FINANCIAL TIMES - June 4 2008

4}

mmmmrmmthWWunWdeanmwmwemn

Tl is greater because of profound technological change

=

TT chiet has some tough calls to make

FT INTERVIEW

Franco Bernabé is
refusing to offer
quick fixes atl
struggling Telecom
Ttalia, write Adrian
Michaels and
Andrew Parker

Franco Bernabé has a hard
sell. Telecom Italia is not
expecting to grow in the
coming year, and in the fol-
lowing two years revenue
growth is due to be very lim-
ited. Moreover, its profitabil-
ity is declining because of
intense competition and
pressure from regulators for
price cuts,

While those problems have
manifested themselves at
many telecoms companies,
the new chief executive of TI
knows the company has
come off worse than most.

There have been more
than 20 months of turmoil at
TI since the resignation of
Marco Tronchetti Provera as
chairman amid a dispute
with the previous Italian
government over an aborted
restructuring of the group.

When Mr Bernabé took
over as chief executive six
months ago, the shares
started hif lows not seen
for 10 years,

He is refusing to offer
quick fixes at TI, warning
analysts and investors there
will be no “fireworks”. TI
has a bigger debt pile than

its European peers — known
as incumbents because of
their former monopoly sta-
tus - so he is ruling out find-
ing growth and profit by
large acquisitions. Instead,
he is focusing on cutting

“Non-growth is not stagna-
tion,” says Mr Bernabé in an
interview with the Financial
Times. “Non-growth is an
enormous transformation of
the company. The problem
now is that the general pub-
lic and the financial commu-
nity perceive the big incum-
bent telcos like dinosaurs
that are [heading for] extine-
tion. But this is absolutely
not true. I think that in the
long run the incumbents will
grow back as the leading
actors in the industry.”

He blames TI's poor share
price performance partly on
a general lack of investor
appetite for the telecoms

industry this year, because
of fears that the economic
downturn will hurt them.

But rivals such as Voda-
fone of the UK and Spain's
Telefomica, which last year
became TI's largest share-
holder, are doing better
partly because they have
strong presences in fast-
growing emerging markets
such as Asia and Latin
America.

TI's only significant for-
eign markets today are Bra-
zil and Argentina because it
has progressively sold off
most of its assets in develop-
ing countries.

Mr Bernabé has expressed
public regret that such dis-
posals took place, but says
TI should not now try to
make acquisitions in emerg-
ing markets. “We were on
that model 10 years ago. We
had a large portfolio of inter-
national businesses, but now

1 think that we would miss
completely the point if we
were to engage in the same
exercise because emerging
markets are commanding
incredibly high prices.”

Instead he is interested in
finding financial partners -
private equity firms or sov-
ereign wealth funds - that
could help TI purchase tele-
coms assets. T1 would then
manage the assets. “The
mindset of a big company
was: ‘We have to own every-
thing, we have to consoli-
date, we have to expand.' My
mindset is we have to make
money; we have to increase
our earnings per share.”

Mr Bernabé is shifting the
company's strategy with reg-
ulators. TI, he believes, suf-
fered from harsh rules
I it was un rily
hostile to regulators as well
as rivals.

He is seeking a more con-

sensual tone, and this was
vindicated last month with a
more-lenient-than-antici-
pated plan from the telecoms
watchdog for cuts in the fees
that TI charges rivals for
connecting calls to its
mobile network.

“There has been a lot of
competition by litigation
round here, and relations
[with rivals] were very
tense,” he says. I think that
competition is needed - we
are all in favour of competi-
tion - but there is a way of
doing competition that is not
aggressive, that is not hurt-
ing people.”

Mr Bernabé is famed for
his work in turning round
the fortunes of Eni, the Ital-
ian energy company, in the
19905. There he battled poli-
ticians and criminal probes
as the company was caught
up in a corruption scandal.
He sold more than 300 opera-
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tions and focused on boost-
ing productivity,

But he implies that what
lies ahead at TI could be
more challenging than what
he encountered at Enl,
partly because the telecoms
industry Is going through

profound technological
change,
“Here it's  different

because what you are facing
is a complete change in the
environment in which the
industry lives. So, it takes
much more entrepreneur-
ship, much more innova-
tion...Eni was 90 per cent
organisation and eorderly
execution. Here 90 per cent
4 tion, new archit

ture, adaptation to a com.
pletely different mindset.”

Mr Bernabé does not fore-
see a merger between Tele-
fomica and Tl in the near-
term, though he pointedly
declines the invitation to
predict that the company he
leads will be independent in
a decade,

The farthest he will go is
to predict consolidation
among European telecoms
companies, partly to counter
the threat posed by fast
growing rivals in China and
India. “I think that Europe
will need to redefine sover-
eignty ... to create different,
bigger companies that can
become international lead-
ers,” he says.

“We are confronting now
competition from the Chi-
nese, from the Asians, that
are a multiple of our size [in
Europe] and will become
even bigger.”




