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Business Trends Driving the
Focus on ROI

giuniiinn | Cisco.com
Failures of previous IT investments to produce
expected returns

eFocus on Cost Containment/Reduction

*Greater involvement of business managers in
technology decisions

[T now accounts for 46% of all capital
expenditures

Continued struggles of the global economy keep
IT spending tight

*Re-introduction of back to basics methodologies
for capital investments

6426_10_2002_c1_Kisch




Importance of ROI

T Clete cam
*80% of IT professmnals belleve that measurlng the value of IT
Investments has increased over the past year!*

*86% of IT professionals believe that measuring the value of IT is
Important**

*Only 30% have a formal ROl methodology/process***

3%

M Increased
Remained the Same

® Decreased

*Source:Information Week Research **Source: CIO Magazine ***Darwin Magazine
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The Changing L__Js__e_of ROI

Cisco.com

Traditional
A structured financial process to “MEASURE"

the relevant costs and benefits in an effort to
determine the financial impact of an investment

Evolving
Organizations are beginning to use
ROI to compare the relative business

contribution of multiple capital
investments in an effort to" MAXIMIZE"
the value of the complete portfolio




Feedback from the CIO

Cisco.com

sInfrastructure investments need to payback in 18-24
months

«Strategic business benefits are still important, but priority
IS given to projects that reduce costs

oIf business case is built on soft business benefits, CIO will
heavily discount their impact (50-60%)

*Analysis needs to be based upon our internal data, not
Industry averages or other companies numbers

*Keep in mind that I'm competing with other business
managers for scarce resources

*Need to identify ways to get more from less, by leveraging
existing technology investments

6426_10_2002_c1_Kisch




5 Simple Steps to an ROI Analysis

Cisco.com

1. Clearly understand the value proposition of the solution
and focus on the primary cost/benefit drivers

2. Validate these benefits through 3-party sources and
client case studies

. Break the analysis into manageable pieces, don’t try to
do it all at once (ex. site segmentation)

Use a financial model that properly allocates the
costs/benefits over the term of the analysis and applies
fundamental financial principles

Run multiple what-if scenarios to determine range of
potential outcomes (sensitivity analysis)

6426_10_2002_c1_Kisch




Obstacles to a Simple and Successful
NOIWAIEWAIES

Cisco.com

slnadequate documentation of costs

Difficulty determining value of tangible/intangible
benefits

sFailure to set the appropriate scope
«Getting buy-in across the organization

Too much reliance on one financial metric
(TCO/Payback/NPV) and one potential outcome

sLack of formal ROI process/methodology

sInternal politics
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Customers
Over 2200 unique analysis
Customizable inputs
ROI snapshots facilitate
the data gathering process
Multiple deployment
scenarios

R  ctcttrgtc Cisco.com

Secondary Data Sources

« Time Motion studies
* Industry Averages
* Meta/Gartner/Giga Research

Cisco Primary Research
* Focus Groups

* Customer Surveys

Analyst Input

Demos to major analyst firms to get their
buy-in regarding soundness of
methodology

Incorporated feedback
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Building a Credible Financial Model

Cisco.com

Cisco’s focus is on quantifying the hard benefits of IP
Communications

Models have the ability to calculate and discount the value of soft
business benefits

All Cisco financial models are designed to be customized
to a customers specific situation

Defaults are used where appropriate, but can be overridden

Financial models needs to be boardroom credible
Built on a solid financial foundation
Conservative assumptions with a transparent methodology




Cisco Network Investment Calculator
(CNIC)

Web-based software
application designed to help
customers understand the
specific financial implications
of deploying Cisco solutions

Available to Cisco

salespeople and specialized
partners

Includes modules for IPT,
Unified Messaging, CTI, ICM,
ICD, Audio Conferencing,
Storage Networking
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Hard Cost Savings - Equipment

Cisco.com

*Reduction in cabling costs for new facilities

eReduction In infrastructure cost at remote sites
via centralized call processing

sIncreased utilization of core networking assets
*Reduction in PBX expansion and upgrade costs
Consolidation of message store/back-up systems

*Reduction in PBX upgrade/expansion costs




Hard Cost Savings - Network Administration

Cisco.com

eimproved productivity of network support staff
Elimination of certain PBX related tasks
Consolidation of skill sets

Centralized application and network management

eReduction in the costs of Moves, Adds and
Changes (MAC'’s)

*Reduction in remote site management costs

Reduction in ongoing maintenance costs




Hard Cost Savings
Integrated Access/Toll Bypass

Cisco.com

*Toll-Bypass savings for intra-company traffic

Domestic: Material if call volume is substantial to offset declining
toll rates in neighborhood of 2-5 cents or if organization lacks size

to negotiate prime rates with carriers
International: Still significant with average toll-rates of 12-15cents

eConsolidation of voice and data access
-Reduction in number of dedicated voice lines

-More efficient use of existing bandwidth




Examples of Business Benefits

Cisco.com

*Real Estate Savings

Better utilization of real estate by leveraging extension mobility to
increase worker to workspace ratio from 1tolto Xto 1

Significant savings in high-rent areas like NY, London, etc.

Platform for New Applications

Unified Messaging — Improved productivity per user by 25-40 minutes per
day

Audio Conferencing — Ability to offload SP provided minutes (8-12
cents/minute) for smaller conference calls to internal service offering

*ADbility to standardize infrastructure and extend
corporate capabilities to branch offices
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Summary of Customer Engagements

Cisco.com

2200+ Customer Analysis to date
Across all major verticals
Financial Services — 228 analysis
Retail — 250 analysis
Education — 110 analysis
Government — 140 analysis

All types of deployment scenarios Sjgreenfield, centrex, centralized call
processing, replacement of new/old PBX, lease/buy)

A mix of different technologies (IPT, Contact Center, Unified Messaging,
Audio Conferencing, Integrated WAN)

Different size deployments ranging from a 100 phones to 45,000 phones
Flash cuts to 5 year migrations
Global focus including U.S./ Europe/Asia/Latin America
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Key Drivers of Positive RO

Cisco.com

A compelling event is driving the decision
New facility
End of useful life of PBX/Expiration of lease
Planned upgrade of data infrastructure

Phased approach to deployment starting with the most
financially viable sites

Abllity to leverage centralized call processing

E%pFI)oyment has number of remote sites that can leverage

Dynamic organization with substantial employee
movement




Key Drivers of Negative ROI

Cisco.com

In some cases, a significant data network upgrade is
necessary to provide the foundation for reliable voice

Difficult to justify on hard cost savings alone the
replacement of a relatively new PBX at a single site

Delays in the deployment of the technology delay the
realization of benefits

Failure to take advantage of key value producing features
of the technology

Aggressive pricing from traditional PBX vendors




Summary of ROl Findings

Cisco.com

Positive Net Present Value 68% of the time
Average payback of 16-18 months

Average annual savings per user of $334
Average # of phones in analysis = 600 phones
Average hurdle rate of 10-11%

Primary Areas of Cost Reduction
Network Administration — 48% of savings
Equipment — 28% of savings
Integrated Access/Toll-Bypass — 24% of savings

Source: Converged Network Investment Calculator 7/02




Summary of ROI Findings -
Deployment Scenarlos

Cisco.com
*Paybacks vary based upon deployment scenario, with green fields

producing the most rapid payback
(Months)

24

18

0

Green TDM Centrex  Multi-site Older PBX Newer PBX
Field Replacement CCP Replacement Replacement
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Cisco.com
(Months) Payback in Months

28

\

Retail Education Government Financial Healthcare
Services
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ROl Benchmarks —
Financial Services (Avg. 421 phones)

Cisco.com

Payback/Breakeven Distribution
e
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Immediate Year 2 Year 3 Year 4
(N=15)

Net Present Value Distribution
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Financial Services Case Study

Cisco.com

Challenge Strategy

e Securities firm needed to  Deployed 1500 Cisco IP Phones

replace older PBX that was « Deployed conference connection
nearing end of useful life to offload smaller conference
Needed to identify a way to calls

reduce the costs of a Gave the user the ability to move
constantly moving workforce their phone in an effort to save

Needed to simplify MAC charges

agement of the network Leveraged extension mobility to
and improve the productivity improve utilization of real estate
ithenetwork support team space

 Payback of 20 Months

d » Net Present Value of $1.5M
Results chieved an annual savings of $308/per user

)
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ROI Findings for the
Retail
Vertical



NOJ Flndlngs — By Vertlcal

Cisco.com

(Months) Payback in Months

28

Retail Education Government Financial Healthcare
Services
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ROI Benchmar_ks — Retall (Avg. 1255 phones)

Cisco.com

Payback/Breakeven Distribution

Immediate

(N=10)

Net Present Value Distribution
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Retail Case Study

Cisco.com

Challenge Strategy

e National restaurant chain e Solution consists of 2500 Cisco

needed to provide a more IP Phones leveraging centralized
cost effective voice service to call processing

AATSRI _ Updated WAN to facilitate
Wanted a standard solution integrated access where

that would lower remote site available
management costs and
groVvide a consistent level of

J

Able to increase productivity of
network support staff via
centralizing call processing

 Payback of 18 Months

Net Present Value of $2.7M
sults chieved an annual savings of $361/per user
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ROI Findings — Government Vertlcal

Cisco.com

(Months) Payback in Months

28

Retail Education Government Financial Healthcare
Services
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ROl Benchmarks —
Government (Avg. 3000 phones)

Cisco.com

Payback/Breakeven Distribution

._.I

Immediate Year 2

(N=10)

Net Present Value Distribution
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Government Vertical Case Study

Cisco.com

Challenge Strategy

e Medium size east coast * Decided to deploy IP Telephony
city was evaluating their In place of Centrex service to 500

future voice strate users across several city
gy facilities as first step towards

« Had a mix of PBX, key converging their network
systems and Centrex Decided to lease instead of
purchase new IP Telephony
entrex contracts were

' | equipment
oming aue Tor renewa Annual lease costs for IPT were

less then annual Centrex costs

 Immediate Payback

4 o Net Present Value of $117K
Regﬂ ItS nnual savings per user of $335

)
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ROI Findings for the
Vertical



NOJ Flndlngs — Educatlon

Cisco.com

(Months) Payback in Months

28

\

Retail Education Government Financial Healthcare
Services
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ROI Benchmarks —
Education (Avg. 283 phones)

Cisco.com

Payback/Breakeven Distribution

y |
Immediate
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Net Present Value Distribution
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Education Vertical Case Study

Cisco.com

Challenge Strategy

e Extension campus of large  Reused 1500 analog phones,
state university needed to while deploying 700 IP
replace existing end of life phones of various models

PBX  Deployed (4) Call Managers
 Needed to be able to and Unity voicemail

continue to leverage a . Upgraded data infrastructure
gercentage of existing

mminent Upgrade cost to
voicemail system and PBX

d _ K e Payback of 11 Months
Results -

A e Net Present Value of $253K




Final Thoughts

Cisco.com

As the technology matures, so does the
Business Case for IP Communications

A carefully prepared ROI analysis will assist
you In your efforts to internally sell IP
Communications

The keys to building the ROl analysis are to
understand the primary value propositions of
IP Communications and to set an appropriate
scope for the analysis

Cisco has a set of tools and best practices
that can facilitate the ROl analysis process
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Business Trends Driving the
Focus on ROI

giuniiinn | Cisco.com
Failures of previous IT investments to produce
expected returns

eFocus on Cost Containment/Reduction

*Greater involvement of business managers in
technology decisions

[T now accounts for 46% of all capital
expenditures

Continued struggles of the global economy keep
IT spending tight

*Re-introduction of back to basics methodologies
for capital investments

6426_10_2002_c1_Kisch




Importance of ROI

T Clete cam
*80% of IT professmnals belleve that measurlng the value of IT
Investments has increased over the past year!*

*86% of IT professionals believe that measuring the value of IT is
Important**

*Only 30% have a formal ROI odology/prosess***

3%

® Increased
Remained the Same

® Decreased

*Source:Information Week Research **So : agazine **Darwin Magazine
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The Changing L__Js__e_of ROI

Cisco.com

Traditional
A structured financial process to “MEASURE"

the relevant costs and benefits in an effort to
determine the financial impact of an investment

Evolving
Organizations are beginning to use
ROI to compare the relative business

contribution of multiple capital
investments in an effort to" MAXIMIZE"
the value of the complete portfolio




Feedback from the CIO

Cisco.com

sInfrastructure investments need to payback in 18-24
months

«Strategic business benefits are still important, but priority
IS given to projects that reduce costs

oIf business case is built on soft business benefits, CIO will
heavily discount their impact (50-60%)

*Analysis needs to be based upon our internal data, not
Industry averages or other companies numbers

*Keep in mind that I'm competing with other business
managers for scarce resources

*Need to identify ways to get more from less, by leveraging
existing technology investments

6426_10_2002_c1_Kisch




5 Simple Steps to an ROI Analysis

Cisco.com

1. Clearly understand the value proposition of the solution
and focus on the primary cost/benefit drivers

2. Validate these benefits through 3-party sources and
client case studies

. Break the analysis into manageable pieces, don’t try to
do it all at once (ex. site segmentation)

Use a financial model that properly allocates the
costs/benefits over the term of the analysis and applies
fundamental financial principles

Run multiple what-if scenarios to determine range of
potential outcomes (sensitivity analysis)

6426_10_2002_c1_Kisch




Obstacles to a Simple and Successful
NOIWAIEWAIES

Cisco.com

slnadequate documentation of costs

Difficulty determining value of tangible/intangible
benefits

sFailure to set the appropriate scope
«Getting buy-in across the organization

Too much reliance on one financial metric
(TCO/Payback/NPV) and one potential outcome

sLack of formal ROI process/methodology

sInternal politics
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Customers
Over 2200 unique analysis
Customizable inputs
ROI snapshots facilitate
the data gathering process
Multiple deployment
scenarios

R  ctcttrgtc Cisco.com

Secondary Data Sources

« Time Motion studies
* Industry Averages
* Meta/Gartner/Giga Research

Cisco Primary Research
* Focus Groups

* Customer Surveys

Analyst Input

Demos to major analyst firms to get their
buy-in regarding soundness of
methodology

Incorporated feedback
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Building a Credible Financial Model

Cisco.com

Cisco’s focus is on quantifying the hard benefits of IP
Communications

Models have the ability to calculate and discount the value of soft
business benefits

All Cisco financial models are designed to be customized
to a customers specific situation

Defaults are used where appropriate, but can be overridden

Financial models needs to be boardroom credible
Built on a solid financial foundation
Conservative assumptions with a transparent methodology




Cisco Network Investment Calculator
(CNIC)

Web-based software
application designed to help
customers understand the
specific financial implications
of deploying Cisco solutions

Available to Cisco

salespeople and specialized
partners

Includes modules for IPT,
Unified Messaging, CTI, ICM,
ICD, Audio Conferencing,
Storage Networking
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Hard Cost Savings - Equipment

Cisco.com

*Reduction in cabling costs for new facilities

eReduction In infrastructure cost at remote sites
via centralized call processing

sIncreased utilization of core networking assets
*Reduction in PBX expansion and upgrade costs
Consolidation of message store/back-up systems

*Reduction in PBX upgrade/expansion costs




Hard Cost Savings - Network Administration

Cisco.com

eimproved productivity of network support staff
Elimination of certain PBX related tasks
Consolidation of skill sets

Centralized application and network management

eReduction in the costs of Moves, Adds and
Changes (MAC'’s)

*Reduction in remote site management costs

Reduction in ongoing maintenance costs




Hard Cost Savings
Integrated Access/Toll Bypass

Cisco.com

*Toll-Bypass savings for intra-company traffic

Domestic: Material if call volume is substantial to offset declining
toll rates in neighborhood of 2-5 cents or if organization lacks size

to negotiate prime rates with carriers
International: Still significant with average toll-rates of 12-15cents

eConsolidation of voice and data access
-Reduction in number of dedicated voice lines

-More efficient use of existing bandwidth




Examples of Business Benefits

Cisco.com

*Real Estate Savings

Better utilization of real estate by leveraging extension mobility to
increase worker to workspace ratio from 1tolto Xto 1

Significant savings in high-rent areas like NY, London, etc.

Platform for New Applications

Unified Messaging — Improved productivity per user by 25-40 minutes per
day

Audio Conferencing — Ability to offload SP provided minutes (8-12
cents/minute) for smaller conference calls to internal service offering

*ADbility to standardize infrastructure and extend
corporate capabilities to branch offices
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Summary of Customer Engagements

Cisco.com

2200+ Customer Analysis to date
Across all major verticals
Financial Services — 228 analysis
Retail — 250 analysis
Education — 110 analysis
Government — 140 analysis

All types of deployment scenarios Sjgreenfield, centrex, centralized call
processing, replacement of new/old PBX, lease/buy)

A mix of different technologies (IPT, Contact Center, Unified Messaging,
Audio Conferencing, Integrated WAN)

Different size deployments ranging from a 100 phones to 45,000 phones
Flash cuts to 5 year migrations
Global focus including U.S./ Europe/Asia/Latin America
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Key Drivers of Positive RO

Cisco.com

A compelling event is driving the decision
New facility
End of useful life of PBX/Expiration of lease
Planned upgrade of data infrastructure

Phased approach to deployment starting with the most
financially viable sites

Abllity to leverage centralized call processing

E%pFI)oyment has number of remote sites that can leverage

Dynamic organization with substantial employee
movement




Key Drivers of Negative ROI

Cisco.com

In some cases, a significant data network upgrade is
necessary to provide the foundation for reliable voice

Difficult to justify on hard cost savings alone the
replacement of a relatively new PBX at a single site

Delays in the deployment of the technology delay the
realization of benefits

Failure to take advantage of key value producing features
of the technology

Aggressive pricing from traditional PBX vendors




Summary of ROl Findings

Cisco.com

Positive Net Present Value 68% of the time
Average payback of 16-18 months

Average annual savings per user of $334
Average # of phones in analysis = 600 phones
Average hurdle rate of 10-11%

Primary Areas of Cost Reduction
Network Administration — 48% of savings
Equipment — 28% of savings
Integrated Access/Toll-Bypass — 24% of savings

Source: Converged Network Investment Calculator 7/02




Summary of ROI Findings -
Deployment Scenarlos

Cisco.com
*Paybacks vary based upon deployment scenario, with green fields

producing the most rapid payback
(Months)

24

18

0

Green TDM Centrex  Multi-site Older PBX Newer PBX
Field Replacement CCP Replacement Replacement

6426_10_2002_c1_Kisch © 2002, Cisco Systems, Inc. All rights reserved. Source: Converged Network Investment Calculator 7/02 24




N \NIN |

[T

ROI Findings for the
Financial Services
Vertical




Cisco.com
(Months) Payback in Months

28

\

Retail Education Government Financial Healthcare
Services
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ROl Benchmarks —
Financial Services (Avg. 421 phones)

Cisco.com

Payback/Breakeven Distribution
e
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Immediate Year 2 Year 3 Year 4
(N=15)

Net Present Value Distribution
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Financial Services Case Study

Cisco.com

Challenge Strategy

e Securities firm needed to  Deployed 1500 Cisco IP Phones

replace older PBX that was « Deployed conference connection
nearing end of useful life to offload smaller conference
Needed to identify a way to calls

reduce the costs of a Gave the user the ability to move
constantly moving workforce their phone in an effort to save

Needed to simplify MAC charges

agement of the network Leveraged extension mobility to
and improve the productivity improve utilization of real estate
ithenetwork support team space

 Payback of 20 Months

d » Net Present Value of $1.5M
Results chieved an annual savings of $308/per user

)
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ROI Findings for the
Retail
Vertical



NOJ Flndlngs — By Vertlcal

Cisco.com

(Months) Payback in Months

28

Retail Education Government Financial Healthcare
Services
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ROI Benchmar_ks — Retall (Avg. 1255 phones)

Cisco.com

Payback/Breakeven Distribution

Immediate

(N=10)

Net Present Value Distribution
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Retail Case Study

Cisco.com

Challenge Strategy

e National restaurant chain e Solution consists of 2500 Cisco

needed to provide a more IP Phones leveraging centralized
cost effective voice service to call processing

AATSRI _ Updated WAN to facilitate
Wanted a standard solution integrated access where

that would lower remote site available
management costs and
groVvide a consistent level of

J

Able to increase productivity of
network support staff via
centralizing call processing

 Payback of 18 Months

Net Present Value of $2.7M
sults chieved an annual savings of $361/per user
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ROI Findings — Government Vertlcal

Cisco.com

(Months) Payback in Months

28

Retail Education Government Financial Healthcare
Services
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ROl Benchmarks —
Government (Avg. 3000 phones)

Cisco.com

Payback/Breakeven Distribution
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Immediate Year 2

(N=10)

Net Present Value Distribution
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Government Vertical Case Study

Cisco.com

Challenge Strategy

e Medium size east coast * Decided to deploy IP Telephony
city was evaluating their In place of Centrex service to 500

future voice strate users across several city
gy facilities as first step towards

« Had a mix of PBX, key converging their network
systems and Centrex Decided to lease instead of
purchase new IP Telephony
entrex contracts were

' | equipment
oming aue Tor renewa Annual lease costs for IPT were

less then annual Centrex costs

 Immediate Payback

4 o Net Present Value of $117K
Regﬂ ItS nnual savings per user of $335

)
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ROI Findings for the
Vertical



NOJ Flndlngs — Educatlon

Cisco.com

(Months) Payback in Months

28

\

Retail Education Government Financial Healthcare
Services
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ROI Benchmarks —
Education (Avg. 283 phones)

Cisco.com

Payback/Breakeven Distribution

y |
Immediate
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Net Present Value Distribution
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Education Vertical Case Study
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Challenge Strategy

e Extension campus of large  Reused 1500 analog phones,
state university needed to while deploying 700 IP
replace existing end of life phones of various models

PBX  Deployed (4) Call Managers
 Needed to be able to and Unity voicemail

continue to leverage a . Upgraded data infrastructure
gercentage of existing

mminent Upgrade cost to
voicemail system and PBX

d _ K e Payback of 11 Months
Results -

A e Net Present Value of $253K




Final Thoughts
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As the technology matures, so does the
Business Case for IP Communications

A carefully prepared ROI analysis will assist
you In your efforts to internally sell IP
Communications

The keys to building the ROl analysis are to
understand the primary value propositions of
IP Communications and to set an appropriate
scope for the analysis

Cisco has a set of tools and best practices
that can facilitate the ROl analysis process
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