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The financial year ended 30 June 2011 has been one of the most pivotal in Telecom’s
history.
When adjusting for one off items, the company has delivered EBITDA growth, and
significantly improved its cash generation, allowing the payment of a special dividend.
This comes despite an operating environment that remains highly challenging, and a
global telecommunications industry that is not seeing any growth in mature markets.
The improvement is evidence of the success of management decisions and actions, that
have focused the business on cash generation and efficiency, following a period of
intense investment.
It is delivering this through better processes, robust assessment of further investment
and an unrelenting focus on cost.
We like to talk about these initiatives as getting things ‘right first time’ – taking out the
complexity, errors and rework that absorb cost and frustrate customers.
So I’m pleased to say that this focus on getting it right first time has also delivered for
our customers, with improvements in customer satisfaction recorded across all
segments.
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The demerger proposal
The pivotal year was also marked by Chorus’ success in winning the lion’s share of the
Ultra-fast Broadband initiative, along with partnering with Vodafone to be selected to
deliver the Rural Broadband Initiative.
Chorus, our local fixed line infrastructure business, has been operating at arm’s length
from other parts of Telecom since 2008, providing access to Chorus’ infrastructure to all
industry participants on an entirely equal footing.
The significance of these agreements must not be understated, nor should the merits of
aligning the interests of Chorus with those of the Government.
Reaching agreement with the Government on these matters has been no simple task.
It was extremely challenging to find a way in which Telecom could participate in these
Government initiatives at the same time as acting in our shareholders’ best interests.
One of the most significant challenges to overcome was the Government’s requirement
that no company selected through the tender process could both own infrastructure and
sell services to residential and business customers directly, as Telecom does today.
So Telecom had a choice – do we separate Chorus into an entirely stand-alone business
to allow it to participate in the Government’s initiative? And if so, how do we make this
stack up for our shareholders.
I’m delighted to say that after a lot of very hard work, and even harder negotiation, we
have arrived at a solution that your board unanimously supports.
As such, the board recommends that you vote in favour of demerging Chorus.
Shortly Paul will provide you with more detail and the supporting rationale for this
proposal.
On a personal level, I’m also very pleased to say that not only do I believe the demerger
proposal is the right solution for Telecom and its shareholders, I firmly believe that it is
in the best interests of New Zealand as a whole.
New Telecom board
Should the proposal be approved, you will see a substantially new board for Telecom,
and an entirely new board for Chorus.
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I will be stepping down from my position as Chairman, and the board has recommended
that Mark Verbiest replace me as the new Chairman of Telecom.
The board believes that Mark is the right man to lead the stewardship of the interests of
shareholders as Telecom addresses the opportunities and challenges after a demerger.
He has a solid background in telecommunications and corporate governance, combining
institutional knowledge with significant experience gained across a wide range of sectors,
including the private sector, Government bodies, and SOEs.
If you approve their re-election today, Mark will be joined by Murray and Kevin, along
with new directors Charles Sitch, Justine Smyth, Maury Leyland and Paul Berriman, and
of course our CEO Paul Reynolds.
When recruiting New Telecom directors there has been a strong focus on ensuring the
right mix of skills and diversity.
This will be a very strong board.
It provides the right balance of value chain and functional expertise, and an exceptional
depth and breadth of experience both in New Zealand and overseas.
New Chorus board
The Chorus board will be chaired by Sue Sheldon, who will step down from her role on
the Telecom board.
Sue will be joined by Anne Urlwin, Clayton Wakefield, Jon Hartley, Keith Turner and Prue
Flacks.
Again, I am extremely pleased with the calibre of the New Chorus board.
It brings a wide range of skills, experience and perspectives to the governance of what
will be New Zealand's largest telecommunications utility.
It is also very pleasing to note the female representation on both boards, which has
been the natural result of a robust recruitment process that ensured the boards have the
appropriate mix of skills and diversity of experience and thinking.
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Thanks to previous board members
Having considered the potential new board members, it is appropriate to take a moment
to thank Sachio Semmoto who stepped down during the year.
Sachio retired due to ill health which meant he was unable to continue to travel from
Japan to the Telecom board meetings. Sachio’s tenure was short but he offered valuable
perspectives and also made a meaningful contribution to Telecom.
If demerger is approved, Sue Sheldon and Ron Spithill have signalled their intention to
step down.
In Sue’s case, as I said, it will be to take up the chairmanship of Chorus, however Ron
will not be taking a role on either board.
Ron has been on the Telecom board since 2006 and Sue joined the board in 2010. While
demerger remains to be approved, I think it is important to recognise them now, and
take the opportunity to say thank you for their respective roles in helping Telecom
navigate some of the most challenging years in its history.
Thank you all.
Paul Reynolds
Recently Paul Reynolds re-affirmed his commitment to seeing Telecom through the
transition period following the proposed demerger, but also signalled that he intends to
leave once the transition is complete.
I would like to thank Paul for his commitment to Telecom for seeing the job through, and
the stability this will provide during this period of immense change.
The job of recruiting Paul’s successor will fall to the new board, and it is currently
expected that a new CEO will be in place for the next financial year.
In the meantime Paul has his hands firmly on the steering wheel and has the continued
support of the board as Telecom navigates yet another radical shift in its operating
environment.
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Conclusion
At the start of my address I described the last financial year as ‘pivotal’, and it is an
apposite word.
Not only have we seen significant events that are likely to shape the future of Telecom,
the telecommunications industry and indeed deliver high quality fibre optic infrastructure
throughout New Zealand, the performance of the company has also seen a significant
positive change.
When taking into account both the increase in share price and the dividends paid,
Telecom has outperformed the NZX50 by more than 30% over the last 12 months.
The Telecom team has turned this business around, despite very challenging headwinds,
and they deserve full credit for that achievement.
As I mentioned earlier, if the demerger goes ahead, I will be stepping down from my role
as Chairman. I have been on the Telecom board since 2004 and Chairman since 2006.
It has been a privilege to act as steward of your investment during a period of enormous
and on-going change. The business has the opportunity to change trajectory and I
believe Chorus and the new Telecom will be well set up for the new operating
environment.
With your consent, Telecom will move forward to that new environment. An environment
we believe will be sustainable, effective and deliver for our shareholders, the industry
and the people of New Zealand.
Ladies and gentlemen, I will now hand over to Paul Reynolds.
Thank you.
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