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Convergence Rewrites Convergence Rewrites thethe RulesRules……

CableCable
OperatorsOperators
ISPsISPs

Satellite Satellite 
OperatorsOperators

TelcosTelcos

VideoVideoDataDataVoiceVoice

Ubiquitous broadband enables Cable, Satellite & Telco players to compete with 
one another to offer triple play of voice, video & data



Convergence Creates New $ervice Convergence Creates New $ervice 
Opportunitie$Opportunitie$……

Local and LD 
Voice $40/mo
Local and LD 
Voice $40/mo

Teleworker
$70/mo

Teleworker
$70/mo

Digital 
Music

$10/mo

Digital 
Music

$10/mo

Broadband 
Access
$30/mo

Broadband 
Access
$30/mo

NetPVR
$10/mo
NetPVR
$10/mo

Video and xVoD
$50/mo

Video and xVoD
$50/mo

Home Net 
$10/mo
Home Net 
$10/mo

Wireless Security
$30/mo
Wireless Security
$30/mo

Gaming
$7/mo

Gaming
$7/mo

Integrated Networks, Content and Entertainment SystemsIntegrated Networks, Content and Entertainment Systems
Source:  Cisco Systems



Convergence fuels the battle for Convergence fuels the battle for 
higher ARPUhigher ARPU……

Less More

Commoditized Services

Gross Margin Curve

Value Line

Basic 
Connectivity
(Bandwidth)

Basic 
Data Center

Managed 
Services

Managed 
Storage

Application 
Management

Utility
Services

Streaming Audio 
Music Downloads

On-Line GamingPersonal Video Recorder (PVR)

Video-on-Demand

On-Line Backup

Value Added Services
Session Based:  “Pay as you go”
Content Based charging

Source:  St. Paul Venture Capital
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Industry Analysis: Networking and Industry Analysis: Networking and 
Communication DevicesCommunication Devices

Diversified set of networking devices and Diversified set of networking devices and 
supporting software which control the flow supporting software which control the flow 
and routing of bits across the networkand routing of bits across the network



Industry Analysis: Networking and Industry Analysis: Networking and 
Communication DevicesCommunication Devices

Source:  Standard and Poors



Government Regulation Government Regulation 
(FCC)(FCC)
ConvergenceConvergence

Voice, Video, DataVoice, Video, Data
DevicesDevices
CompetitionCompetition

Customer DemandCustomer Demand
One Stop ShoppingOne Stop Shopping
More features, higher More features, higher 
quality, lower costquality, lower cost

TechnologyTechnology
VoIPVoIP
WiMaxWiMax
SecuritySecurity

Industry DriversIndustry Drivers



MetcalfeMetcalfe’’s Law:s Law:

"The power of the network "The power of the network 
increases exponentially by the increases exponentially by the 
number of computers connected number of computers connected 
to it. Therefore, every computer to it. Therefore, every computer 
added to the network both uses added to the network both uses 
it as a resource while adding it as a resource while adding 
resources in a spiral of resources in a spiral of 
increasing value and choice."increasing value and choice."

Increases Network Traffic and Increases Network Traffic and 
Demand!Demand!



Industry Trends:  Internet UsersIndustry Trends:  Internet Users
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Fixed LineFixed Line
WirelessWireless
CustomersCustomers

CarriersCarriers
Commercial  Commercial  
ConsumerConsumer

Key Market SegmentsKey Market Segments



PerformancePerformance
ReliabilityReliability
SecuritySecurity
FlexibilityFlexibility
PersonalizationPersonalization
StandardsStandards--
basedbased

Key Product FeaturesKey Product Features

Convergence changes everything!Convergence changes everything!Convergence changes everything!

Packetized 
Voice 

IP

WebEmail

DSL
Cable

Dial

ISDNExtranet

E-Commerce
IP Phone

Network 
PBX

Internet 
Call 

Center

Data 

Video
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One Dominant CompanyOne Dominant Company





Company OverviewCompany Overview
Cisco Systems is the 
worldwide leader in the 
networking and 
communication devices 
industry.
Cisco Systems manufactures 
products that are used in 
major corporations, 
universities, small-to-medium-
sized businesses, and 
individuals.
The company is 
headquartered in San Jose, 
CA, with offices located  
throughout the Americas, 
Europe, Asia, Africa, the 
Middle East, the Caribbean, 
and Australia.

It currently has approximately 
38,000 employees
Cisco Systems is currently 
ranked number 91 on the 
“Fortune 500”.
Founded in Founded in 1984 by a group by a group 
of computer scientists from of computer scientists from 
Stanford University.Stanford University.



Products and ServicesProducts and Services
Core Technologies 

Routers and Switches
Advanced Technologies

IP Communications
Home networking
Optical Networking
Security
Storage Area Networking
Wireless

Technical Support Services
Advanced Services
Other Products

Access 
Network management 
software



Top CompetitorsTop Competitors

Source: Hoovers

13213010450
Net Trade 
Cycle (days)

12,83110,8494,826121,377
Market Cap 
($ mil)

34,1502,94818,55038,413Employees

9,8281,3364,90224,801Sales ($ mil)



GrowthGrowth
AcquisitionsAcquisitions
R&DR&D
Target MarketsTarget Markets

Cisco on CiscoCisco on Cisco
ManufacturingManufacturing
DistributionDistribution

Channel PartnersChannel Partners
UPSUPS

Cisco StrategiesCisco Strategies



Target Growth AreasTarget Growth Areas
InternetInternet
WirelessWireless

Influence standards organizationsInfluence standards organizations
IPv6, W3C, IEEE, etc.IPv6, W3C, IEEE, etc.
FCC, Commerce Department, etc.FCC, Commerce Department, etc.

Promote Promote ““Cisco InsideCisco Inside””
Technology leadershipTechnology leadership
EndEnd--toto--end reliability and securityend reliability and security

Link revenue to network trafficLink revenue to network traffic
Ride the Ride the ““SS”” curve wavescurve waves

Trifecta RecommendationsTrifecta Recommendations

Traditional Consumer



Economic ImplicationsEconomic Implications



Y = C + I + G + NXY = C + I + G + NX

Digital Producers Digital Producers 
and Consumersand Consumers
Increased Increased 
InvestmentInvestment
Government PolicyGovernment Policy

RegulationRegulation
DeregulationDeregulation

Government Government 
SpendingSpending
OutsourcingOutsourcing

Absolute AdvantageAbsolute Advantage
Comparative Comparative 
AdvantageAdvantage Source:  www.reardencommerce.com

Information EconomyInformation Economy



Outsourcing DataOutsourcing Data
Outsourcing Outsourcing ‘‘industryindustry’’: to : to 
exceed $1 trillion by 2006exceed $1 trillion by 2006

$6.7 bn (2003) to $20.9 bn $6.7 bn (2003) to $20.9 bn 
(2008) in savings(2008) in savings

Outsourcing: NorthOutsourcing: North--South South 
issue? Hardlyissue? Hardly……

More NorthMore North--North tradeNorth trade--
68% of trade68% of trade

North America, largest North America, largest 
market: 60% of totalmarket: 60% of total
Canada, largest Canada, largest 
exporter of private exporter of private 
services to USservices to US

Net creation of 22 million Net creation of 22 million 
new jobs in the US (from new jobs in the US (from 
20002000--2010); shortage of 2010); shortage of 
10 million in 201010 million in 2010

Estimates for outsourcing: Estimates for outsourcing: 
job creation: 317,000 net job creation: 317,000 net 
new jobs by 2008 in the new jobs by 2008 in the 
USUS

2003: 98% of total contract 2003: 98% of total contract 
value for outsourced value for outsourced 
business process service business process service 
delivery in the US is done delivery in the US is done 
domestically (only 2% offdomestically (only 2% off--
shored)shored)

India accounted for only India accounted for only 
1% of total US imports of 1% of total US imports of 
private services (of which, private services (of which, 
2% 2% -- business services)business services)

Source:  UN Conference on Trade and 
Development, 4/2005



Convergence Convergence 
601?601?



Too Much Convergence?Too Much Convergence?

PrivacyPrivacy
AnonymityAnonymity
SecuritySecurity

CommercializationCommercialization
Network NeutralityNetwork Neutrality
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Industry Analysis: Networking and Industry Analysis: Networking and 
Communication DevicesCommunication Devices

Industry SizeIndustry Size

2005 Revenue: $30.814 Billion (0.25% of GDP)2005 Revenue: $30.814 Billion (0.25% of GDP)

Source:Yahoo FinanceSource:Yahoo Finance



Industry PerformanceIndustry Performance

Source:  economy.com



Industry Analysis: Networking and Industry Analysis: Networking and 
Communication DevicesCommunication Devices

Demand FactorsDemand Factors
•• Speed of communication/RealSpeed of communication/Real--time time 

decisiondecision
•• Productivity improvementProductivity improvement
•• Increase customer satisfactionIncrease customer satisfaction
•• Competitive advantageCompetitive advantage



Industry Analysis: Networking and Industry Analysis: Networking and 
Communication DevicesCommunication Devices

Market StructureMarket Structure
•• An An oligopolisticoligopolistic market structure,dominated market structure,dominated 

by small number of manufacturers around by small number of manufacturers around 
the world.the world.
Alcatel (France)Alcatel (France) Nortel (Canada)Nortel (Canada)
Fujitsu (Japan)Fujitsu (Japan) Siemens AG (Germany)Siemens AG (Germany)
NEC Corp (Japan)NEC Corp (Japan) Nokia (Finland)Nokia (Finland)
Cisco Systems (US)Cisco Systems (US)



Industry Analysis: Networking and Industry Analysis: Networking and 
Communication DevicesCommunication Devices

Production and Cost IssuesProduction and Cost Issues
•• R & D:  Big investment in R & D and R & D:  Big investment in R & D and 

human capital to stay ahead of human capital to stay ahead of 
competition.competition.

•• Acquisitions: Transition and integration Acquisitions: Transition and integration 
issues that can jeopardize operating issues that can jeopardize operating 
results and competitive position.results and competitive position.



Industry Trend: Capacity Industry Trend: Capacity 
UtilizationUtilization

Source:  economy.com

Pricing Power is Limited!Pricing Power is Limited!



Industry Trend: Changes in Industry Trend: Changes in 
ProductionProduction

Source:  economy.com



Industry Trends:  Broadband Industry Trends:  Broadband 
PenetrationPenetration
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Cisco: Industry CodesCisco: Industry Codes

Source:  Hoovers



Cisco:  Key NumbersCisco:  Key Numbers
Ranked "Highest in Investor Ranked "Highest in Investor 
Satisfaction Among Online Satisfaction Among Online 
Trading Services"Trading Services"
Company Company TypeTypePublicPublic
(NASDAQ:(NASDAQ: CSCOCSCO))
Fiscal YearFiscal Year--EndEndJulyJuly2005 2005 
Sales (mil.)Sales (mil.)$24,801.0$24,801.0
11--Year Sales GrowthYear Sales Growth12.5%12.5%
2005 Net Income 2005 Net Income 
(mil.)(mil.)$5,741.0$5,741.0
11--Year Net Income Year Net Income 
GrowthGrowth30.4%30.4%
2004 Employees2004 Employees34,00034,000
11--Year EmployeeYear Employee

Source: Hoovers



Cisco:  Annual IncomeCisco:  Annual Income

3,5783,5784,8864,88614,43014,43018,87818,878July July 
20032003

4,4014,4016,2956,29516,32716,32722,04522,045JulyJuly
20042004

5,7415,7417,4427,44217,45317,45324,80124,801July July 
20052005

Total Total 
Net Net 
IncomeIncome

OperatingOperating
IncomeIncome

GrossGross
ProfitProfit

RevenueRevenueYearYear

Source: Hoovers



Comparison to Industry & MarketComparison to Industry & Market

Market**Market**Industry*Industry*CiscoCiscoValuationValuation

12.0612.0621.2421.2418.4718.47Price/Cash Price/Cash 
Flow RatioFlow Ratio

2.772.774.234.235.665.66Price/BookPrice/Book
RatioRatio

20.6520.6528.3228.3222.9822.98Price/Earnings Price/Earnings 
RatioRatio

1.461.464.814.814.784.78Price/Sales Price/Sales 
RatioRatio

*Industry : Networking & Communication Devices
** Market: Public Companies trading on the NYSE,AMEX, and NASDAQ

Source: Hoovers



Global ReachGlobal Reach

All Over the WorldAll Over the World



Firm Analysis: CiscoFirm Analysis: Cisco

Timeline (1984Timeline (1984--2004)2004)

Employees and Revenue Growth
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Firm Analysis: CiscoFirm Analysis: Cisco

Market SegmentsMarket Segments

EnterpriseEnterprise Service ProvidersService Providers Commercial/ConsumerCommercial/Consumer
Large corporations       Telecom carriersLarge corporations       Telecom carriers Small to midsize businessesSmall to midsize businesses
government agencies   Cable companies        Residential usersgovernment agencies   Cable companies        Residential users
educational institutions  Wireless providerseducational institutions  Wireless providers

Internet service providersInternet service providers



Firm Analysis: CiscoFirm Analysis: Cisco

Products:Products: Application Network ServicesApplication Network Services



Firm Analysis: CiscoFirm Analysis: Cisco

Products:Products: MultiserviceMultiservice Broadband CableBroadband Cable



Firm Analysis: CiscoFirm Analysis: Cisco

Products:Products: RoutersRouters



Firm Analysis: CiscoFirm Analysis: Cisco

Products:Products: SwitchesSwitches



Firm Analysis: CiscoFirm Analysis: Cisco
Other ProductsOther Products

DSL and Long-Reach Ethernet
Interfaces and Modules
Interoperability Systems
Network Management
Optical Networking
Security and VPN
Server Networking and Virtualization
Storage Networking
Universal Gateways and Access Servers
Video
Voice and IP Communications
Wireless



Firm Analysis: CiscoFirm Analysis: Cisco

Strategy Strategy 
•• Innovation Innovation 
•• AcquisitionsAcquisitions
•• Strategic AlliancesStrategic Alliances



Firm Analysis: CiscoFirm Analysis: Cisco

Market Power Market Power 
•• Size Size 

2005 Cisco Revenue: $25.6 B2005 Cisco Revenue: $25.6 B
Industry Total Revenue: $30.9 BIndustry Total Revenue: $30.9 B

•• Diversified customer baseDiversified customer base
Sell to telecom companies, internet providers, Sell to telecom companies, internet providers, 
cable carriers, commercial businesses, and cable carriers, commercial businesses, and 
individualsindividuals



Firm Analysis: CiscoFirm Analysis: Cisco

Market Power Market Power 
•• Intellectual propertyIntellectual property

-- As of 2004: 825 patents filed, 447 patents    As of 2004: 825 patents filed, 447 patents    
issuedissued
-- From 1984From 1984--2004, Cisco has acquired 98 2004, Cisco has acquired 98 
companies along with their technologies.companies along with their technologies.



Firm Analysis: CiscoFirm Analysis: Cisco

Production & Cost IssuesProduction & Cost Issues
•• Innovation Innovation 
•• AcquisitionsAcquisitions
•• Bringing Product to MarketBringing Product to Market



Fall of communismFall of communism
Internet browser Internet browser 
(Netscape)(Netscape)
Workflow softwareWorkflow software
Open Source Open Source 
SoftwareSoftware
Outsourcing (Y2K)Outsourcing (Y2K)

FriedmanFriedman’’s 10 Flattenerss 10 Flatteners

Offshoring Offshoring 
SupplySupply--chaining chaining 
((WalmartWalmart))
Insourcing Insourcing (UPS)(UPS)
InIn--forming (forming (GoogleGoogle, , 
Yahoo, MSN)Yahoo, MSN)
““SteroidsSteroids””

DigitalDigital
MobileMobile
PersonalPersonal


