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AToday we are going to talk about real opportunities for retail companies to drive growth
and profitability.

AThese opportunities will require retailers to move beyond the tried-and-true focus
areas of the pastd location, product, and supply-chain efficiency. The new frontier of
opportunity is in getting closer to the consumer and providing a new level of shopping
experience, involving concepts such as individual profitability, lifetime value, customer
experience, loyalty, personalization, and wallet share.

AAt the heart of this opportunity is the new "connected consumer": a consumer who
rapidly adopts new technology in his or her personal life and uses new capabilities to
communicate and collaborate while shopping.

ATodayés growth opportunities require new o
most important, new mindsets.

ACisco IBSG believes the rewards will far outweigh the costs and risks for those who
succeed. This new focus will be good not only for your customers and employees, but
also for your shareholders.

AFor the next hour, |l etodés explore some of t
consumers.
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Connected Consumers

and the
Experience Opportunity

ALet 6s start by briefly Il ooking at where r
they are evolving in the area of customer experience.
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The Big Keep Getting Bigger

Competition / growth is through low-price and
high-volume commodity transactions

2 Top 5 U.S. Retailers’
S Total 2006 Sales:
=
E . $630 Billion
g Wal-Mart:  $349B
o 15% Home Depot: $ 91B
f Kroger: $ 66B
g 14% Costco: $ 64B
. Target: $ 60B

13%

1995 2000 2004 2006

Source: Economagic, Zacks Investment Research, Cisco IBSG Economics & Research, 2007

AThe past dozen years have seen an unmistakable trend toward the "big getting bigger"
and taking a larger percentage of the overall retail marketd primarily through low-price
and high-volume commaodity transactions. There has been a notable lack of focus on
the quality of the shopping experience.
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Two Basic Competitive Strategies

ALWAYS LOW PRICES

iy

Source: Cisco IBSG

ASome retailers are differentiating themselves from the commodity- and volume-based
AWaMart o strategy by offering more features

AWhile both of these strategies are showing success, companies caught in the middle
are at the highest risk for becoming uncompetitive.
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Today’s Experiences

Frustrate Consumers

Today’s Consumer .
Frustrations Risks

Inefficient transactions = |n today’s Internet-driven
(price / checkout) world, customers have more
power than ever. Through
“consumer-generated
Out-of-stocks media"—blogs, social
Disconnects among networking pages, message
channels (store, Web, call boards, product review
centers) sites—even a single
disgruntled customer can
broadcast his complaints to
an audience of millions.*

Lack of in-store information

Lack of personal attention /
knowledgeable associates

Uninspiring experiences

Source: Ciso IBSG; *Peter Blackshaw

AThis is evident when you look at the top consumer shopping frustrations.

ANote that these frustrationsd with the exception of finding products out of stockd are
not really about the supply chain, which has been the historical focus for most
retailers. Instead, these frustrations are about experiences: Was a knowledgeable
salesperson available to help find the products and information needed, quickly and
efficiently? How long was the wait in the checkout line? Was it easy to return an item
purchased online to the physical store?

ACustomers want quality products, low prices, convenient locations, AND great
experiences. Too often, retailers deliver on the first three but fall notably short on the
fourth.

AThese frustrations have a significant impact on your business. Two-thirds of
customers who have a negative experience in a store simply stop going to that store.
They may never complain to store management, but are likely to talk about their
experiences with friends.

AThink about your own experiences: when you have a positive experience, how often
do you tell someone else about it? Are you more likely to tell someone if you have a
negative experience? And when you have a negative experience, how much does that
affect your future shopping at that store? Do you remember negative shopping
experiences more vividly than positive ones?

ARetailers who go beyond the basics of product, price, and location, and emphasize
experience, will have a distinct advantage with consumers.

ASource: Cisco IBSG, 2008
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Connected Consumers

Are Taking Control

Source: Cisco IBSG, 2008

AGiven the power of Internet connectivity and the many options it provides for sharing
information, price comparisons, and review

AWe are now dealing with a new generation of consumers who have different skills,
different expectations, and different needs.
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Connected Consumers Are
Changing the Shopping Process

= 69% research products online
e before going to store to make

purchase

= 62% have looked at least once
at an online peer review before
making a purchase

= 39% compared a product’s
features and price across retail
outlets online before buying

= 61% want to scan bar codes
and access information on other
stores’ prices

= 9% used a cell phone to text
message a friend or relation
about a product while shopping

Source: David Butow/Redux, BusinessWeek, December 2007

AConsumers not only know how to research products to become more educated
buyersd they also write product and store reviews on sites such as Yelp; easily
compare prices from a myriad of sources on sites such as Yahoo! Shopping; provide
tips to other consumers via social networking sites; and bargain-hunt on eBay.

ARetailers must take this into account as they formulate customer experience
strategies.
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The New Competitive Landscape

Differentiated Experiences
for Connected Consumers

New Retail Playbook

Right Solution
'Right Customer
Right Way

Visit the Cisco Store online at www.cisco.com/go/marketplace/

Source: Cisco IBSG, 2008

ABecause connected consumers have so many options and tools at their fingertips,
retailers must change their traditional mode of operation to a model that is more suited
to consumerso6 i ncreased expectations.

AThis can be represented in a shift from th
right place, right time, right priceo to a
services), right customer (customer offers that generate profitability), and right way
(using multiple channels and modern communication tools to allow customers to shop
the way that they want, and moving from a focus on transactions to a focus on
i nteractions) . 0

AThis shift is the secret that drives today
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Three Key "Connected

Consumer Experience"”
Technologies

AWwith connected consumers adopting and using new technologies, retailers can

capitalize on this trend to i mprove their
ALet s take a closer |l ook at three of the
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Key Customer Experience Technologies

Right Solution
Right Customer
Right Way

Collaboration Mobility

Source: Cisco IBSG, 2008

AVideo, collaboration, and mobility are playing a significant role in the lives of
consumers. Keep in mind that connected consumers also are the individuals that
make up the retail labor pool, so they are bringing these skills and experiences into
the workforced presenting additional opportunities for retailers.
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The Connected Consumer and Video

= Video is a more effective
mode of communication
than written words

Becoming the preferred mode
among younger generations
across channels and devices

A key element in today’s
collaboration (Web 2.0)
applications

In the United States:

= 74% of users watch or download video from the Internet

= 52% of Internet users watch online video at least once per week

= Users who watch online video average >3 hours of viewing per month
= 82% of major retail Websites use video

Source: comScore Video Metrix, September 2007; Magid Associates, March 2007; Internet Retailer, August 2007

Aln terms of video adoption, the pervasiveness of high-speed connectivity among
consumers, along with big pushes in media and entertainment, have resulted in a
trend toward more video on the Internet. With the advent of sites like YouTube, users
are becoming increasingly comfortable with creating as well as consuming online
video content.

ARetailers have started to use video in their Websites, mostly with traditional
advertising and promotional content. We see a larger opportunity for retailers, which
we will discuss shortly.
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The Connected Consumer
and Collaboration

N = Heavy adoption in youth
populations along with video

’ ‘ A = Displacing classic
Vs Ao 9 TV watching

= Becoming key community /
lifestyle aggregator and
powerful social force

= 60% of users aged 12-21 use social networking at least once a week

= 5 of the 10 most-visited Websites are social networking sites
(up from 2 in 2005)

= Wikipedia: 100,000 people writing 5 million pages (versus
Encyclopedia Britannica, with 19 editors and 4,000 contributors)

= Craigslist: Displacing 50% of local newspaper classified revenue

e
Sources: Cisco IBSG Connected Consumer Research; Forrester Research; Morgan Stanley; BCG, 2007

AOne of the biggest user-driven trends over the last couple of years has been social
networking, which in many cases is evolving to collaboration. This form of online
aggregation of users is becoming a powerful force.

AExamples like Wikipedia and Craigslist are challenging traditional business models.
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The Connected Consumer and Mobility

= Globally, mobile phones will
replace PCs as the preferred
device for accessing the Internet

Consumers are comfortable
using phones as communication
tool (voice and SMS)

Mobile-enhanced versions
from key content providers
(Google, Yahoo!, MySpace,...)

= 3G phone use reaches critical mass (13% of phones and 35% of
new contracts)

= More than 80% of new phones have Internet capability

= Cost of browsing and SMS messaging down substantially

e |
Source: Cisco IBSG, 2008

AFinally, letés talk about mobility. We are
mobile everything. Increases in speed are enabling the easy flow of multimedia
content, including pictures and videos as well as access to Web applications. We
continue to see a blurring of traditional lines between PCs and mobile PDAs.

AWe expect that over the next several years, the balance will shift as more phones are
Internet-capable and more applications are written for phone access.
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Customer

Experience Solutions

ARetail ers are beginning to capitalize on t
collaboration, and mobility.

ANow 1l etés talk about some retail solutions
improved customer experiences, growth, and profitability.
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[T
Experience Solutions—

Video / Collaboration / Mobility

Best-practice Employee Video Portal
Customer Hall of Fame Video Portal

Mobile Version of Website
Presence Services

Store- / Customer-specific Digital Signage
Mobile In-store Collaboration

Personal Locker
Mobile Promotion

Interactive Digital Signage
Online Communities of Interest

Executive Webcast to Associates /' Gyjided Selling Device

Expert Kiosk
Mobile POS

SMS Messaging to Customers

Advanced Leading

Online Customer Reviews / Ratings

Click to Chat
Product How-to VoD*

Online Video Advertising

Associate How-to VoD

Sponsorship of Lifestyle Events
Voice Support Line

Time

Source: Cisco IBSG, 2008 * VoD = video on demand

Basic

AMany of the basic solutions being piloted and deployed use combinations of video,
collaboration, and mobility.

AAs retailers build sophistication with these technologies, the solutions possibilities
multiply.
AA more advanced suite of capabilities might include:
A Interactive digital signage that can personalize messages to consumers in-store.
For instance, if a sensor picks up that the shopper has placed a frozen turkey in

his or her grocery cart, an interactive sign can offer a pinpoint sale on dressing
and packaged gravy.

A Executives can communicate to associates through a Webcast, assuring that all
sales associates receive exactly the same message.
Astill more advanced techniques personalize the experience to a greater degree:

Aln-store systems can recognize individual shoppers, access personal buying
records, and offer specials or sales customized to the individual, via interactive
signage.

A A Web portal for associates could offer a number of best practices, helping
associates improve their sales and customer service skills.
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Five High-impact Solutions for Retail

1 Best-practice Collaboration

2 Targeted Promotion

Regional Teamwork

4 Knowledge-based Selling

5 Mobile Interaction

Source: Cisco IBSG, 2008

ALet 6s focus on a few solutions that can
associates, and customers:

i Best-practice collaboration
i Targeted promotion

i Regional teamwork

i Knowledge-based selling
i Mobile interactions
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AThe first sporlaucttiiocne, cioblesatbor at i

where they happen and quickly deploying them across the organization.

on

, 0 is

AOne potential solution is a short video that can be accessed across the network and
used on-demand. This solution helps break down the geographic barriers associated

with retail store locations.

ASpeedy deployment and the video medium's high impact allow retailers to cut their
time-to-benefit for making best practices available to store associates. Furthermore,
using video on demand (VoD) as part of a collaboration forum can further enhance the

potential of this solution.

a l
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