.
If you make a major system-wide error on
your high-speed data platform, 10 million
people could be affected. Much work has
been done to make sure we do everything
you do when you are running very, very
large networks —whether redundancy or
policies and procedures—to make sure
people don’t interface with that network
in a way that could bring it down.

Another thing that makes the business more
centralized is that our world is getting more
complicated. Whether it’s new technologies
or the ability to adopt the best practice in
marketing telephone service, this is new
to most of our employees. We would like
to be able to say “Here’s the way we think
you should market telephone; adjust it for
your local markets” without forcing hundreds
and hundreds of people throughout the
country to reinvent the wheel.

Communications Review: A debate that
rages in the industry all the time concerns
the question of the need for the content
interplay. How much content do you have
to own and manage and control?

Burke: For a variety of reasons, we wish we
had control of more content. Our company
right now is about 95% distribution and
5% content. We have a good-sized content
business and it’s growing nicely, but it’s
only 5% of our company.

We believe the histories of companies that
have had content and distribution show
that the two can be synergistic. In the
United Kingdom, Rupert Murdoch has
proven that with Sky; in the US, John
Malone proved that with TCI and Liberty.
Finally, in a world that’s more competitive
and in which we have more technical
ability to offer innovative new products,
you could argue that content is more
valuable than ever for a big distributor.

Take our bid for Disney. The idea there was
not that we wanted to get into the movie
business or that we necessarily wanted to
buy ESPN to make sure one of our big
programming costs didn’t go up too much.
The idea was to give our cable subscribers
and our high-speed data subscribers
access to Disney movies and ESPN and
ABC network on a time-shifted basis.



There are only a half dozen big entertain-
ment companies in the US and none of
those is for sale right now; and so | think
it’s likely this company will remain weighted
toward distribution for the time being. The
good news is that over the last 18 months
the windows and the rights for content
have shifted more than anyone predicted.
Many entertainment companies are
putting more content on the Internet,
which we think is good for us. Apple has
secured much content as well. So we
think that—short of having to do a major
acquisition—breaking down the windows
is going to end up getting us content that
is synergistic with our platform.

Communications Review: If one can
get content on the Internet, many people
would say that puts undue pressure on
the traditional cable model. Some would
argue that if you can get anything you
want to watch through the Internet for
free, why would anyone ever want to
spend money for cable or satellite?

Burke: There are a number of flaws in
that thinking. First, the Internet really
wasn’t built to transport large numbers of
live streaming video. It just can’t support,
with any kind of reasonable quality, large
numbers of video pieces. Second, the big
entertainment companies get hundreds of
millions of dollars a year from the cable
and satellite providers, so it is not in their
interest. For example, we pay the Walt
Disney Company alone more than a billion
dollars a year. | don’t believe Disney is
going to stream ESPN for free to consumers.
We have language in most of our contracts
saying that content providers who stream
something over the Internet have to
charge as much or more to others as they
charge us. So we don’t think the notion of
an Internet bypass is a realistic threat.

We do think that people are going to
consume more and more video on the
Internet, and we look at that as being an
opportunity for us because we have so
many high-speed data customers. We
have an advantage when people stream
video on our platform versus DSL. We
also have started a division called Comcast
Interactive Media, or CIM, to develop
more video-based Internet content as a
new business.

So, as to whether the Internet is friend or
foe, if we are aggressive and take advantage
of developing some of these new businesses,
| think we can make some money and
support our platform. People are not going
to disconnect their cable or satellite any
time soon. Clearly, you can go to YouTube
to watch user-generated videos, but |
don’t think you are going to be able to
get CNN, ESPN, Nickelodeon, or the key
channels that people want in their entirety
any time soon on the Internet.

Communications Review: YouTube and
MySpace are distribution channels for
user-generated content. How do you
commercialize these kinds of applications?

Burke: Well, we think the user-generated
content field is very interesting, and, clearly,
a lot of people are using it. There are a
number of challenges. The first one is how
do you monetize it? YouTube hasn’t figured
out the answer to this yet. Second, a lot of
the content on YouTube is copyrighted
content that they don’t really have the right
to use. It’s one thing for an entrepreneurial
company to be doing that; it's another thing
for a big company such as ours to do that.

That having been said, we think it’s a
fascinating area and we like the idea of
creating a Web site that would have a lot
of user-generated content. YouTube is so
far ahead of everyone else in the world,
how is anyone else going to catch up?
Our concept is that we can offer some of
the ability to not only stream users’ videos
on the Internet, but also to get their videos
to their television sets. One notion is that
we would take a subset of the best Internet
video and put it on video on demand. Any
of our customers who have digital would
get it. We even played around with the idea
of taking the best of the best in creating a
television show or even a channel. So if
you are sitting at home and creating a
video, why not—in addition to sending it
to YouTube—send it to one of our sites,
and then we can disseminate it? That’s an
idea we have in development inside CIM.

Communications Review: Is regu-
lation going to have a major impact
on your strategy?

Burke: Some aspects of our business are
regulated; and when you are in a regulated
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business, you never stop worrying about
Washington. Every year there is a different
set of issues, and | like to imagine that
one year there will be no issues with
Washington. It hasn’t happened yet!

| can remember catch phrases that have
come and gone. The current catch phrases
are net neutrality and a la carte. Net[work]
neutrality, we would say, is a solution for
a problem that really doesn’t exist. We,
and every other cable company, have
never advantaged or disadvantaged any
Web site. Interestingly, Verizon did a study
that said 91% of registered voters had
never heard of net neutrality, because it is
an issue inside the beltway in Washington
but not necessarily an issue outside.
[Editor’s note: A la carte refers to customers
selecting the individual cable channels
they want as opposed to providers speci-
fying subscription packages of channels.
Network neutrality is a principle that, for all
users, ensures the right to choose devices
for connecting to the Internet, content and
services to access, and applications to
run; and that for the Internet’s providers
of networks, applications, services, and
content, ensures open competition.]

| think the reality is that we will always
worry about the effect regulation could
have on our business, but that we will
continue to be successful and it won’t
have as big an impact on us if we do our
jobs well.

Communications Review: Is there any
likelihood that the cable companies or the
Bells will be required to resell some of your
network to other service providers? In coun-
tries like the Netherlands, they are certainly
thinking about it for their cable industry.

Burke: We have spent $25 billion rebuilding
our network, and that money was entre-
preneurial risk capital. It’s hard for me to
imagine that that investment would be,

in effect, taken away from us. It’s not
impossible, but it would be hard for me to
imagine. | think that in the US, the regula-
tors tried to make sure there was robust
competition. We want to encourage the
telephone companies to come into the
video business, we want to encourage
cable companies to get into the telephone
business, and that’s the way we are going
to best serve our customers.

continues on next page
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Communications Review: What are your
thoughts on outsourcing? Does it become
a necessary consideration, as competition
heats up, to keep costs low?

Burke: A fairly large percentage of our tele-
phone calls are handled by other companies.
Now we are in the mode of growing revenue
and getting more market share. We answer
more than 200 million phone calls per year,
and there is an advantage to answering a lot
of those phone calls locally.

Communications Review: Final question.
What industry are you in?

Burke: | don’t think the term cable
accurately describes our company. | think
we are in the communications and enter-
tainment business. Without getting too
technical, we have a very large pipe into
people’s homes and deliver video, data,
or voice bits that are repurposed in the
home. When AT&T was in the cable
business, they called themselves AT&T
Broadband; we looked at changing our
name from Comcast Cable to Comcast
Broadband, and that probably is a better
way to describe what we really are.

Steve Burke is the COO and president
of Comcast Cable. Since joining
Comcast Cable in June 1998, he has
been a driving force in the company’s
growth from a cable industry leader
to a world-class communications
company. Mr. Burke dedicates his time
and expertise to numerous initiatives
in the cable industry, including service
on the C-SPAN executive committee
and membership on the Cable in the
Classroom advisory board. He also
serves on the board of directors of
JPMorgan Chase. Before joining
Comcast, Burke served with The Walt
Disney Company as president of ABC
Broadcasting, responsible for the 10
ABC-owned television stations; the
ABC Radio Group, consisting of 27
radio stations and eight radio networks;
and Buena Vista Television, the
company’s domestic syndication arm.

For more information, visit the company’s
Web site at www.comcast.com.
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An Interview with Georg Hofer,

Kabel BW

Kabel BW is the first German
operator to introduce triple-
play services—digital cable
television, broadband
Internet, and telephony
services—on a single
platform. Today, the
company has more than
2.3 million subscribers,
making it one of the largest
cable operators in Germany
and Europe. We spoke with
Kabel BW CEO Georg Hofer
to get his perspectives on
what German cable operators
need to do to compete in
the communications market
and on how regulation,
technology, and competition
influence what his company
will do to survive.



Communications Review: Can you
provide our readers with a brief overview
of the German cable market and the
positioning of Kabel BW therein?

Hofer: The German cable market was
created by the disposal of these businesses
from Deutsche Telekom. After some
consolidation, three large network operators
were formed: Kabel Deutschland, Unity Media,
and Kabel BW. A fourth player, ewt, emerged
recently, which consolidated the networks
that, historically, were owned and installed
by residential housing associations.

In terms of revenues, we are presently
fourth in the market, but third in terms of
earnings. We position ourselves as an
innovator at the forefront in Germany with
new products such as broadband Internet,
VoIP, and pay-TV. On a global level,
however, Kabel BW is an early follower.
We realize that we have a lot of ground
to make up in the German cable market,
which is why we are trying to switch over
to new products quickly.

Communications Review: How do you
meet current market demands?

Hofer: Our capital expenditure is between
35% and 40% of our revenues over the
next two to three years to close the
demand gap. We hope that by then all of
our networks will be interactive and will
be upgraded to Hybrid Fiber Coax (HFC),
providing very high broadband connections.

We also have to change from being a
provider of products to a customer-oriented
organization. We are investing more and
more in marketing, becoming increasingly
a marketing and distribution organization.
Since 2003, we have consistently doubled
our marketing budget and will do so again
in the coming year.

Finally, we must accept that convergence
is taking place. Offering triple-play service
is a must, and quadruple play will become
a strategic imperative within a couple of
years. Therefore, we need to operate
more as a service provider for customers
in the media and communications sector
and less as a cable network operator.

Communications Review: Competition
in the communications market is very
intense, with traditional and new operators
offering similar products. Product bound-
aries blur (among video, broadband, fixed
network, and mobile communications).
Whom do you currently consider your
toughest competitor?

Hofer: We have very diverse markets in
Germany. We have the toughest satellite
TV, free-to-air market in the world due to
the size and the advertising revenues of the
broadcasters. In Germany, households
receive free-to-air programs, either through
cable or satellite, which are financed via
advertising. Consumers can watch hundreds
of TV channels free of charge because the
broadcasters pay the satellite providers
for the transmission. We consider satellite
to be our strongest competitor, especially
because of its price advantage. Broadcasting
via satellite without the customer having
to pay anything—free-to-air across Europe
without basic encoding, without address-
ability—is hardly imaginable anywhere in
the world. This is one of the peculiarities
of the German market, and it is possible
through a dominant satellite provider.
Pay-TV has not developed quickly in
Germany because free-to-air is so strong.

In the broadband Internet sector, we
consider DSL providers, especially
infrastructure providers, to be tough
competitors—and even tougher considering
their relationships with mobile providers.
Germany currently has four major mobile
network operators: Vodafone Group, which
has ARCOR as a DSL provider; Deutsche
Telekom, with its T-Mobile and T-Com;
Telefonica, with O2, which will be a very
strong competitor in the future; and E-plus,
which currently has no fixed network
connection. We imagine that, as in the
United States, the cable network operators
will become strategic partners with these
mobile communications providers.

Communications Review: How does
Kabel BW differ from its competitors?

Hofer: In the television sector, we have
adopted a diversification strategy whereby
we look for content from 34 satellites that
can be reached from Central Europe. We
have agreements with the content providers
to feed free-to-air into cable so that,
today, we have a variety of content targeted
at new German customers. We also offer
many international and niche programs.
This provides us with an advantage over
some of our competitors who do not
provide this level of choice.

We also provide a great amount of
content for cable customers in Baden-
Wirttemberg exclusively. In part, this is true
premium content, but it is also regionally
and locally focused. Towns and cities
create their own content, like in Holland,
which is our role model in this respect.
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Customers get the view of the “global
village” but at the same time have their
regional roots. Given that Baden-Wirttemberg
is a very traditional state that tends to be
conservative and communicative, with a
lot of societies and associations, and that
has a great deal of state pride, we are able
to use the strong municipal components to
distinguish ourselves from the competition.

In the pay-TV sector, we are also very
diversified and pursue an open strategy. We
position ourselves as a content-neutral

or pay-TV, package-neutral cable network
operator and, naturally, use all kinds of
content. In contrast to other cable network
operators that acquire content themselves,
we do not compete with providers such
as Premiere, KDG, Unity Media, RTL, Pro
7, or SAT 1; and we try to get virtually all
content equally onto our cable network.
This is possible due to our positioning in
the market: We position ourselves quite
clearly as a broadband cable provider. We
upgraded all our networks consistently to
862 megahertz (MHz) and have the band-
widths necessary for offering a great deal
of content on the network and also providing
Internet access.

We are undergoing a strong wave of digi-
talization. We now have more than 600
digital programs on cable, and we are
attracting a great number of customers
as a result. Today, more than one-third of
our customers watch digital television,
which is a great achievement for a cable
operator, even by international compar-
ison. Our position is clear: To pursue a
very strong broadband-based strategy
and to offer high bandwidths at fair prices.
We consider ourselves—having a very
lean team—to be the price leader for
television, Internet, telephony, and VolIP.
Kabel BW has only 540 employees. We
believe that in the long term, just like is
the case with television, Internet and
telephony will be regarded as mere
commodities and that, therefore, cost
leadership is desirable.

Communications Review: Cable
network operators are pushing ahead
with modernization of their own networks
and are strengthening their portfolios in
relation to triple play. What strategy is
Kabel BW pursuing in this context?

Hofer: | think it is very important to pursue
a clear platform strategy. Similar to the
US, some markets in Europe will change
from states’ granting of licenses to a
platform granting of licenses. For example,
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today if you purchase films from a content
provider somewhere in Hollywood, then
you are usually buying them for Germany,
Austria, France, or the United Kingdom.
In the future, however, platforms will be
purchased on a regional basis.

For this reason, we need a strong platform
from which we can reach virtually all of our
customers; we need fiber optics throughout
our access networks. We are pushing
ahead with connections in our own fiber
optics, with dark fibers, in order to be
able to guarantee a quality of service. We
do not want to have a closed network
just for the television sector but rather

a network that will also support Internet
and IT. Other cable network operators,
such as Telenet Flanders and many in the
US, have done it this way.

The market needs to move away from
satellite provision. The BBC has initiated
a strategy for moving away from satellite
provision toward fiber optic provision. |
believe that FTTx is the fundamental
requirement for providing maximum
content, maximum bandwidth, and a
maximum level of service and quality.

Communications Review: Do you see in
the future an increased risk from packages
provided by wireless broadband providers?

Hofer: We have analyzed wireless broad-
band. Due to the major infrastructure
work that has already been performed,
especially in Germany with 96% to 98%
market coverage, entering this sector as
a new, fifth provider would be difficult.
The current providers, optimally, will use
the additional frequencies coming onto the
market. From a cost/benefit perspective,
it would make no sense for a new entrant
to operate regionally, locally, or marginally.
Instead, we may cover this complementary
technology through a partnership with
one or more of the major providers.

However, we do not believe that wireless
can easily cover the basic needs of a
household. The 25 to 30 Mbps minimum
bandwidth required by the household of
the future to best utilize the entire range
of television and interactive services simply
cannot be met by wireless. Wireless is,
and remains, a mobile matter. Sticking to
our strategy, we will continue to concentrate
on the coax fiber optic infrastructure and
to develop it further in cooperation with our
partners. Out of 1,111 municipalities, we
have already made some 740 accessible.
We plan to continue this development work,
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frankly, because in the long term this is
where we see our unique selling point.

Communications Review: What role does
technology play in being a market leader?

Hofer: | don’t think technology itself plays
any role in being a market leader. | think
the decisive factor results from choosing
the right engineering, mature and ready
for the market. We are not a global player,
not a market leader in America, Asia, or
Europe. Our strategy is simply to purchase
the right engineering at the right time.

We believe, generally speaking, that the
technology for coax cable must be devel-
oped further. There we see clear tasks for
the Cabel Europe organization, formerly
ECCA, or CableLabs in the US. In the
technology sector, we are working together
on a global level to best utilize the coax
cable. For this reason, yes, technology is
relevant; but for a provider such as Kabel
BW, the focus is on engineering, where
technology is processed and ready for
series manufacturing.

Communications Review: Customer
service is essential for customer loyalty,
while customer loyalty declines as the range
of products and competition increases.
What do you do to minimize churn?

Hofer: We try to cope with the increasing
number of customer contacts. In 2003,
Kabel BW started with 30,000 customer
contacts per month and we’re now at
300,000. If these contacts are not managed
perfectly, churn results. We counter churn
through a targeted bundling strategy.

Our basis is always the cable connection,
which customers must select in order to
obtain further products such as pay-TV,
Internet, VoIP, or video on demand over
IP. Through this bundling strategy, the
customer has a single contact, that is, the
customer speaks with one of our customer
support representatives about all products
and all packages.

We reduced our net churn rate from more
than 6% in 2002 to 3.9% last year. Despite
the increase in new services, | believe
that this bundling strategy, combined with
competent and highly qualified customer
support, is well received in our market.

The heterogeneous product landscape in
our environment—separate DSL, separate
mobile communications, separate media—
helps in this respect, naturally. Other
providers in Germany offer only a few

converged bundles, which is why we are
undoubtedly a pioneer by virtue of offering
everything under one roof. | believe that
we can keep the churn level very low if
we continue to be the pioneer.

Communications Review: It is often said
that content is king. Do you believe that
you have to own content in order to
acquire customers?

Hofer: | do not believe in owning content,
nor do | believe that cable network operators
must have their own content. That might
be necessary in other markets, but for
regulatory, legal, political, and historical
reasons, the German market has a clear
separation between infrastructure providers
and content providers. It is important for
us to have all relevant content on the
network, but we do not have to own it
ourselves because we would become
dependent and virtually begin to compete
with our customers.

Today, the German market is clearly
structured: Content, content production,
and content rights are closely aligned with
television stations and public institutions.
This means that anyone can put content on
our network, and we develop a commercial
partnership in which we create a win/win
situation and have all rights and all pay-TV
packages on the market. Kabel BW—
because of our strategy of not acquiring
content—can offer on our platform the
greatest variety of pay-TV packages and
free TV packages on the German market.

Communications Review: What is your
opinion of outsourcing? Does it represent
a way for you to reduce costs?

Hofer: Outsourcing is a central issue for
us. The German market is very expensive
in terms of personnel. Since we are a
personnel-intensive company with regard
to customer service, we have to establish
where we outsource, how we outsource,
and with what quality we outsource. Baden-
Wairttemberg is known for its strong dialect,
and outsourcing oral customer service
outside Baden-Wirttemberg is difficult for
this reason. Due to our origin and history,
we have a lot of old problems—involving
agreements with unions, the works council,
and shop agreements—that don’t allow
us to operate effective, efficient customer
service within the company.

We outsource the entire first level of
customer service to regionally located
specialists, who perform the first level



customer contact handling for us on-site.
We have defined core areas of expertise
that we do not wish to outsource, such
as network operations and second level
customer service and field service.

We consider outsourcing to be something
that we can and do control, to a relatively
large extent, ourselves. For example, our
executives in the outsourcing companies
report directly to the organization and are, to
some extent, executives within the company.
Our margins and growth ambitions permit
this, and so we do not have to outsource
everything to India or Estonia or Lithuania.
We have reduced per-contact costs by
50% since 2003 through outsourcing our
first level customer service. We have
reduced our IT costs by 60% through
insourcing in the IT division.

Communications Review: What are the
growth opportunities for Kabel BW?

Hofer: We see growth opportunities in
further utilizing our infrastructure and in
the broadband Internet sector, which we
believe we can increase by multiples. We
also expect good growth in the VoIP sector.
Mobility is another area of opportunity, with
MVNOs [mobile virtual network operators].
In the classic television sector, the market
has been fairly exhausted. No doubt there
are one or two other niche opportunities
for pay-TV, but otherwise | believe we
have reached the limit with digitalization.

Communications Review: Cable network
operators in Germany are limited in using
their networks by must-carry rules. Do you
consider this a problem for Kabel BW?

Hofer: Must-carry regulation is a problem
that was born from the flawed market of
analog television. In Germany, regulation
lies in the hands of the federal states and
the 15 state media institutions. In Baden-
Wirttemberg, the media institution prescribes
approximately 50% of programming; in
other German federal states, that figure can
be up to 100%. For this reason, the European
Union has commenced proceedings against
these states. We believe that must-carry
rules generally limit development.

The second issue is that must-carry
forces unattractive programming on us.
For example, there is now a must-carry
regulation for tele-shopping. Customers
churn when a film channel is replaced by
a tele-shopping channel. Another issue

is that these must-carry slots must be
awarded at regulated prices. The regional

broadcasters, however, limit themselves to
only six programming hours and sublease
the rest at twice or three times what we
can obtain at a regulated price.

Therefore, in July 2006 in Brussels, we
submitted a complaint about must-carry
that covers this and other points. We
believe that the EU and the Competition
Commission will address this issue, and if
must-carry remains in the digital sector,
we feel all other infrastructures should be
covered by it. A cable network operator
should not be subject to a must-carry
regulation that a DSL provider, mobile
communications provider, or DVB-T
provider is not. Infrastructure neutrality is
required here, and a technology-neutral
regulation should be implemented.

Communications Review: Compared

to those in other countries, cable network
operators in Germany are lagging behind.
How do you see the chances of cable
network operators in Germany becoming
successful?

Hofer: First, it is necessary to get rid of
all the old problems, all the legacies.
These include the must-carry regulation,
which would lay the foundation for cable
network operators to start converting to
digital. Second, all the copyright laws
need to relate not only to cable but also
to other infrastructure. Third, we require
investment security. | believe the ownership
structure that has now been created will
lead to an investment mode that will be
implemented by 2008 or 2009.

We are still far too influenced by free-to-air,
effectively by satellite, and are not offering
the customer the best package in the media
sector. As a result of all the free-to-air, a
superficial content strategy has developed
and there has been less niche development.
We have to make sure that we, as cable
network operators, use our platform to
tailor ourselves to the customer’s expec-
tations by addressing the customer in a
more targeted manner. This is not possible
if | do only free-to-air. | believe these are
the four major aspects we have to deal
with in Germany—then everything will no
doubt prosper as well.

Communications Review: Let’s come
back to competition. Who do you think
will be your competitors in five years?
Who will still be around?

Hofer: | believe there will be fewer com-
petitors in the infrastructure sector than
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there are today. Consolidation will continue,
particularly in the DSL market. We will face
competition from mobile communications
providers, who combine a strong fixed
network infrastructure and IP-based
infrastructure. Anyone who can keep pace
with the growth in interactivity, who can
adapt to the needs of new customers, or
who can grow the interactivity of SMS will
be able to compete. The extent to which
satellite achieves all this undoubtedly will be
determined by the regulatory authorities.

Due to the high investments necessary
both in the mobile communications
sector and in the fixed network sector,

| don’t think new players will enter the
market. If any do, they will be only
regional and local players who might
spend a lot of money for FTTH and FTTx.
| think that, more likely, consolidation will
reduce the number of providers.

| believe that Vodafone, Arcor, Deutsche
Telekom, and Telefonica will remain in the
market. It is perfectly clear that cable
network operators have a very good
infrastructure that has to be connected
with fiber optics. Once the HFC solution
is rolled out in the German market— by
2008 the rollout will be 90% complete—
the cable network operators will play a
much greater role than they do today.

Georg Hofer is the chief executive
officer and chief operating officer at
Kabel BW. Prior to joining the company
in January 2003, he was managing
director at Colt Telecom GmbH and
COO for Colt Central Region (Germany,
Switzerland, Austria). Between 1993
and 2001, Mr. Hofer was the founder,
CEO, and senior advisor of TelePassport
GmbH. Prior to that, he held various
R&D and project quality management
positions at Siemens AG.

For more information, visit the company’s
Web site at www.kabelbw.de.
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An Interview with Michael Lee,
Rogers Communications

Rogers Communications
is a diversified Canadian
communications and
media company engaged
in four primary lines of
business: wireless, cable,
media, and telecoms.
With all these assets under
one roof, the company

is poised to drive new,
convergent services and to
compete against incumbents
in many segments. Rogers’
Chief Strategy Officer
Michael Lee talks with
Communications Review
about the company’s plans
to leverage its assets

and the challenges and
opportunities therein.



Communications Review: Rogers is
somewhat unique in the industry, as the
largest national cable and wireless company
in Canada. What are some of the key
cross-leverage opportunities, and how
quickly do you see them coming into play?

Lee: The opportunities come into play in
a phased approach, in part due to the
evolution of technology and in part due to
the evolution of the customer. Customer
relationships in our wireless and cable
bases provide us with incremental
leverage and efficiency because we can
have multiple-product customers. What’s
going on in parallel is that the network
systems are starting to mature and to
migrate to a common platform, whether
that is IP or a common OSS/BSS-type
platform. Within the road maps of the
individual companies, we will have
common investments across differing
infrastructures so that we can leverage
the investment of one company in a certain
area to benefit other operating divisions.

Another opportunity is that we have scale in
wireless and cable. When you are providing
triple- or quadruple-play services and you
are a new entrant in one of those markets,
you don’t bring scale. We are going through
an innovation phase of evolution in terms
of integrating wired and wireless services.
Scale affords us the ability to continue to
invest in the innovation. We can sell new
products, features, and services to a much
broader base of customers than can
someone who is trying to enter a market
and is struggling to get the economics
right on a single product.

Take, for example, single product companies
like Skype or Vonage or a telecom company
who offers data and wants to get into

the television business. They have to
contemplate both being innovative in
television and securing rights in television,
and then spread the cost of that over a
few thousand people. A lot of times,
economies of scale are necessary to even
contemplate doing innovative things in
the marketplace.

Communications Review: At what point
do you see cost through integration
giving you a significant advantage in the
market? Right now, you have bundled
services, but a loose bundle of services.

Lee: Right now, we have a financial
bundle of services as opposed to a

product-integrated bundle of services. We
are going through product integration to a
degree now, and we have services that
are bundled at a theme level, if you will.
For instance, when we did the World Cup
sponsorship this year, we had special
broadcast rights, exclusive wireless
rights, video-on-demand rights, and
broadband rights. If you were a fan of the
World Cup, the best holistic experience
would have been to be a Rogers customer
across multiple lines of business. By
providing a unique experience that’s not
available from other carriers, we can
create differentiated value for customers.

Over the next 12 to 18 months, you will
start to see meaningful product-integration
bundles, where technically we will have
common features across products. So, not
only will an existing Rogers customer who
purchases a second product in the bundle
get the benefit of a multiple product
discount—which customers expect—but
also, the features of the second product will
make the product the customer already

has a better experience. For example, on
wireless and wireline integration of voice
services, a wireline customer who decides to
get the complementary offer in wireless will
immediately have certain features that work
across platforms or that are simply better
integrated in a way that makes life easier.

Communications Review: How important
is integration at the product level going to
be from a retention strategy?

Lee: That’s a challenging question to
answer. The integration of wireline and
wireless services is still in its infancy. We
have a very small set of customers who are
motivated to have it, but we are not at mass
penetration/mass demand. The more
integration you have across products—
essentially, the tighter the customer
relationship you have—the greater the
loyalty the customers have to the product.
Customers move from seeing just a
product, like voice, to seeing the product
as integrated to the way they work and
operate and live their lives. By asking a
customer to make an investment in a
product, you create a higher barrier for
churn because leaving would interrupt a
number of things the customer is doing.

Communications Review: Many people

say that content is king. More recently, some
have said that context is king, that is, the
ability to know what particular customers
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want, when they want it, and how they
would like it delivered. What are your
thoughts on this?

Lee: | think context will become increasingly
important. In a traditional world —last
year—you had separate distribution and
separate programming, with most content
businesses in highly regulated environments.
Leverage was difficult to execute, at least
in the Canadian marketplace.

Going forward, the pervasiveness of IP
platforms creates greater flexibility in terms
of what you can do with content. IP
distribution doesn’t sit within that highly
regulated environment, so what you end up
with is that customers always gravitate to
what the experience is. And the experience
is usually driven by content. Content can be
traditional—printed word, audio, video—
or it can be applications and services built
around certain themes. To provide an
optimized experience, you have to take
the content assets you own and your
expertise in identifying what customers
want and marry those two with an intimate
knowledge of how the technology works.

Communications Review: What about
unique content? Do you just keep it to
yourself? Do you sell it to a competitor?

Lee: In a regulated environment like
Canada, you cannot provide any preference.
Programmers must provide access to a
program to all distribution. Generally in
the media business, there is no intention to
restrict rights; you want broad distribution
because your reach, ultimately, is how
you measure your addressable base and
your revenue opportunity.

But as you start to integrate with different
distribution channels that are not regulated,
this changes. We acquired incremental
rights in wireless, broadband, and video on
demand so that we could provide a preferred
experience for our customers for the World
Cup content. The exclusivity that exists
today is available because we are still talking
about a relatively limited universe. Once that
universe broadens, it’s not going to be easy,
as the owner of rights, to make a business
case to simply distribute to one provider.

Those who have more integration of media
and technology will be able to provide an
optimized experience. So even if you are

not restricting access to certain media or

content experiences as a rights holder,
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you may have more intimate relationships
with certain distributors because they
decided that for strategic or financial
reasons they want to invest more heavily in
the way they create a customer experience.
Going forward, form is going to be very
important. The way in which you describe
and offer a media experience will be inti-
mately tied to the type of device and the
way that device and the network operate.

Communications Review: What advantages
do you gain from the ownership of media
and entertainment assets, including your
professional baseball team, magazines,
and television channels? Is it necessary
to own this content in order to compete?

Lee: Owning content outright always creates
more flexibility than being in a sponsorship
licensing arrangement does. Our interest
in sports is driven by three things.

First, we want to be associated with what
customers are extremely passionate about
and sports clearly is one of the categories.
Second, technologies are influencing the
way people watch television and consume
media, enabling people to watch less
advertising. The types of content that are
important and will deliver more value are
those that are not consumed in real time.
Sports is one of those categories where you
don’t want to PVR it and watch it tomorrow.
So, we want to be associated with cate-
gories of content that can preserve their
value in the marketplace, independent of
the technology. Third, in a market that’s
becoming increasingly global and com-
moditized, you have to support local activity.

Communications Review: As consumers
gain the ability to influence the creation
and the delivery of content, how will
Rogers’ role in the industry change?

Lee: We have a role, but we don’t know
exactly how that role will play out. The
ability for the customer to have a more
personalized method of consuming content
is important. It’s a by-product of every-
thing being digitized. To most people,
digital means higher-quality audio and video
and a more consistent user experience.
But consumers also associate it with
choice and the ability to consume things
in smaller units than they have in the past.
Video on demand, PVR, different content
experiences in wireless—those are the
trends and content behaviors that we
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want to be sure we stay on top of and are
open-minded about the technology being
deployed to meet that demand.

Another phenomenon is that broadcast,
one source distributed to many end points,
has become point-to-point, such that
every individual can become a creator
and a distributor of content. If people are
creating compelling content, there always
will be a role for a distributor—particularly,
direct access through television and trying
to integrate some of that content for people
on their TVs through a set-top box, video
on demand, or a direct data pipe.

The role that user-generated content will
play in the overall media consumption of
a customer is still unclear. The great thing
is that consumers use our networks to
distribute content, so that makes our
service, at its core, perceived as more
valuable. The one device that truly is about
user generation and personalization is the
wireless handset, because it is ultimately
an embodiment of “who | am.” As we
transition to third-generation networks,
the device becomes that much more
powerful with its ability to support a
higher-quality audio and video experience.

We are very excited about the future of
wireless, not just from straight-line-
penetration growth within the existing
marketplace, but also in terms of the ancil-
lary services and the benefits that customers
get as a result of data becoming a more
robust component of a wireless relationship.

Communications Review: What are your
thoughts on outsourcing and offshoring?
Do those approaches become necessary
considerations in keeping costs low as
competition heats up?

Lee: We don’t offshore. We do outsource
things today to deal with peaks in capacity,
primarily in the service or the development
side of the business. Our focus right now
is to ensure that we provide a high-quality
customer experience. We will continue to
outsource to meet capacity demand, and
as services evolve we’ll decide if there
are other opportunities for outsourcing.

Communications Review: Whom do you
see as your main competitor(s) right now?

Lee: We are in a market now with strong
facilities-based competitors in television
and telephone, and we have direct com-

petition from wireless-based competitors.
All of our markets are highly competitive
from the perspectives of product feature
innovation and pricing.

We will continue to see significant com-
petition from traditional providers of these
services because, at the end of the day,
regardless of how much innovation they
seek in their lives, consumers will
continue to have a limitation in the way
they consume services. Complexity is still
a barrier to the adoption of a wide range
of services. Multiple product providers
like us need to focus on the way we bill
and serve customers. Simple things like
that will continue to be central to how
people value their providers.

There are going to be third parties
entering the market who provide similar
services, maybe not feature-for-feature
equivalent services, but similar services.
For instance, a lot of people use Skype,
primarily because many of their friends are
on PCs and they want to do PC-to-PC
communications. But also they want to use
it as a way to arbitrage our voice rates.
Right now that’s not a directly competitive
service; customers would not disconnect
their home telephone service and replace
it entirely with Skype. But, over time, that
may happen, so we have to watch and
ensure that we broaden our core services
to appeal to customers who want more
innovation and flexibility. We need to
make it simple for them to consume and
pay for the service and feel that they are
getting a good value.

| think we will see some diversification in
the marketplace; we definitely will see
third-party providers from foreign markets
and from within Canada who are competing
directly against us. Overall, | think people
want to consume more; they are actually
consuming incrementally as opposed to
purely substituting.

Communications Review: Do you see
anybody new coming into the fray and,
in spite of traditionally not having played
in this space, taking control of a certain
market, like the home?

Lee: It is not so much about control. | think
customers are exercising their rights to
resist control at this point. There will be
other parties who will have a different
relationship with our customers, at a brand



level or a service level, and who will provide
services that may be complementary to
what we provide.

Every time | open the newspaper in the
morning and read the trades, | wonder who
is going to do what next. But at the end of
the day, customers value not just technology
innovation; they value the simple things
about how they consume products. You
have to do all the fundamental, simple
things well to get permission to offer
services. | think we have been doing all
those simple things—and we continue to
focus on doing them exceptionally well.

Communications Review: As IP takes
hold and as consumers focus more
closely on service delivery than on the
network that delivers the services, how
important to competitive advantage will
network ownership be?

Lee: | don’t believe network ownership is
a necessity for competing. | do believe
that through owning the network you can
provide better services.

In the early days, services are offered in a
no-guarantee environment, meaning that
you click on a link for a video and it may
come through uninterrupted or you may have
some interruption with no clear indication
of where that service interruption was
created. It's a caveat emptor environment
for new services online. Early adopters
are willing to live with inconsistencies in
delivery because the benefit created out-
weighs the inconvenience.

We’re in that phase of innovation at this
point. Once we move into mass adoption,
there will be bigger stakes and service
delivery will become very critical. It is difficult
for most of us to imagine turning on the TV
and the screen going snowy for two or three
minutes, unless we are satellite customers
in a rain storm. It is important to ensure
service delivery, and the only way to do so
is to work more closely with the networks
delivering that service and be able to
monitor and repair on a real-time basis.
So, integration of network elements is
going to be very important.

You can make the same argument in the
gaming space right now. If you are an avid
gamer, you are chasing a high-performance
network at any cost because you want
an absolute guarantee of low latency

performance so that your game experiences
are consistent and of high quality. As you
start to move that into the masses, people
will demand that your networks perform at
low latency. The fact that you can deliver
video over an Internet or wireless connection
is of sufficient value to some customers
that they are willing to forego the quality
element. But as you reach the masses,
quality becomes king and you have to be
an integrated network to get that.

Communications Review: What is the
biggest issue facing Rogers going forward?

Lee: There are two challenges. The first is
that of going to work with a common mission
in a very large organization and delivering
our core services to our customers well.
This is a challenge we step up to on a
daily basis. When you do transactions at
the rate at which we do them, any error
rate, no matter how small it is, manifests
itself in a group of customers. We need to
ensure that we deliver our core video,
data, voice, and wireless services in a
high-value, high-quality way.

The second challenge is that, in a world
where innovation is critical and the market
is sub-segmenting, we are near the last
of the mass value services. We don’t see
services on the horizon that have the
characteristics that 60% to 70% of
customers will take. For instance, with
video they will buy in sub-segments:

5% will take it this way, 10% that way,
and 1% another way. As we start getting
into the sub-markets, how do we respond
in a timely fashion with an organization
that is designed to deliver services to the
masses? Everything becomes a custom
order. How do we adapt the cost structure,
the marketing, and the technology and
innovation environments to appeal to
those sub-segments of the market and
be relevant to all of our customers—but at
the same time be relevant to the one specific
customer? It will require a combination of
understanding at a high level and at a detail
level what customers want and marrying
that understanding with flexible technology
on the back end to deliver the products.

Change is moving at a pace that is sus-
tainable. The last time we moved at this
pace, change was unsustainable because
there were not enough customers. With
50% to 60% data penetration on broadband,
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a billion broadband users worldwide, and
two billion wireless users worldwide, the
market is large enough that these models
will find revenue sustainability. And as
more customers increasingly drive to
have a greater share of their media
spending online, the revenue will follow.

Michael Lee is chief strategy officer
for Rogers Communications Inc.

Mr. Lee is responsible for strategy
development, business development,
and strategic partner management for
the Rogers Communications’ group
of companies, which includes Rogers
Cable, Rogers Wireless, and Rogers
Medla. Previously, Mr. Lee held the
role of vice president, strategy and
development, for Rogers Cable, where
he managed the development of new
businesses and services for video,
high-speed Internet, and telephony.

For more information, visit the company’s
Web site at www.rogers.com.
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It’s a news source. It’s a research tool. It’s free.

Subscribe today to start receiving daily or weekly updates on the latest news and
information specifically covering the global communications industry.

Customized at your request by sector and region, Communications Direct provides
you with updates selected from more than a dozen news sources. For research needs,
utilize the site to search for content on more than 40 industry sites.

See it for yourself by visiting www.communicationsdirectnews.com.
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PwC Global Entertainment & Media
Outlook: 2006-2010

Created by top minds from
PricewaterhouseCoopers’ Entertainment
& Media (E&M) practice, in conjunction
with economic forecasting firm Wilkofsky
Gruen Associates, the seventh edition of
the Outlook provides in-depth forecasts
and analyses of the E&M market between
now and 2010. The Outlook includes an
overview of the global E&M market as
well as in-depth coverage of the market
in the US, Europe, the Middle East,
Asia/Pacific, Latin America, and Canada.
All orders can be placed through PwC'’s
Outlook Web site at www.pwc.com/outlook.

Breaking down walls: How an
open business model is now the
convergence imperative

PricewaterhouseCoopers believes that a
new and open business model is the way
to manage convergence, realize its potential,
and enable sustainable shareholder value.
Our analysis shows that many companies
involved in the technology, content, and
distribution sectors are not achieving
returns on capital investments and are
struggling to create shareholder value. The
old business models are impeding value
creation in this rapidly changing convergence
environment. This report defines four open
business model attributes for companies
to consider as a way to produce share-
holder value beyond the limits of what we
know today. To download the PDF, go to
www.pwc.com/us/convergence.

Shaping digital convergence through
mergers & acquisitions

M&A activity is on the rise in the tech-
nology, communications, and enter-
tainment and media industries. But how
much of this activity is directly related

to digital convergence? To find out,
PricewaterhouseCoopers and the Economist
Intelligence Unit surveyed 150 industry
executives worldwide and then conducted
30 in-depth interviews with industry leaders.
The resulting 60-page report provides

an in-depth look at the issue. To order a
hard copy or download the PDF, go to
www.pwc.com/techconnect.
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