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EXECUTIVE SUMMARY

More than ever, retailers that strategically use information technology have the opportunity to turn technological advantage into real long
term market gains. We find most retailers have abandoned the practice of internally developing their systems. Retail Winners especially have
moved more aggressively towards commercially available solutions, particularly compared to their lesser performing peers. Nearly one-
quarter of Winners also seem determined to overcome the initial and ongoing costs associated with integrating point solutions within their
application portfolios, by pushing that responsi biltyto drive vaueto
the business seems an elusive goal for retailers. The largest retailers in particular have lost their ability to regularly and consistently scorecard
I T's value delivery.

BUSINESS CHALLENGE

By a wide margin, Wi nners cite conflicting demands f rwanmmoctki
from the IT organization. Line of Business (LOB) leaders want their issues addressed. What stands in the way, according to our Winners, is
first of all, maintaining the legacy portfolio of production applications (48%). Laggards, in comparison, are plagued by a lack of strategic
direction (71%). Their business leaders are far less engaged. In short, their IT functions are treading water, spending money and time just
keeping legacy portfolios up and running.

OPPORTUNITIES

Increasing the portfolio of packaged applications, along with renewed interest in a single integration bus are the best opportunities for
improved IT value delivery. Unlike years gone by, when business users complained IT leaders lacked an understanding of the business, we see
a shift. Savvy business leaders MUST have an understanding of what IT can do for them. Those retailers who outperform their peers clearly
depend more on these business leaders to help set the technology agenda.

ORGANIZATIONAL INHIBITORS

Legacy application maintenance still takes up an inordinate amount of IT human and financial resources. IT is in a vicious endless loop. For
almost half our respondents, the care and feeding of legacy portfolios consumes the operating budget, even as the capital required to
integrate into those portfolios renders new solutions unaffordable. A pervasive lack of consistent IT governance creates additional
challenges. One would expect the largest retailers, those with revenue in excess of $5 billion per year, to be the most sophisticated. Yet we
find IT governance and measurements to be weaker among these retailers than even their smallest counterparts. The solution again, is more
business involvement with IT. That includes more frequent and specific measurement tools and KPIs.

TECHNOLOGY ENABLERS

| T seems to stil]l be | i ke the Cobbler’'s chil d, a ut osimeastROI acg as
a gating factor in purchasing IT-specific tools. We can appreciate that the move to packaged applications should allow retailers to forgo
sophisticated devel opment tool s..after al | we expect t o ctigitg

monitoring are central to evaluating how well IT is doing in delivering business value.

BOOTSTRAP RECOMMENDATIONS

RSR has a 5-point set of recommendations to help retailers improve Business/IT alignment:

1) Ensure all line-of-business demands for IT services are considered within the context of the total corporate strategy. 2) Establish
organizational accountability for IT at the top of the company, usually by having the CIO report directly to the CEO. 3) Insure the Executive
Committee regularly reviews IT priorities and project status, moving beyond simply overseeing the IT spend. Rigorous ROI disciplines and
successful i nvest ment i n enabl kheggo iaedénthamd 4) 0 Epadedsbip naust developta systemnbtic
program to simplify the portfolio and to reduce development rework and production errors. 5) Align line-of-business specific processes to the

corporate strategy; then map IT to business processes. | t
The CIO has to encourage that point-of-viewbys ayi ng “no” to provinci al or “rogue” pr

S in the company’ s best -eftenptise reseuscé. ¢

A



Table of Contents

EXECUTIVE SUMMIAIY 1tiititiiitiiirtretttererererererererererererererereee—eeeeeaete—eteeete—.eeeetee.teeatttttte ettt i
BUSINESS Chall@NEE ...ttt et st e e st e et e st e e st e e sabeeeaseesabeesabeesabeesaneesas i
P POTEUNIEIES oo i
Organizational INNIDILOIS ...co.uiiiiiieeee ettt e bt e s e bt e s e e e b e st e e enbeesaree i
=T a1 Fo =V ST g F=1 o] =T USRS i
BoOtstrap RECOMMENAALIONS ....cc.uiiiiiiiiiieiieeee ettt sttt st e st e sab e s b e e sabeesareesareesaneenas i
SECTION I: OVERVIEW .o, 1
Why the Study Was CONAUCLEA .......cccuiiiiiiie ettt e e e rre e e e e e e sate e e s enaae e e satbeeeenntaeessannaeessreeean 1
MEETNOUOIORY ...ttt ettt e st e st e s et e st esabeeeabeesabeeeabeesabeesaseesabeeenneesas 1
Defining Retail Winners and Why They Wi .......c..viiiiir et see et e st e e sree e e stae e e e e e e 2
Survey Respondent CharaCteriStiCs .......eiiuiiiieiieeiieeeit ettt ettt s e st e sareesan e e sabeesaneenas 4
SECTION I1: BUSINESS Chall@NEES ....veiiiiiieeeiiie ettt e ettt et e st e e e et e e e s aaae e e s atbeeeeastaeesnsaeessnsseeesnssneesnsens 5
The Business | s Depende.nt..on..t.he. . .l.T..Funct.i.osn, But
“Too Much To Dal.,...or..t.Do . What 2. 6
UNEQUAT PArTNEIS .ottt ettt ettt ettt et ettt e s et e bt e s at e e bt e e s abe e bt e e sab e e bt e e s bbeebteesabeebeeennneenneees 8
A Fix Needed —The IT Backlog CoNtiNUES 10 GrOW .......ccccuueeeeiuiiieiiiieeeciieeeeciteeeseteeeestveeeesaraeeeeaaeeesareeens 8
IT Must Understand the Business, but the Business MUST Understand [T .......ccccceeeeveiiinieeeeeeeicccinneeeeeeen, 9
SECTION [11: OPPORTUNITIES ..ccuuttiitteesttesiieesteesiieesite e sttt e sttt esieessteeessaeessaeesaseessseesssesssseessseessesesssesnsesesseesnseen 10
The Value Of Information To IMprove PerformMance ........coceeiieeerieenieeniiieniee ettt 10
Opportunity #1: Finally, Acceptance Of Packaged Applications.........ccceeeeiiiieeciiee i e 10
Opportunity #2: Getting on the INtegration BUS ..........coiiiiiiiiiiieiiee ettt 11
Overall: The Pressure is 0N The BUSINESS SIAE .....civiiriieiiiinieeiieerieesieesiee e e sreesbeesaeesbeesreesbeesasee e 11
SECTION IV: ORGANIZATIONAL INHIBITORS. .....ee ittt e e eeetse e e e e e et atase e e e e e e eabaen e s e e eeenannannaaaaes 13
Legacy Maintenance Still Driving the IT ABENda.....ccuio it 13
The State of | T Governance:..What..y.o.u..Don..14 Know CAN
Does The Executive Steering Committee Really StEEr?.......oociiieciei e e 15
Overcoming Obstacles — Getting Business Executives More Involved .........cccccooeiiiiieieeiieicciiieec e 15
SECTION VI: TECHNOLOGY ENABLERS ......coiittiiitetieitteitt ettt ettt et et sit e sae e saeeesbe e e saeeeseeesareesnnees 17
I T as the * Cobbl.er. . .s..Chi..dr.en.l . 17
Some IT-specific Tools can Add BUSINESS VAlUE ........ceiiiiiiiieiiiie ettt e e st e st e e esaae e e saaee s 18
SECTION VI: BootStrap RecommeENndations ..........uuiieiiiiiiiiiiiieie et secrtee e e e e sarree e e s e s e anraaeeee s seennnns 19
FOr BUSINESS EXECULIVES ...eeeiiiiiiiiiiiee ettt ettt e et e e s e s et e smen e e e saneeesenneeesnnees 19
FOI IT EXECULIVES ...ttt ettt ettt et e e e s ettt e e e s et e bt e e e e s esanbe bt e eeeeesanbsneeeeeeesannnreeeeas 19
APPENDIX A: The BOOT MEthOdOIOZY ...eeeeieiiiiiiiiiieiiiieeeieecettes e stee ettt e et e e s e e e st e e s enaee e snseeeennseeeennnes a
APPENDIX B: ADOUL OUI SPONSOIS ceeiiiiiieiiiiiiiieeeieiiittteeeeeeeseitatreeeeeesestbatreeeesesessstsaseesssessstssseesssessasssnneeeaesnn b

APPENDIX C: ADOUT RSR....iiiiiiiiiiiiee ettt sttt sanesanesaeesneesneeneeaneene o



Figures

Figure 1: Winners Favor Commercially Available SOIULIONS ........ccccooieiiiiiiiiiiiiee e, 2
Figure 2: Winners Align IT to the Top of the COMPaNny ......c.coiiiiiiiiiiii e 3
Figure 3: Who IT Reports To IMmpacts PErformMancCe.........ccccuveeieiiie et e e e et eere e e aaee s 3
Figure 4: Retailers Know that IT IS IMPOrtant ......cc.eeeiciieeeiiie et ere e s e e e e s eaare e e s naee s 6
Figure 5: Top of the List: Actionable INformation.........ccceeeciiii i e 6
Figure 6: For Winners: Conflicting DEMANAS .......ccuueieiiiieeeiiiee ettt e e tee e st e e e e te e e e eaeaee e snaeeeas 7
Figure 7: I' T Leader shi p....0Owns. . ..t.he..Bus..nes$%
Figure 8: Backl og..i.s.nl.t..Get.t.i.ng. . Any..Smal.l.e9
Figure 9: Winners Hopping on the INtegration BUS ...........ocueiiiiiiieiiiienieesiee ettt s 11
Figure 10: Business INVOIVEMENT @ IMIUSE ........ceiiiiiiiiciiie ettt e e et e e e tae e e s tve e e e abae e e abaaeesasaeeaas 12
Figure 11: Legacy Maintenance Drains Time and RESOUICES .......ccieiiieiiiiiieieeeieiciirreee e eeseiirree e e e e e esvesaeeeas 13
Figure 12: A Lack of Metrics and Infrequent Review of Service Levels Blur the Picture ............ccccveeeeunneee. 14
Figure 13: The Largest Retailers Are Least Likely to Have Standard Reporting Metrics.........cceceerveenneene 14
Figure 14: The Executive Committee Limits Its Purview to IT SPending........cccoceeveeerieeniieniieeniec e 15
Figure 15: Winners Depend on Business Leaders, Others Hope to Educate Them .......ccccevveeviiinieenieenne 16

Figure 16: Less Than Half Use Automation to SUpport IT ACtIVItIES ......cccveeeeciiieeeeiiee e 17

Rel

ati

or



SECTION |: OVERVIEW

WHY THE STUDY WAS CONDUCTED

In 2008, RSR studied the opportunities and challenges associated with business application delivery in
retail. Although we hoped to uncover new ways retailers were exploring to more effectively deliver
business applications, we actually found that the single biggest opportunity to overcome roadblocks
wasn't about t eicthnwd ® gyt -opl@ded padaged ve. Suites, or proprietary
development vs. on-demand services (although those are important issues). Resoundingly, retailers
across all revenue tiers agreed that the best way to overcome inhibitors and address challenges and
opportunities is by empowering arExecutive Committee to align IT priorities to corporate strategies,
and that CEO and/or Board level support and thwéllingness of Line of Business leaders to take
ownership of development efforts are the most influential factors to achieving better alignment

Armed with that insight, RSR decided it is appropriate to study the issue of IT and Business Alignment in

Retail. Certainly, there have many cross-industry studies covering the topic. In fact, the “alignment” topic

has been exhaustively covered for over 20 years. For example, in January 2009 CIO Magazine issued the

results of i t s annuyaAs in griértyeart the suovéy oftIThexecutds foom msny r v e

industries showed “ al i gni ng | T and b pd then@Ospsoritglietayét & femainssa a t the t
stubborn challenge. We wanted to see if retailers tracked to cross-industry studies, where challenges and

opportunities are similar and different, and how Retail Winnersrespond to the need for effective

IT/Business alignment processes.

As we not ed in | ast year ' s study, retailers t hat S
opportunity to turn this technological advantage into real long term market gains. This is true now more

than ever, given the recession across the global economy. RSR has noted in recent studies that Retail

Winners view times like these opportunistically, and seek ways to pull further ahead of lesser performing

competitors, who defer investment in strategic initiatives in favor of expense reductions. We, of course,

recognize that investment capital is a uniquely scarce resource in this current downturn. Nonetheless,

companies can find themselves strategically disadvantaged by the failure of the IT function to deliver

efficiencies that might enable them to focus on other, more strategic initiatives. In other words, not only

can retailers find themselves not getting to those strategic initiatives, they will probably slip farther

behind the pack as Winners up the anté.

IT and Business Alignment in RetailBenchmark Study2009 measures how retailers address the
challenges and opportunities of aligning IT activities to business strategies, how the best performers stay
in front of the competition by establishing business ownership of IT projects, and how they measure the
value of IT investments.

METHODOLOGY

! The Future of Application Delivery in Retail: Benchmark Study 2008, 05/2008, p.2, © RSR Research LLC




RSR uses its own model, called the “BOOT, " t
survey instruments. An explanation of the methodology can be found in Appendix A.

In our surveys, we continue to find differences in the thought processes, actions, and decisions made by
retailers who outperform their competitors and the industry at large. This remains true even in our
sagging economic climate. The BOOT model helps us better understand the behavioral and technological
differences that drive sustainable sales improvements and successful execution of brand vision.

DEFINING RETAIL WINNERS AND WHY THEY WIN

Our definition of Retail Winners is straightforward. Wall Street judges retailers by year-over-year
comparable store sales improvements, and we do the same. Assuming industry average comparable store

sales growth of three percent, we define retai

sales growthrate a s average,” and those below -tans.
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better, they tend to do different things. They think differently. They plan differently. They respond
differently. It may be hard to talk about superior sales performance in an economic environment like we
have today. Nonetheless, we believe past Retail Winners remain best-poised to recover as the consumer
finds her footing again.

For example, in Figure 1 we see that even though virtually all our respondents have abandoned the
practice of internally developing all of their systems, Retail Winners have moved more aggressively
towards commercially available solutions, particularly compared to their lesser performing peers in the
adoption of single-source package solutions. Nearly one-quarter of Winners seem determined to
overcome the initial and ongoing costs associated with integrating point solutions within their application
portfolios, by pushing that responsibility on the solution provider rather than internal IT.

Figuré.:
Winners Favor Commercially Available Solutions

4 N\
IT Portfolios

Retail Winners B Average Performers M Laggards

23%
Predominantly single-source package solution 9%

6%
M | b =5
ostly “best o 22%
S 15%
Combination of internally . 50%
packages 65%
5%
All internally developed/ proprietary 0%
_ 12%
. J

Source: RSR Research, April 2009




Responses to this year's
function is perceived. Figure 2 shows that Retail Winners’

snUTrrepceting relationsioips &nd hovatherlTe | at i on s h
Cnhof@ sypically report directly to the CEO

rather than a functional head such as the CFO or COO. Laggard retailers favor having the top IT executive

report to the CFO.

Figure:
Winners Align IT to the Top of the Company
4 )
Who Does the Company's Top IT Executive
Report To?
M Laggards M Average Performers Retail Winners
55%
50%
41%
24% 24%
19% 18%
0% g%  12%13%14%
CEO CFO (e(e]6] President
- J

Source: RSR Research, April 2009

With the IT executive organizationally aligned to the CEQ, IT resources can be better aligned to strategic,
rather than tactical, initiatives. With active CEO support, the CIO has a better opportunity to overcome
line-of-business issues that could inhibit adoption of enterprise-wide solutions. So it should come as no

surprise that mor e Retai
than either average or under-performers (Figure 3).

Figur8:

Wi n nexdeedls expeatgtibns, enbreeso t h ei r C ol

Who IT Reports To Impacts Performance

M Retail Winners

Exceeds our expectations

At our expectations

Below our expectations

Retail Winners' IT Outperforming

M Average Performers

\

Laggards

11%

33%

56%

J

Source: RSR Research, April 2009




This begs the question: Doesthe way the IT functionis governedcreate differences in performance, or
are there other germane business issues driving business suttassnswer is yes, winners do a better
job of ensuring that the IT function is delivering value through successful execution of business strategies.

SURVEY RESPONDENT CHARACTERISTICS

RSR conducted an online survey in February 2009 and received answers from 85 respondents.
Respondent demographics are as follows:

91 Job Title:
Senior management (CEO, CFO, COO) 11%
CIO/IT Leader 30%
(Line-of-Business Vice President/Director 16%
Manager 22%
Staff 9%
Internal Consultant 8%
Other 4%

9 2008 Revenue ($ Equivalent):

<$50 million 17%
$51-$249 million 23%
$250-$999 million 23%
$1-S5 billion 18%
>S5 billion 19%

 Geographic Reach:
Corporate HQ RetailPresence

South America 0% 8%
Latin America 1% 6%
UK & Ireland 4% 16%
Australia/New Zealand 4% 6%
Asia/Pacific (including India) 5% 19%
Continental Europe 8% 23%
Middle East or Africa 9% 19%
North America 70% 73%

9 Year-Over-Year Comparable Store Sales Growth Rates:

Worse than average 23%
Average 44%
Better than Averag 33%




SECTION Il: BUSINESS CHALLENGES

THE BUSINESS IS DEPENDENT ON THE IT FUNCTION, BUT...

The pace of business change in retail continues to accelerate. The entire value chain, from the
manufacturers’ out bound -d-muehass is exderlencitig lpressure fiogn two 0 t
seemingly opposing forces: increased customer demand for specific goods and better service, vs.
increasing pressure to shake every extraneous expense out of corporate operations. Resolving this
seeming paradox — delighting the customer vs. reducing expenses — demands information. Delivering
information assets in a way that informs decision making processes is critical to winning in retail. But
unlike days past, the consumers of this information also exist outside the boundaries of merchandising

he poi

and finance. I n the past, “merchant princes” alone dictat

the retailer would sell, and what the customer would buy. Finance executives would do their best to rein
the merchants in.

Times havechanged. Today’ s deci sion makers also work at t
the customer. This means the information asset has to be delivered in whole new ways to a much larger

group of people than ever before. The IT department, traditionally the ugly stepchild of many retail
operations, is right at the heart of the matter.

The IT executive in retail, as in most other businesses, is faced with many perception challenges, among
them:

9 IT spends a lot of money — often more than the profit of the company. This can make for very
difficult P&L discussions;

he po

9 ITis often seen as not credible —many line-of-businessleaderst hi nk Cl1 O’ s are | ess th

in managing and controlling IT expenses;

T None of the CI O s peers or stakeholders understan

IT operations running (maintaining a complex IT shop takes a bit more work than maintaining a
home network);

T The |l anguage of I T is foreign tandhkeThasdneksy d®&

want to;
T [Itisdifficult to measure the performance and cost of IT from a business perspective.

Notwithstanding these negative perceptions, expectations are high for the IT organization as a whole, and

the CIO in particular. Over the past decade, Wall Street analysts and successful retail executives alike

have touted the value of technology in supporting retail success. Retailers recognize the enabling nature

of the information asset, if not the company’s
(Figure 4).

depen



Figure 4:
Retailers Know that IT Is Important

Reliance on IT Effectiveness to Achieve Corporate
Objectives Over the Next 2 Years

Meeting our corporate objectives is aided by, 61%
but not totally dependent on IT value delivery ?
Meeting our corporate objectives is dependent

. . 38%
on effective IT value delivery
Meeting our corporate objectives is NOT
dependent on effective IT value delivery

- J

2%

Source: RSR Research, April 2009

Although six out of ten respondents indicate that reaching their corporate objectives is aided by effective
IT value delivery, a somewhat surprising 38% say that the company is dependent on it. This result is
swayed by average performers; more of both Retail Winner and Laggards indicate that they are
dependent on effective IT value delivery (42% and 43% respectively). As we will see however, Laggards
consistently hamstring the IT function with poor governance practices that result in poor value delivery.

“ doMucHToDO” Qr"* DWHAT? ”

A majority of retailers in our study indicate they have a clear understanding of the relationship between
the need to “put actionable information into the han
procesgredn.” (

Figure 5:
Top of the List: Actionable Inbormati

Your Company's Top 3 Expectations for IT

Put actionable information into the hands of decision

59%
makers
Automate business processes

Enable the company to continuously lower operating
costs

Track and report business performance

Help the company win new customers and retain
current customers

Secure and manage our customer data

React quickly to changes in the business environment

- J

Source: RSR Research, April 2009




Digging deeper into those expectations, we see big differences between what Winners expect from their

IT functions, and what Laggards want.

9 By far, Winners place highest importance (83%) on putting actionable information into the hands
of decision makers.lLaggards on the other hand place highest
the company to continuously lower costs (75%). FO r Wi nner s, that's a relati
(28%). Given that more under-performin g compani es’ C | OFigsre 2, thip o r t to t|
finding is not surprising; cost control is the particular domain of the chief financial officer.
9 Although Laggards place lower importance on providing actionable information to the right
people (33%), they put more importance than Winners on automating business processes (50%
compared to 44%). While Winners understand that getting the right information into the hands
of the right people goes a long way to ensure better processes, Laggards expect to change
processes to lower costs — without understanding that the ability to get the right information to
the right people at the right time makes that achievable.
The stark differences between Winner s’ and Laggards’ expectations of th
focus when looking at their top challenges (Figure 6).
Figure 6:
For Winners: Conflicting Demands
\
Top Challenges - Differences by Performance
Retail Winners B Average Performers M Laggards
A poor definition of requirements at the outset
leads to rework later on
Scope creep —our projects never seem to finish
Conflicting demands from different business 71%
departments stretches IT resources
Lack of strategic direction and prioritization from
the business 71%
Live system problems take precedence over
development efforts
Conversion from old systems takes longer than
expected
J
Source: RSR Research, April 2009
By a wide margin, Winners express that conflicting demands from different business departments is the
top challenge. In their relentless pursuit of competitive advantage, Retail Winners use all the tools in their
arsenal, including | T. Wi nners’' <c¢clear | B)lewasnt mor e f

want their issues addressed. What stands in the way, according to our Winners, is first of all, maintaining

the legacy portfolio of production applications (48%). And, Winners are not immune from lack of strategic
direction, with 38% claiming that this is a challenge. Indeed, strategic direction from the top is the single

best way to prioritize LOB agendas, as we will see later in the report.




Laggards, in comparison, are plagued by a lack of strategic direction (71%). In short, their IT function is

treading water, spending money and time keeping the legacy portfolio up and running.

The difference in the demand for IT services is further highlighted when looking at the backlog of different

performance groups. In an exquisite irony, while 50% of Winners say that their backlog extends beyond

18 mont hs, only 30% of Laggards make that <c¢cl ai m. L a
Winners are stretched to deliver new value. Perhaps even more unfortunate, overall, the IT backlog is
growing.
UNEQUAL PARTNERS
Given the importance of the IT function in achieving business objectives, it might be easy to assume that
line of business executives actively cultivate the dialogue between their organizations and the IT
management team. However, that is not the case according to our survey respondents. In fact, 58% of
survey respondents say that “I1I T | eadership is |largel
| eadeBgurs?). (
Figure 7:
| T Leader shi pRelati@ships 6 t he Busi nc¢
4 . . . IT has a department )
Managing Relationships dedicated to
relationship
management with
the business
18%
IT leadership .is IT has functionally
largely responsible liened licati
for “con aligned application
busi d groups that have
usiness department "dotted
leaders ibility t
8% responsibility to
business department
leaders
\_ 24% )
Source: RSR Research, April 2009
A FIX NEEDED —THE IT BACKLOG CONTINUES TO GROW
The application development backlog continues to grow (Figure 8), and there’s a general S €

that IT could be doing better, but even the best are somewhat at a loss to figure out how to work
collaboratively to enhance relationships.

In what is perhaps the most stunning indictment, 75% of retailers with revenue greater than $5 billion

dollars a year report a growing backlog.

As we ' | lenwe &lkabdutotgamirationahvinhibitors,

this problem is driven by a variety of forces ranging from lack of governance, to tangled legacy application

portfolios, to siloed departments each clamoring for their own solutions.




Figure 8:
B a ¢ k | Geting iAry Sraaller

How Has the Backlog of Application Development
Requests Changed Over the past Year

crowre. I 5

st I 31%
shrinking | 1%

Can’t say/F 4%

- J

Source: RSR Research, April 2009

IT MuUsT UNDERSTAND THE BUSINESS, BUT THE BUSINESS MUST UNDERSTAND IT

The late 20thcent ury mantra that “1 T just doesn’t under st ar
dated. Infact,2lstcent ury realities dictate that “Business | eas
bring to their departments. ” Just as | T can hamstring business 0]

understanding of the business, line of business leaders who either can ' t or refuse to wunder
implicit value of technology in supporting their vast empires hamstring the efforts of their enterprise.




SECTION [Il: OPPORTUNITIES

THE VALUE OF INFORMATION TO IMPROVE PERFORMANCE

To improve corporate performance, retailers typically exercise four basic strategies:

First and foremost o0 nrelemiess teedtodntrease balest As'RSR has notddsn i s t he
recent research, the focus of Winning Retailers in our current economic climate has been to keep the

customers they have, not necessarily to look for new ones. Acquisition costs are high. Particularly,

retailers are looking at price, assortment, and promotion optimization systems to keep the customers

they have, and perhaps win new customers who abandon other retailers in their search for better value.

Another strategy is to keep more of every revenue dollar. This is typically descri b
excell ence” agenda, and it’'s where retailfpints focus a
of Sale scanning in the 1980's (which provided the
demand by sk u ) , retailers have made huge investments in te

side of their busi ndasosteeatsand smobtleey thelew ofsgbodsmhcbagh tlei z e
supply chain in an attempt to ensure adequate service, while at the same time trying to minimize both out

of stocks and excesspaidf or i nventories. Al t hough @eshisosgoingor k on t h
(as we move from standardized to localized assortments), retailers have recently turned their focus to the
“sel |l ” side of their business. The goalareimesre t o ensur
focused on customer-facing activities. To that end, retailers are deploying workforce and task
management systems, and operational metrics “dashboarl

every labor dollar.

A third strategy has to do with tying up less working capital, and retailers are trying to address that issue
by striving for a much faster-moving inventory pipeline. To support that objective, retailers and their
trading partners are learning to collaborate digitally across an extended value chain, all the way from
product design through product consumption.

Finally, Retailers seek to introduce new and compelling value-creating offers for the consumer.
Traditionally, this has meant entering new markets or commanding more market-share from existing
ones. But today it also means entering new selling channels. Consumers in greater numbers are engaging
in cross-channel shopping, sometimes beginning and ending transactions in more than one channel.
Retailing is no |l onger bound by the “traditional” f ol

Iy d2RF&Qa @g2NIRZI Fff 2F GKSasS aidNIGS3IASE NBIljdzANBE (KS
optimized business processes that make the most effective us of the information that technology provides.
Neither IT nor optimized business processes alone are enough to compete: they must work together.

OPPORTUNITY #1: FINALLY, ACCEPTANCE OF PACKAGED APPLICATIONS

“

Long-time retail watchers have railed againstr et ai Ip rcohpaeinnssi’'t y t o r oStoties t hei r owr
are legend. Some retailers had home-grown payroll applications with dedicated staff on-hand to update

the software whenever a new form came out or in response to tax changes by county, city or state. One

multi-billion dollar chain drug store even built its own proprietary in-store network that persisted late into

the 1990 s.

10



The causes of the legacy of homegrown technology have been well-documented. Up through the early
1990 s, onl y “ gk e@uddsscald adagumtely to hamalleatailttrensaction volumes, and
packaged software for any department beyond finance and administration was hard to find for those
computer systems. For their parts, retailers had a hard time distinguishing between critical business
differentiators and cultural traditions, and would insist on heavily customizing any packaged application
they did buy, eliminating the possibility of following vendor upgrade paths.

But times have certainly changed. Not only are there commercially available software solutions available
today with rich capabilities that can be flexibly deployed without heavy modification, but those solutions
are often designed in such as way as to facilitate integration with other software. Perhaps more
S t he C people,i pnoeets,i andn of
technology that drives performance, and not just technology. This realization has caused retailers to ask

importantly, retailers have come to understand that i t

themselves if proprietary processes in their operations, particularly in the non-selling functions, really
creates value for the consumer —or just creates more cost.

OPPORTUNITY #2: GETTING ON THE INTEGRATION Bus

Retailersarehard-pr essed to justify any project that doesn’t d
the somewhat mind-boggling development costs associated with continued reliance on point-to-point

integration between applications (packaged or otherwise) can drive an IT-savvy business executive to

di straction. Retail Winner business | eaders, who se
to standardized integration buses (Figure 9).

Figure 9:
Winners Hopping on the Integration Bus

Expect Increased Use of Middleware and Integration
Tools to Reduce Point-to-point Integration

24%

8% 7%

Laggards Average Performers Retail Winners

- J

Source: RSR Research, April 2009

While 24% is not a resounding endorsement, it certainly represents a step forward, especially when
coupled with the additional 24% that use a single-source package solution (Figure 1).

OVERALL: THE PRESSURE IS ON THE BUSINESS SIDE

When we look at perceived opportunities to improve IT effectiveness, we can see the pressure is clearly
on business executives (Figure 10). As previously mentioned, IT alone cannot drive winning performance.
Business processes and the skills of the people involved in those processes are just as important. While IT
is responsible for delivering enabling digital assets to people and processes, and by automating routine

11



transaction flows that allow businesses to scale up, the business itself must be responsible for designing

how the company will operate.

FigurdQ
Business Involvement a Must

Is your Company Taking Advantage of Potential Opportunities to
Improve IT Effectiveness and Responsiveness?

M In place for longer than 1 year ~ M In place for less than 1 year Planned No plans

More user involvement in business application
development
Alignment of IT priorities to corporate strategies via an
executive steering committee

L% s% 12%

13% 15%

More business user accountability for IT value delivery 26% 18%
Improve application development tools and
. 25%
methodologies
Replace legacy applications with new best-of-breed 329%
applications ?
Replace legacy application portfolio with an enterprise
s . 34%
application suite
More funding for the IT function as a whole 36%
- J

Source: RSR Research, April 2009

IT and business leaders alike report a movement to get users more involved in the process, to be more
accountable for I T value delivery and to hel
talk a lot about adding funding to the IT function, busihne s s al i gnment to I'T
money at the pr obl &hid mole yhan&0%wfi redpondems ravg keither recently
moved to, or are planning to move to replace their legacy applications with either best of breed or end-to-
end, 45% have been driving user involvement for more than a year, with another 35% undertaking recent
new initiatives. Similarly, a majority have something in place to try to align IT and corporate strategies.

Given the general consensus that business must be more involved with IT-enabled value delivery, why is

p

c

I' T stildl falling further behind? As we’ | | see

best, even and especially among the largest retailers, those who rely on IT the most.
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SECTION IV: ORGANIZATIONAL INHIBITORS

LEGACY MAINTENANCE STILL DRIVING THE IT AGENDA

In survey after survey, retailers report that their number one internal challenge to moving forward with
new technology initiatives is an overly complex legacy application portfolio. Integrating any new
application requires so much time and money it practically destroys the Return on Investment (ROI) to be
derived from new initiatives.

As we can see from Figure 11, IT is in a vicious endless loop. For almost half our respondents, the care
and feeding of legacy portfolios consumes the operating budget, even as the capital required to integrate
into those portfolios renders new solutions unaffordable.

Figurd 1
Legacy Maintenance Drains Time and Resources

Organizational Inhibitors

Maintenance of our legacy portfolio of IT solutions

. 48%
prevents the company from addressing new needs

|

Business users are unwilling to change operational

s 35%
processes to take advantage of new capabilities

Past under-investment in IT infrastructure now

[v)
prevents us from moving fast enough 33%

Business users make solution decisions without

0,
involving the IT department 30%

The business is unwilling to fund the cost of adding new

0,
functionality 30%

Business users don

0,
technology 30%

24%

Lack of high-level business leader support

The IT organization is unwilling to change operational
processes to enable more visibility

- J

Source: RSR Research, April 2009

19%

|

Similarly, most of our benchmarks show retailers reporting resistance to change among business users. A

slightly lesser-rk nown hi stori cal conundrum is | T's wunwillingne
stories across all industries of users purchasing technology by going around the IT group, rather than

through it. IT has been unable to move fast enough, and adjust its own way of doing business to

accommodate the speed of business change. In this study, less than 20% of respondents report this is a

top-three organizational inhibitor. IT has changed. Now it appears the time has come for business users

to step up to the plate.
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THE STATE OF IT GOVERNANCE: WHAT YOU DON’T KNow CAN HURT You

We’' ve already gestldlhépartménierately bxteedexpekctations in value delivery. We
can accept this at face value, but we also chose to try and understand the metrics driving the thought
process. Sadly, we find both a lack of metrics, and lack of frequency among business users in monitoring
those metrics (Figure 12).

Figure 12:
A Lack of Metrics and Infrequent Review of Service Levels Blur the Picture
4 N )
Does IT Have an Established Method of How Frequently are Service Level
Monitoring and Reporting Business Metrics Reported to Management?
Application Service Levels?
52% Rarely, if ever
40%
Annually
7% Regularly, quarterly
38%
Regularly, monthly
Yes No Don’t kno Ad hoc
say
- AN J

Source: RSR Research, April 2009

One would expect the largest retailers, those with revenue in excess of $5 billion per year, to be the most
sophisticated. Their operations are the most far-flung, businesses the most complex. Yet we find IT

governance and measurements to be weaker among these retailers than even their smallest
counterparts. Figure 13 showstheper cent age of respondent DoesthesTwer i ng
organization have an established method of monitoring and reporting business application service levels

to business departments?” The largest retailers clearly lag behind their smaller counterparts.

Figurd3:
The Largest Retailers Are Least Likely to Have Standard Reporting Metrics

4 )
Percentage Answering "Yes" by Revenue Band

42% 43%

36%
30%

Less than $50 million ~ $51 million - $999  $1Billion to S5 Billion Over $5 Billion
million

- J

Source: RSR Research, April 2009
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Regardless of whether retailers are large or small, given the lack of measurement and lack of frequency
(almost half of re spondent report service | evel metirt
surprising to see backlogs growing, especially among the largest retailers.

DOES THE EXECUTIVE STEERING COMMITTEE REALLY STEER?

Aswe not ed i rovervidwjretailersacps 4llrevesue tiers agree that an executive committee
is essential to keep IT priorities aligned to corporate strategies. While it is true (especially for Winners)
that the Executive Committee oversees IT spending, our survey respondents do not involve themselves in
governing potentially conflicting business priorities for IT resources, (Figure 14). This is especially true of
winning retail organizations. Since Winners also indicate conflicting demands from different business
departments is by far their biggest business challenge (see Figure 6), the only plausible explanation for the
Committee’s |l ack of involvement is that they
themselves. While it may be convenient to depend on the professionalism of individuals (winning
companies tend to attract winning executives, after all), this practice ignores the value of sound
governance processes, and places success or failure of the IT agenda squarely on the shoulders of the CIO.

Figure 14:
The Executive Committee Limits ltgdPidnSeending

The Executive Committee is ALWAYS Involved in Making
The Following Decisions

Retail Winners M Average Performers M Laggards

94%
Eval uates and appr o 54%
54%
Evaluates and a rov 82%
plan 39%

Prioritizes major IT efforts in support of business 24% 35%
objectives — 466

18%

Regularly reviews project status 44%
31%

- J

Source: RSR Research, April 2009

OVERCOMING OBSTACLES — GETTING BUSINESS EXECUTIVES MORE INVOLVED

Winners monitor IT performance more frequently than their peers. Forty-eight percent report service
levels to management monthly, vs. only 25% of laggards, but this is really just a small piece of the puzzle.

Winners (both on the IT and business side of the house) have placed responsibility for overcoming
inhibitors squarely in the hands of business users (Figure 15).
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Figurds
Winners Depend on Business Leaders, Others Hope to Educate Them

( )
Very Valuable Ways to Overcome Inhibitors

Retail Winners Average Performers M Laggards

82%
More Business Involvement in IT Efforts 52%

[ 42%

Business Case Justification and Prioritization of IT 48% 82%
(]

Efforts I 50%

59%
CEO and/or Board Level Review of IT Priorities 39%
. 33%

53%

Corporate-level Prioritization and Funding for IT-
48%

Related Spending I 33%

Better Understanding of Technology by Business 24% 48%
(]

Leaders P 12%
N J

Source: RSR Research, April 2009

By a wide margin, Winners are more likely to expect more business involvement in IT efforts and project
justification and prioritization. Almost half of average performers and laggards, on the other hand hope to
create more understanding of technology among their business leaders.

The message is clear. A consistently successful retail enterprise has business leaders who understand
both the value technology brings to the table, and

legacy applications.
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SECTION VI: TECHNOLOGY ENABLERS

IT AS THE“ @BBLER’S CHILDREN”

There’ s an ol d sisoften so gusytmhkiag shods forehis aistomdysithatthe has no time
to make them for his own children. So it seems to be with IT. The IT department is expected to deliver
value by automating and optimizing business processes. Yet as we can see in Figure 16, less than half our
respondents report using automated tools to support development and/or maintenance activities.

Figurd 6
Less Than Half Use Automation to Support IT Activities

4 N
Does Your IT Department Use Automated Tools to
Support Development and/or Maintenance Activities?
Don’'t |
Not sure J<\
15%
- J

Source: RSR Research, April 2009

On the surface, one might say given the current pressures for business ROl on every project, a penetration
of nearly 50% is a pretty good ratio. However, a dee

1 73% report using Change management tools
9 68% report using project management tools
9 50% report using both problem tracking and quality assurance/testing tools

On the flip side, we see only sporadic adoption of more modern tracking tools:

23% report using portfolio management
23% report using software delivery management
23% report using business management dashboards for IT project development activities

E RN

32% report having service level agreements between business departments and IT
We see negligible to no penetration of more sophisticated development tools:

T 9% report using visual process modeling tools
T 14% report wusing “agile” devel opment met hodol ogi e
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SOME IT-SPECIFIC TOOLS CAN ADD BUSINESS VALUE

No doubt the drive for demonstrable business ROl acts as a gating factor in purchasing IT-specific tools.

We can appreciate that the move to packaged applications should allow retailers to forgo sophisticated

devel opment tools..after all we expect to see internal
project and activity monitoring are central to evaluating how well IT is doing in delivering business value.

We touched on investments in integration buses in Section Ill (Opportunities). While an integration bus

will not provide a quick fix for a legacy of tangled connectors, it can help IT use its maintenance dollars to

simplifying futureenhan c e ment s and i ntegration points. I n an econ
unli kel y, settling on a *“ bu gearfplonfor replacemehtofiexistng ” accompar
integration points will provide a strong framework for future development.

We are, of course, cognizant that some applications may be so dated as to be unworkable with advanced
tool s. RSR does believe, however, that iit’s importar
delivers on its promise of business value.
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SECTION VI: BOOTSTRAP RECOMMENDATIONS

FOR BUSINESS EXECUTIVES

Align the ITagendabased on corporatestrategies Ensure all line-of-business (LOB) demands for IT
services are considered within the context of the total corporate strategy. Establish organizational
accountability for IT at the top of the company, usually by having the CIO report directly to the CEO.
Retail Winners clearly understand the value of establishing such a clear line of authority and
accountability.

52y Qi Wdza (Moady. yft ks BbSenoiigh f5r the Executive Committee to approve and monitor the
IT expense budget and capital plan —it also needs to understand what the money is being used for and
monitor progress towards the desired results. According to virtually all our survey respondents,
attainment of corporate objectives is at least aided by, and sometimes dependent on, an effective IT
organization. Therefore, the executive team cannot afford to be passive when it comes to information
technology. The Executive Committee should regularly review IT priorities and project status.

G,2dz 3S0 oKIGTeBadzelJF @ cF2NEB®ess i S yocsistantysponsi bil it
shows laggards habitually short change investments in enabling technologies. Winner s aren’t afrai d ¢
spending to get what they want. Continuing-to view |
competitive environment. Wi nners are using the infor

invest in IT; Winners place much more emphasis on strong business cases for IT investment than do either
average or laggard performers. Rigorous ROI disciplines and successful investment in enabling
technol ogi es ar e-idfdct, basedtoruoarlsulvay resilss,aheylgshiand ie hand.

Ghoyé GKS +dzi2YFGA2y GKF G YlAjgSliae-oBbstheNdsppafid A Y S& & LINR 0S4
processes to the corporate strategy; then map IT to business processes. IT is an important enabler, but no
amount of IT can fix a poorly designed business.

FOR IT EXECUTIVES

Systemize the whole lifecyclgjust like you preach to LOB leaderH organizations only have
themselves to blame for failing to optimize the value delivery process from requirements through post-
production operations. Despite vast improvements in the tools available to IT organizations to manage
value delivery, and despite orders of magnitude more technical complexity crying out for a more

proactive stance, most | T or ga nideligeetyitoackisgprobtelnsy manage t
and changes once they've -ib-®wlforganidtionotdctvaleedelivery Onl y about
from the “front end” of the process. The rest ask tF

Why should businesses believe that?

Simplify the portfolia There is simply no reason, go-poitn t oday’ s
integration between applications. Companiesthatavoidi nvest ments in middl eware don
ongoing costs (both direct and indirect) of continuing to maintain custom integration points. Beyond
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integration technologies, retailers should seek out commercial solutions that offer integration capabilities,
not only between their own products, but also to facilitate integration in a heterogeneous portfolio.

Choose a strategic partner that will help you achieve your goalae ClO is uniquely positioned to bring

outside ideas into the company, either by learning what other retailers are doing with technology or how

other industries utilize the information asset. The best opportunity to find out how others are using

information technology for strategic advantage is by seeking out strategic partners. Whether a software

provider, net work or database company, systems integt
get that outside perspective, to help you achieve your objectives.

Systematically refocus a greater percentage on valteation, and less on valugnaintenance The IT
organization spends the largest part of the total budget running the existing solution set, rather than
creating new value. A big part of that spend is in human assets, and specifically developers. The CIO
should develop a systematic program to simplify the portfolio and to reduce development rework and
production errors. Such a program should be multi-faceted, including demand and portfolio management
and robust QA and problem tracking. One important way to reduce the internal maintenance load is to
choose solutions vendors who deliver a pre-integrated portfolio of solutions.

Use metrics that matter to the busines$T organizations are usually rich in technical metrics that help
manage the technology. However, those metrics are esoteric, and don’t mean anything t«
The IT organization needs to report the quality of the business services it delivers.

52y Q0 dzy RSNI 1S LINR2SOGa -corforaie aged® Th&riost ImpoktadtyaldR (2 G K S

har dest word to use in a ClIO' s |lexicon is “no”. B
organization is under pressure forany LOBorIT-i nt er n a l project that hasn’'t beeil
Committee and prioritized in the contextofthe cor por ate strategy. “Doing fav
problems. Business leaders often forget to count the opportunity cost of any one-o f f effort; wh at i
getting done while thatpasyfgsetbesfy daodgededasatpd' s hah t he
enterprise resource. The CIO has to encourage that point-of-vi ew by saying “no” to prov
projects.

L { Q &art. PeRpite its history, IT is not an artistic endeavor. Neither is it a scientific project. It is the
thoughtful application of digital assets to solve business problems and to enable business processes.
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APPENDIX A: THE BOOT METHODOLOGY

The “BOOT” methodology is designed to reveal and

9 Business Challenges — Retailers of all shapes and sizes face significant external challenges.
These issues provide a business context for the subject being discussed and drive decision-
making across the enterprise.

1 Opportunities — Every challenge brings with it a set of opportunities, or ways to change and
overcome that challenge. The ways retailers turn business challenges into opportunities
2FGSYy RSTAYS (KS RATTSNABY gFEithia thadBOB, Svycang A Y Y S NA
also identify opportunities missed —and describe leading edge models we believe drive
success.

9 Organizational Inhibitors — Even as enterprises find opportunities to overcome their
external challenges, they may find internal organizational inhibitors that keep them from
executing on their vision. Opportunities can be found to overcome these inhibitors as well.
Winning retailers understand their organizational inhibitors and find creative, effective ways
to overcome them.

9 Technology Enablers — If a company can overcome its organizational inhibitors it can use
technology as an enabler to take advantage of the opportunities it identifies. Retail winners
are most adept at judiciously and effectively using these enablers, often far earlier than their

peers.

A graphical depiction of the BOOT follows:

How winners win... ..

Obstacles within the
enterprise and how
to overcome

Business

Challenges Opportunities

Technology
Enablers

pric
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APPENDIX B: ABOUT OUR SPONSORS

Borland

THE OPEN ALM COMPANY

Founded in 1983, Borland (NASDAQ: BORL) is the leading vendor of Open Application Lifecycle
Management (ALM) solutions — open to customers' processes, tools and platforms — providing
the flexibility to manage, measure and improve the software delivery process. To learn more
about maximizing the business value of software, visit http://www.borland.com.

ORACLE

Oracle Retail is the number one provider of innovative and comprehensive industry software solutions for
retailers - enabling organizations to serve their customers better by applying insight into daily business
decisions for more profitable results. With software that provides supply chain, operations,
merchandising, store systems, optimization as well as enterprise applications and infrastructure software,
Oracle partners with the world's leading retail companies, including 20 of the 20 top retailers worldwide,
to transform the economics of their businesses.

Oracle (NASDAQ: ORCL) is the world's largest enterprise software company. For more information about
Oracle, please visit our Web site at http://www.oracle.com.
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APPENDIX C: ABOUT RSR

#»RSR

Retail Systems Research

Ret ai l Systems Research (“RSR”) is the only research
provides insight into business and technology challenges facing the extended retail industry, and thought

leadership and advice on navigating these challenges for specific companies and the industry at large.

RSR's services include benchmark reports covering th
ranging from merchandising and supply chain, store operations and workforce management, to customer-

facing and multi-channel technologies. Custom research reports provide more in-depth views into topics

of industry interest, and advisory services help retailers and technology vendors make the most of the

insights RSR provides. To learn more about RSR, visit www.rsrresearch.com.
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