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Present Situation

According to the Wednesday January 21, 2004 edition of the USA Today, Cisco Systems continues to dominate the market for equipment used to link networks and power the Internet.  The company’s major products are routers and switches. Cisco is the world’s #1 supplier of computer networking products and a major company in the telecommunications networking segment.  In 2003, Cisco bought Linksys for $500 million and moved for the first time into consumer home networking.  It sells its products primarily to large enterprises and telecommunications service providers, but it also has products designed for small businesses and consumers.  As tech spending begins an expected rebound this year, Cisco should be a primary player.  In the Thursday, February 5, 2004 edition of the Tulsa World, it was reported that “Cisco Systems dropped $2.33, or 8.8 percent, to $24.08, although its earnings beat Wall Street’s expectations.”
History


In 1984, the husband and wife team of Leonard Bosack and Sandra Lerner along with 3 Stanford University colleagues founded Cisco Systems.  Their first network router was sold in 1986.  The original target was universities, the government, and aerospace industries.  In 1988, its marketing included large corporations.


Sales jumped from 1.5 million in 1987 to 28 million in 1989.  By 1990, the company went public and the couple sold their stock for 200 million.  As competition increased, Cisco began making numerous acquisitions.  The largest acquisition that Cisco made was $7 billion for Cerent.  In 1995, Cisco accounted for 15% of the networking industry’s profit.  By 2000, it was 50%.  Acquisitions continued until 2001 when Cisco was hit by an economic slump that affected technology.  Cisco’s reply was a 15% workforce reduction, and CEO John Chambers cut his own salary to $1.

Financial Analysis


Cisco’s revenue is about $19 billion.  The three-year revenue trend is -4% compared to -34% in the industry.  Cisco’s net profit margin is 6.7% better than the industry standard. The industry net profit is 14.4% to Cisco’s 21.1%.  The return on equity is 14.8% compared to the industry’s 10.7%. 


Analysts estimate that Cisco’s earnings will grow about 13% this quarter versus a year ago.  Plus, Cisco has $9 billion in cash and no debt.  Cisco’s stock is up more than 60% in a year, beating NASDAQ’s rise of 40%. 
Competition


Cisco’s three major competitors are 3 Com, Nortel, and ADC Telecomm. Below is a table showing the net profit margin of Cisco and their competitors:  

	Cisco Systems
	3 Com
	Nortel
	ADC Telecomm

	21.1%
	-57.2%
	-0.6%
	-9.9%


The Future

Internet security software will play a leading role in facilitating future growth in worldwide e-commerce.  Consulting firms estimate a 16% annual growth rate through 2006, with revenue exceeding 12.4 billion that year.  Cisco has announced a new security initiative to stop poorly configured Windows desktops from being targeted by worms and other threats.  The only problem is that it will only work with Cisco hardware and has yet to gain more than small industry support. One major problem that Cisco will have to worry about is new competitors with less expensive, open standards networking products. A minor problem is keeping up with technology because it changes so fast.

Case Synopsis

Cisco Systems is the worldwide leader in networking for the Internet.  Cisco’s networking solutions connect people, computing devices, and computer networks, allowing people to access or transfer information without regard to differences in time, place, or type of computer system.  The company was founded in 1984 by the husband and wife team of Leonard Bosack and Sandra Lerner.  Bosack and Lerner, along with three other computer scientists from Stanford University, were seeking an easier way to connect different types of computer systems.  Cisco Systems was born and the company shipped its first product in 1986 and went public in 1990.  Cisco has grown into a multinational corporation with more than 35,000 employees in more than 225 offices in 75 countries and was recently ranked number three in Fortune magazine’s list of 100 best companies to work for.  Cisco is increasing its size and power through acquisitions.  In fiscal year 2000, Cisco acquired 30 companies.  Since January 2001, Cisco has made only 10 acquisitions.  In the September 10, 2001, issue of Business Week, Cisco announced the strategy of no more reliance on acquisitions.

Cisco Systems is based in San Jose, California, the heart of Silicon Valley.  They have major hubs in Raleigh-Durham, North Carolina, and Dallas, Texas, in the United States and international headquarters in Issy les Moulineaux, France, and North Sydney, Australia.

Fiscal third quarter 2003, net income rose 35% to $987 million with revenue for the quarter $4.6 billion.  For the past 12 months stock price range has been from a high of $19.55 to a low of $8.12.  Total revenue has been over $19 billion and profit $3.368 billion for a net profit of 17.7%.  Return on equity is 14.8% and inventory turnover is 5.6.
Case Questions 1-10

Research Cisco and determine its present situation.  Answer the following questions:

1. How does a Cisco break into a market dominated by large Telco companies such as Lucent and Nortel and become a dominant player?

2. Can Cisco return to its phenomenal growth?  For example, between 1995 and the year 2000, Cisco’s revenue grew at a 53% annual growth.

3. What is Cisco’s global strategy?

4. What impact does Cisco’s web site have on its business?

5. What impact does “start-up” competition have on Cisco?

6. From an employee’s point of view, is Cisco a good company to work for?

7. What is your opinion of Cisco’s strategic plan?

8. Develop a five-year strategic plan for Cisco.

Sources:


“A Go-Go Giant of Internet Age Cisco is Learning to Go Slow,” Wall Street Journal, May 7, 2003, p. 1.


“A Do-It-Yourself Plan at Cisco,” Business Week, Sept. 10, 2001, p. 52.


“Cisco Systems; Rest of Andiamo Is Purchased for $750 Million,” Wall Street Journal, Monday, February 23, 2004, p. 12.
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OUTLINE

I. PURPOSE

I. What is your vision, your reason for being, your mission, why you are needed, customers served, needs met in community, scope of the endeavor:  nationwide, local, accountability, profit or nonprofit?

II. ENVIRONMENTAL ANALYSIS
II. What is the direction of your industry, your SIC Code?

II. Who are your primary competitors?

II. What are international, national, regional, and local statistics as they relate to your business?

II. Who are your primary customers?

III. STRENGTHS & WEAKNESSES (usually internal)

III. Human Resources/People

III. Facilities/Equipment

III. Patients/Resources Natural

III. Financial

III. Other

IV. ASSUMPTIONS
IV. You Have No Control Over

IV. Extend Environmental Analysis

IV. Usually External

V. OBJECTIVES AND GOALS
Specific, time frame, measurable in key result areas

KEY RESULT/OBJECTIVES/TARGETS

	AREA
	OBJECTIVES

	
	Last Year
	This Year
	Next Year
	Five Years

	1.  Sales/Total Revenue/Size


	
	
	
	

	
	
	
	
	

	2.  Market Share 

	
	
	
	

	
	
	
	
	

	3.  Return:  ROA, ROS, ROI

	
	
	
	

	
	
	
	
	

	4.  Quality/Customer Service

	
	
	
	

	
	
	
	
	

	5.  Human Resources/People

a.  Turnover Rate


b.  Total Work Force


c.  Training Hours/Employees


d.  Safety
	
	
	
	

	
	
	
	
	

	6.  Productivity

	
	
	
	

	
	
	
	
	

	7. Public Responsibility/Ethics




8. Other
	
	
	
	


Now for each objective, use this format to develop specific objectives, strategy, and action.

Key Result Area


Objective





Strategy to achieve objective:

1. 

2.  

3.  

What do I have to do to make it happen?

1.  

2. 

3.  

VI. STRATEGY (General Overall Strategies)

V. Thinking Stage

V. Where and How to Commit Resources

V. Timing

V. How to Achieve Objectives


V. Sales/Total Revenue


V. Market Share


V. Return:  ROA, ROS, ROI




V. Some Measure of Efficiency and/or Productivity


V. Quality/Customer Service




V. People/Training/Human Resources/Morale

V. Public Professional Responsibility

V. Other Key Result Strategies

VI. OPERATIONAL PLAN  

VI. Getting Work Accomplished/What Must Be Done in Short Term

VI. Develop Overall Budget and Support Budgets to Accomplish Overall Plan.
How much is needed during operational year to accomplish objectives?


VI. Overall Budget  
$_____________________

VI. Marketing Budget 
$_____________________

VI. Production Budget 
$_____________________

VI. HR Budget 
$_____________________

VI. Staff Support Budgets 
$_____________________


















VI. Capital Budget is Revised and Developed Yearly

VII. REWARD/PERFORMANCE APPRAISAL 
VII. What team and individual review/reward system/bonus/salary is needed?

VII. Review of performance/schedule overall and support review dates

VIII. ISSUES/PROBLEMS
VIII. Major

VIII. Minor


IX. ANALYSIS


IX. How do you measure cultures?

X. ALTERNATIVE SOLUTIONS
X. List of Alternatives

X. Pros/Cons of each—problems/opportunities associated with each.

XI. RECOMMENDED COURSE OF ACTION
XI. Alternative Selected and Why It Was Selected

XI. Expected Benefit of This Recommendation














XI. What Effect Will This Recommendation Have on Performance Income and Balance Sheet Statements?


SET UP A WAY TO MONITOR HOW YOU ARE DOING AND A WAY TO CREATE ACTION

An action plan for each objective area should be developed.  It helps goals come to life with appropriate action.

ACTION PLAN

OBJECTIVE:

STRATEGIES:

	Action Plan
	Person Responsible
	Start Date
	Date Completed

	
	
	
	


