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Ladies and Gentlemen;

I don't have to tell any of you here today about the impact that convergence has had on the consumer electronics industry over the last few years. With new entrants from historically separate areas such as the PC, IT and telecommunications sectors, our marketplace has become more crowded, competitive and cutthroat than ever before. This, coupled with commoditization and the global spread of the “Knowledge Economy”, has led to the destruction of traditional comfort zones.

What I want to share with you today is how, rather than crumbling in the face of these dynamic new challenges, we have successfully reinvented our entire consumer electronics business. Convergence has not been the kiss of death many predicted. On the contrary, it has given us a new lease of life, acting as a catalyst for unprecedented transformation within our organization. We bid farewell to the old monolithic industrial structure of Philips, and indeed of the CE industry as a whole. And we emerged leaner, fitter and more agile than ever before.

Our new philosophy is embodied in our brand promise of Sense & Simplicity. In an increasingly converging world, we believe that simplicity has to be the ‘common theme’ that ties consumer experiences together. Whether it’s taking pictures on a digital camera and sharing them with friends and family via a Flat TV… or taking digital music files and plugging them into a car audio system… the experience must be intuitive and seamless. 

However, wearing my double hat, being CMO as well as managing the Set Top Box business of Philips Consumer Electronics, delivering simplicity is not only about the Brand promise nor about products and services, but also about the way the CE industry does its business. It is about working together to create partnerships that boldly cross existing boundaries in order to ensure that consumers get the packaged yet intuitive experience they are looking for. 

To illustrate the transformation clearly, I want to use High Definition TV as an example. By next June, when the FIFA 2006 World Cup is in full swing in Germany, HDTV is going to be the biggest thing to hit our industry since the advent of color TV three decades ago. 

The reason I choose this as a case study is because, in many respects, HDTV is about breakthrough business transformation and realizing simplicity. HDTV is forcing our industry, broadcasters, content providers, operators, retailers, customers and even EU policymakers and regulators to sit up and take notice of a new reality. 
There are three key components in our business transformation:

1. Deverticalization

2. Integrated value marketing

3. Digital eco system

*****

For Philips, “Phase One” was about deverticalization. This basically meant unbundling, outsourcing and dismantling significant parts of our CE business, while retaining the core competencies of business creation, design, intellectual property, trade marketing and brand management. We adopted an operating model based on “sharing and partnering” rather then “do-it-yourself” and “one size fits all”. 

And now - just as some of our competitors are starting to de-verticalize - we are emerging from “Phase One” of the reinvention process. So here is a quick snapshot of the Philips CE business today:

· We have a platform for profitable growth

· We are competitive both in terms of innovation impact and time-to-market

· We are cost effective and ‘asset light’– in fact we have lowered the breakeven point and run the business with negative working capital.

Let us now examine this in context of the TV industry and to HDTV in particular 

Since 2004, we have progressively outsourced the manufacture of our TVs and PC monitors through joint venture arrangements. For example, LG.Philips LCD (LPL) is the strategic partner for panel sourcing and collaborative business development. Also as an example in the highly networked industry of Set Top Boxes, we use third party software building blocks to build an HDTV Set Top Box. It is therefore our own leading-edge innovation power, coupled with the strengths of multiple partners, that makes a great HDTV product offer

Doing business in a streamlined way is part of our definition of Simplicity. If you like, we needed to fix the “backbone” part of our operations before we could be better positioned to deliver to the real “nerve ending” of high-impact applications and solutions to consumers. 

*****

Now we have the fundamentals right, let’s turn to the next building block; “Phase Two”. This is what we call Integrated Value Marketing.

Integrated value marketing is about applying Sense and Simplicity, because it focuses on simplifying the life of consumers and delivering value… regardless of the old limitations and barriers. And it just makes sense.

In other words, we no longer just want to make the TV or the set-top box as a stand-alone product. This means partnerships with broadcasters, operators, distributors, and other content providers in the world of cable, satellite, and broadband communication to offer integrated value marketing propositions to consumers.

For instance, since 2002 Philips has been the preferred supplier of set top boxes for DIRECTV's in the United States, which is a mutually rewarding model of revenue generation. Going back to our HDTV story, we will be teaming up with Premiere, Germany’s leading pay TV service, to provide bundled services that include exclusive World Cup coverage. 

Philips provides the set-top boxes in this partnership – and of course we have the HDTV screens to match. However the association between Philips and Premiere is much more than just a business relationship. We’re creating a real partnership, committed to working together to prepare the market for the forthcoming TV revolution.  Philips’ relationship with Premiere will extend to a joint marketing relationship, with Philips and Premiere co-branding the new sports channel to be launched by Premiere as part of its initial offering of three HD stations. Further alliances with content providers in other countries are in the pipeline.

And there's more. And we're continuing to work with our European Telecom partners to develop devices that deliver new entertainment experiences for consumers using broadband as part of our Connected Planet vision. Not bad for a company many considered to be nothing more than an 'old school' European TV manufacturer. And we haven't only concentrated on content partnerships either. On the trade side, we have created much better alignment with retail giants like Carrefour in Europe and Wal-Mart and BestBuy in the US and Latin America.

You're no longer buying a stand-alone electronic box, but a ticket to a wealth of consumer experiences. These include TV on the move, datacasting and services for those with special needs.

On this latter point we firmly believe healthcare is a content and services space that will grow in the future. With the arrival of interactive broadband services, the TV screen in your home is becoming much more than an entertainment receiver. We are helping deliver tomorrow’s healthcare services through telemedicine.

In the US, for instance, Philips has pioneered the Motiva project. A set top box and wireless home monitoring devices are installed in the patients' home, which patients can use to measure their vital signs, such as blood pressure and weight. These patients with cardiovascular disease are monitored daily by healthcare professionals, using our networked devices. And here in Europe we are testing Motiva in an alliance with Achmea, a healthcare insurer in the Netherlands, on more than 600 patients in the Rotterdam area.
So as well as being a window on the world, the TV screen is a potential life-saver. Any digital screen could be used as an interactive gateway between care providers and their patients…but of course our screens can do the job better!

As you can see, surviving and thriving in this new world of convergence is all about breaking through barriers. Not just in the world of entertainment and information – but through the creation of completely new categories such as the home healthcare category I have just described.

*****

As much as we believe that deverticalization, as well as integrated value marketing, are crucial steps in the journey towards breakthrough business transformation, the CE industry needs more. So let’s move to “Phase Three” of our model for reinventing the CE industry. 

This is all about creating a digital eco system, a place where people can enjoy digital content on the move, at home, at work in a seamless way. To do so, we have to eliminate unrewarded complexity, remove boundaries and constraints, and get rid of policies and regulations that were created in the old, analogue days, but which do not fit the new, digital century.

And, in particular, this relates to two extremely important factors: harmonized broadcasting standards; and effective digital rights management. These will deliver benefits for consumers and a stronger future for our industry.

I would like to use once more HDTV as the case study to help us examine these two issues 

First of all, without a synchronized switch to digital terrestrial broadcasting in the EU, we cannot fully leverage the HDTV opportunity. Speed is of the essence, and harmonization is an enabler for simplicity for consumers.

Western Europe already intends to switch off analog signals by 2012 at the latest. Cable TV is starting to move over to digital TV as well. We have a great opportunity to keep life simple for our customers: what if tomorrow’s digital TV and DVD-recorders would also work on cable? How about delivering and financing TV services in a way that is compatible to mainstream CE business models? 

The key priority of EICTA, of which Philips is a prominent member, is – as you know - to make sure there’s a completely smooth transition and that this happens in a timely and harmonious fashion across member states. 

But to make the digital ecosystem work we also need a clear regulatory framework, which means support from regulators in Brussels and EU member states. There has been progress. In May the Commission strongly endorsed the need for market-led initiatives to encourage a more rapid switchover and for more steps to inform consumers of the benefits. 

In industry we are also playing our part. Major European broadcasters – including Sky, Astra, Canal+, and Premiere – are all running HDTV pilot programming through 2005. And manufacturers have jointly created an “HD Ready” standard. Recently EICTA announced a complementary HDTV quality standard for receiving devices. 

This is the way forward. ALL stakeholders - not only the industry itself, but also policymakers, regulators and legislators - must be of the same mindset and be focused on a common goal.

Now the second issue: effective Digital Rights Management. Even though EICTA has been working on this since the publication of the 2001 European Copyright Directive,  Europe still has a patchwork of more than 25 copyright protection regimes, the consequence of which is market distortion, higher prices, a lack of transparency and slower adoption of new exciting technologies. 

Some countries - notably the UK, Ireland, Luxembourg and Malta – have very narrow restrictions on private copying and don’t charge any levies. But all other Member States adopt an approach whereby we pay in advance for the copies somebody thinks our customers are going to make – and then we pass the bill on in the purchase price. EICTA has one report that in Germany levies add €76 to the cost of even a basic PC/Printer package. And in Spain EICTA found that levies force the average price of a fax/photocopier up from €79 to €131. 

No wonder EICTA has called for a policy of “Freeze and Adapt” on these copyright levies. The irony is that nowadays you don’t need any levies at all. Digital Rights Management systems are in place to compensate the rights holder for any ‘legal private copies’ made of their work, such as full-length HDTV movies on the new Blu-ray Disc format.

We therefore urge the European Commission and other European policy makers to implement a more just and transparent Digital Rights Management system as soon as possible. 

To summarize: 

We've met the challenge of convergence head-on and emerged smiling and stronger. How? Through: 


· Deverticalization for greater efficiency.

· Integrated value marketing to create great solutions for consumers that span hardware, software, content and services.

· A Digital Eco system governed by universal broadcasting standards and digital rights management.


And throughout everything we have done, simplicity has been our guiding light. It’s good for consumers; good for partners; good for customers and suppliers; good for shareholders; and consequently good for the consumer electronics business as a whole. 

Thank you very much.
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