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Executive Summary
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DATE: 2025-10-17

FROM: John Rossman, Managing Partner of Rossman Partners;

Author of Big Bet Leadership, The Amazon Way, Think Like Amazon

Executive Summary

Target is clearly standing at a point of reckoning. A confluence of declining comparable sales, eroding
margins, and escalating guest expectations for both great in-store experiences and seamless digital
experiences has rendered traditional operating models insufficient. In this environment, Artificial
Intelligence (Al) should not be an incremental upgrade; it is a fundamental force reshaping the basis of
retail competition. The risk of inaction is not merely the stagnation you are already experiencing, but a
swift decline into irrelevance as more agile, Al-native competitors capture market value.

The market has signaled this seismic shift through our Target’s long declining financial performance and
customer sentiment. Persistent declines in comparable sales and traffic, coupled with significant gross
margin compression, confirm that incremental improvements are no longer sufficient to maintain, let alone
build, a competitive advantage. This transformation is not a single, monolithic project but a portfolio of
strategic initiatives that must be managed concurrently.

This document outlines Project Nucleus, a decisive strategy that requires a decoupled approach, organized
into distinct but interconnected layers of value. Immediate productivity gains from augmenting the existing
workforce with an Associate Copilot can be realized quickly, generating tangible ROl and building
organizational momentum.

This initial success creates the political and financial capital needed to fund more ambitious, higher-risk
bets, such as the fundamental reengineering of core workflows through an Autonomous Retail Engine.
These reengineered processes, in turn, build the foundation for creating entirely new, Al-unlocked
capabilities and business models—our Hyperlocal Moat—that will define the future of retail.

This Big Bets System™ Al Strategy framework aligns near-term execution with long-term vision—allowing
Target to manage today's performance while systematically building the advantages to win tomorrow.
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Read Rossman’s Substack Articles for more on the Big Bets System™ Al Strategy

https.//thedigitalleader.substack.com/p/pancakes-the-ai-strategy-framework

Pancakes: The Al Strategy Framework I've
Been Holding Back

"It's about damn time"” — Lebron James. It's about damn time
| outlined a Big Bet Leadership™ framework tailored...
JUL 29 - JOHN ROSSMAN

A Mandate for Big Bet Leadership

Project Nucleus is not merely an Al-led business transformation; it is a mandate for an Al-led culture
transformation. The technology is the catalyst, but the true objective is to change the way we work, make
decisions, seek truth, and compete. The operational friction, associate burnout, and eroding margins
outlined in this strategy are not isolated problems; they are symptoms of a culture that has become risk-
averse, siloed, bureaucratic and slow—a "Day 2" company.

The hard truth is that Target is in the current situation because of the operating choices you have made.
Taking accountability for that reality is the first step. The next is to make a conscious, calculated choice to
become a "Day 1" company again by making Big Bets on your future.

While this outside-in analysis certainly has errors, the directional diagnosis cannot be argued. Dramatic
improvements in productivity, customer and associate experience and a return to the brand promise of
Target is required. Nothing indicates that this is being undertaken.

This playbook, Big Bet Leadership, was written for moments precisely like this one. A Big Bet is a response
to a "wicked problem"—a complex, multi-faceted challenge with no easy answer, much like the one Target
faces today. Project Nucleus is not a single initiative; it is a portfolio of calculated risks designed to
fundamentally change the trajectory of the business.

Successfully executing this strategy requires leaders to adopt the three critical habits of Big Bet legends:
e create clarity,

e maintain velocity, and
e prioritize risk and value.
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Applying the Big Bet Leadership Playbook to Project Nucleus

e Create Clarity: The high failure rate of transformations stems from a failure to define a crisp, shared
"North Star". We have addressed this by establishing a clear Big Bet Vector for this transformation.
The starting point is the unvarnished diagnosis in the "What Sucks" Memo—the broken promises
and operational friction. The destination is the vivid future state articulated in the Outcome
Definition Memos for each of the three bets: The Associate Copilot, The Autonomous Retail Engine,
and The Hyperlocal Moat. This vector is not a vague aspiration; it is a precise, documented, and
debatable path from problem to outcome.

e Maintain Velocity: Large organizations have an invisible gravitational pull—a "tractor beam" —that
forces new initiatives to conform to old, slow ways of working. To win, you must intentionally create
an environment optimized for speed. Each of the three Big Bets must be led by a
single-threaded leader—a directly responsible individual (DRI) who wakes up every day obsessed
with that single mission. These leaders must be empowered to build dedicated, "Two-Pizza Teams"
and must be protected by a senior executive heat shield that deflects the bureaucracy and business-
as-usual requests that bleed momentum.

e Prioritize Risk and Value: We will "Think Big, But Bet Small". The vision to build an autonomous,
hyperlocal retail engine is enormous. However, we are not betting the company on day one.
Instead, we are de-risking the strategy by sequencing a series of smaller, faster, and cheaper
experiments designed to validate our most critical hypotheses first. The pilot programs for the
Hyperlocal Demand Engine in the Chicago market are a perfect example. We will prove the value
proposition and the unit economics before committing to a national rollout, avoiding premature
scaling.

BIG BET LEGENDS Establishing the Big Bet vector creates a sharp and
ALIGN THEIR shared definition of the starting point...

TEAMS BEHIND
A CLEAR BIG BET
VECTOR

==
w
=
L

....and finish line, which is the proposed future state.
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Forging a Culture of Builders

Ultimately, this transformation will succeed or fail based on your ability to equip and change standards
where everyone is expected to "be a builder". A builder culture replaces bureaucracy, complacency and
complaining with creating and admiring the problem with defining the future state.

This means empowering a store associate with the Associate Copilot not just to answer a question, but to
solve the guest's problem on the spot, removing the excuse of, "l don't have the information." It means
enabling engineers in the Al Factory to create new capabilities that eliminate entire categories of wasteful
work, not just maintain legacy systems. And it means demanding a culture of accountability with no
excuses. When the Autonomous Retail Engine provides a store with an optimized schedule and
replenishment plan, the expectation is flawless execution.

This will be hard and painful. It requires a fundamental shift from managing processes to delivering
outcomes. But this is the work of leadership. It is your job to lead successful Big Bets. The change starts
with and will either succeed or fail as a result of the executives' willingness to adapt their own playbooks,
standards and working styles first.

Leadership Beyond Technology: The Human Element of Transformation

Ultimately, the success of this strategy hinges on leadership skills that transcend technology. This
transformation requires:

e Masterful Communication: Leaders must embrace the role of the Chief Repeating Officer, ensuring
the vision and key messages are communicated with relentless consistency until they become
second nature to the entire organization.

¢ High-Impact Experimentation: The organization must cultivate a culture that makes smarter
decisions faster. This is achieved through a disciplined process of rapid, low-cost experimentation
designed to validate critical hypotheses before committing to large-scale investment.!?

¢ Cost-Advantaged Business Models: True transformation involves innovating on fundamental cost
structures, not just enhancing the customer experience. The goal is to build a business model that is
structurally more efficient and sustainable than the competition's.

A Final Word on Leadership: The Need for Independent Challenge

Executing a transformation of this scale and complexity is fraught with internal biases, political hurdles, and
the powerful inertia of "the way we've always done things." This inertia is the enemy of progress, often
leading to a culture of incrementalism that feels safe but is, in fact, the riskiest strategy of all. Even the
most effective leadership teams benefit from a trusted, independent outside perspective to challenge
assumptions, pressure-test plans, and maintain an unwavering focus on the desired outcomes.

To ensure the success of these Big Bets, it is a strong recommendation that you engage an independent

advisory firm with a proven, battle-tested track record in leading high-stakes digital and Al transformations.
Firms like Rossman Partners, founded by early Amazon executive and "Big Bet Leadership" co-author John
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Rossman, specialize in applying the principles of The Amazon Way and the Big Bet Leadership playbook to
help enterprises achieve audacious goals. Their expertise can provide the critical, unbiased challenge
function and implementation support needed to turn this strategic vision into a legendary success.

About John Rossman & Rossman Partners

John Rossman is the former Amazon executive who launched Amazon Marketplace, which has become
one of the world's largest e-commerce platforms. He has served as the Senior Technology Advisor at the
Gates Foundation, Senior Innovation Advisor at T-Mobile, and was a partner at Alvarez and Marsal for 12
years.

As Managing Partner of Rossman Partners, he helps Fortune 500 companies apply Amazon's leadership
principles and "Big Bet" methodology to drive transformational growth. He is the author of four books on
digital leadership and strategy, including The Amazon Way series, and serves as a strategic advisor to
companies navigating complex digital transformations.

Rossman Partners specializes in helping senior leadership at established companies make bold, strategic
moves in emerging business and technology.

Books By John Rossman
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Project Nucleus Plan Summary

This document outlines Project Nucleus, a decisive, Al-led strategy to fundamentally re-architect Target’s

operating model. The objective is to deliver systematically on our brand promise—“Expect More. Pay

Less.”—by delighting guests, empowering associates, and creating a durable, computation-first competitive
advantage. The current trajectory of declining comparable sales, eroding margins, and mounting
operational friction indicates that incremental adjustments are insufficient.! A structural transformation is

required to address the root causes of our challenges and secure Target’s leadership position for the next

decade.

What’s Broken

Our analysis reveals three critical points of failure that are creating a vicious cycle of poor experience and

inefficient cost.

Failing the "Expect More" Promise: The guest experience is fracturing under the weight of
operational friction. Persistent out-of-stocks, inconsistent store cleanliness, unreliable fulfillment
promises, and frustratingly long checkout lines are becoming common guest complaints.3 These
failures directly contradict the core of our brand identity and are driving guests to more reliable
competitors.

Associate Burnout as a Systemic Risk: The friction guests experience is a direct symptom of an
overburdened, under-equipped, and disempowered associate workforce. Unrealistic workloads,
unpredictable scheduling, and inadequate tools are fostering a "profit over people" culture that leads
to poor execution, high turnover, and a tangible decline in in-store engagement.® Our associates are
the living embodiment of our brand; their struggle is our brand’s struggle.

Inefficient Cost Structure Eroding "Pay Less": Declining gross margins and rising SG&A expenses
reveal an operating model that is too costly to sustainably deliver on our value promise.* We are
trapped in a reactive posture, absorbing the high costs of markdowns from poor forecasting, shrink
from process gaps, and rework from fulfillment errors, rather than preventing them at the source.

Three Big Bets

Project Nucleus is structured as three sequential, overlapping “Big Bets,” each leveraging a different layer

of Al capability to create compounding value.

Bet 1 (Layer 1 - 6 Months): The Associate Copilot. We will deploy an Al-powered assistant to every
team member’s handheld device, automating low-value tasks and providing instant access to
information. This will reclaim +30% of their time, redirecting it from operational churn to high-value
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guest engagement.

Bet 2 (Layer 2 - 18 Months): The Autonomous Retail Engine. We will reengineer core retail
workflows (e.g., replenishment, scheduling, pricing) to be autonomous by default, managed by
exception. This will drive a 25% reduction in corporate headcount and controllable expenses while
improving operational precision.

Bet 3 (Layer 3 - 24 Months): The Hyperlocal Moat. We will build our proprietary, hard-to-copy
advantage: a Hyperlocal Demand & Fulfillment Engine. This system will use real-time data to predict
and shape local demand, orchestrating fulfillment with unparalleled precision to make a promise-
kept rate of 298% an inevitable outcome of our operating system.

Top 5 Experience KPIs to Move

Success will be measured by a focused set of experience-centric metrics that serve as the true north for this

transformation.

1.

S

Guest Net Promoter Score (NPS): +10 points

Promise-Kept Rate (On-time, In-full fulfillment): >98%

Associate Time-Back (Time redirected to guest service): +30%
First-Time-Right % (Guest & Associate issue resolution): +20 points
Associate Time-to-Competency: -40%

Brand Promise - “Working Backwards” Brief

The "Working Backwards" methodology begins with the customer promise and uses it as the immutable

North Star for all operational design.* Our brand promise, “Expect More. Pay Less.,” is not merely a

marketing slogan; it is an operational mandate. To fulfill it, we must translate it from an abstract concept

into a set of concrete, measurable, and non-negotiable operating promises that guide every decision,

system design, and associate action.

From Brand Promise to Operating Promises

These six operating promises define what “Expect More. Pay Less.” means in practice, every day, for every

guest and associate.

"Zero Surprises": The item the guest wants is in stock, exactly where our app says it is. The price on
the shelf is the price at the register. The Drive Up order is ready precisely when promised. This
promise directly targets and eliminates the most common sources of guest frustration: inaccurate
inventory data and unreliable fulfillment estimates.*

"2-Minute Help": Any guest, anywhere in the store, can find an empowered associate who can
resolve their question or problem in under two minutes. This is not about speed alone, but about
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empowerment. The Associate Copilot will provide the knowledge and authority to solve issues on the
spot, countering the critical pain point of unavailable or unequipped staff.!>

3. "Right-First-Time": Every order, every pickup, every return, and every customer service inquiry is
handled correctly on the first attempt. This eliminates the costly and trust-eroding downstream
effects of rework, appeasements, and repeat customer contacts.

4. "Effortless Everything": The boundaries between our physical and digital aisles disappear. Returns
are simple and require no explanation. Drive Up is pre-emptively fast. Checkout is frictionless and
immediate. The guest should expend minimal cognitive or physical effort to shop with us.

5. "Wow-Finds Every Visit": By liberating associates from mundane operational tasks, we create the
time and space for them to be merchants and brand ambassadors. They will have the capacity to
create inspiring visual displays, maintain impeccable store standards, and engage guests in discovery,
making each trip a treasure hunt.

6. "Always a Fair Price": Our value leadership is the result of a structurally efficient cost model, not a
reliance on reactive promotions and margin-eroding markdowns. Guests trust that our prices are
consistently competitive because our operations are lean and effective. Moments That Matter

We will instrument and optimize the critical touchpoints where these promises are either kept or broken.

e Guest Journey:
o Pre-Trip: Checking item availability online and trusting the result.
o Store Arrival: Encountering a clean, well-organized, and fully stocked entrance.
o Item Discovery: Finding the desired product on the shelf, as expected.
o Getting Help: Locating an associate quickly and receiving an immediate, correct answer.
o Checkout: Experiencing a wait time of less than three minutes.
o Drive Up: Having the order brought to the car within two minutes of arrival.
o Returns: Completing a return in under 90 seconds.

e Associate Journey:

o Shift Start: Receiving a clear, prioritized, and achievable set of tasks on their handheld device.

o Stocking: Finding inventory data to be 100% accurate, making replenishment fast and error-
free.

o Guest Interaction: Having immediate access to all information needed to confidently solve a
guest's problem.

o Order Fulfillment: Following an optimized pick path that minimizes steps and avoids out-of-
stocks.

o Problem Solving: Feeling empowered to make a decision that satisfies the guest without
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needing manager approval.

Non-Negotiables and Tradeoffs

To maintain the integrity of the promise, we establish clear principles for decision-making.

Non-Negotiable: We will not sacrifice the guest or associate experience for short-term cost savings.
All automation and efficiency initiatives will be gated by a "do no harm" principle, measured by our
core experience KPIs. If a new system degrades the experience, its rollout is halted.

Tradeoff: We will deliberately accept higher initial capital expenditures in Al, data infrastructure, and
store technology to achieve a step-change reduction in recurring operating expenses and build a
durable, long-term competitive advantage. We will trade manual, repetitive human tasks for
automated, intelligent systems to free our team for higher-value work.

Financial Situation

This financial story provides the business narrative for Project Nucleus. It is designed to illustrate the drivers
of value creation and establish clear financial guardrails, connecting our strategic bets to their expected
financial outcomes. The focus is on the story—the how and why behind the numbers—rather than on false

precision in long-range forecasting.'#

A. Trend Snapshot (TTM + 3-Year View)

Target’s current financial trajectory reveals a business under significant pressure, reinforcing the need for

structural change.

Top-Line Pressure: Recent performance shows stagnant or declining comparable sales and traffic,
indicating a weakening of our core value proposition.! While digital sales have been a relative bright
spot, growing 4.3% in the most recent quarter, this growth comes at a higher cost-to-serve,
pressuring overall profitability.*

Margin Erosion: Gross margin has been squeezed by a combination of factors. Higher markdown
activity, a direct result of suboptimal inventory management and forecasting, is a primary driver.!
Elevated shrink and higher digital fulfillment and supply chain costs further compress profitability.
Concurrently, SG&A expenses are rising, driven by necessary investments in team pay and benefits
that have not been matched by a corresponding lift in productivity, leading to a deleveraging effect.®

Inefficient Capital: Key balance sheet metrics are flashing warning signs. Inventory turns are below
optimal levels, tying up working capital and increasing the risk of markdowns. The overall cash
conversion cycle is under pressure, limiting our financial flexibility. While capital expenditures have
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been significant in recent years, they have not yet delivered a structural improvement in our cost
efficiency or a durable competitive advantage.’

B. Three Simple Bridges
The following bridges illustrate how the three layers of our Al strategy will transform our financial

performance from the FY25 baseline to our FY27 targets. They provide a clear, driver-based narrative of
value capture.

Table 1: Value Driver Bridges (FY25-FY27)

Revenue Bridge (lllustrative)

FY25 Base Revenue - +1.5% (Traffic lift from improved in-stock availability) > +1.0%
(Conversion lift from Al-driven personalization) - +0.5% (AQV lift from associate Al-assisted

selling) - FY27 Target Revenue

Gross Margin Bridge (lllustrative)

FY25 Base GM % = +75 bps (Shrink reduction from Al monitoring & CV) = +50 bps (Markdown
optimization from predictive forecasting) = +40 bps (Logistics efficiency from Hyperlocal
Fulfillment Engine) - FY27 Target GM %

Opex (SG&A) Bridge (lllustrative)

FY25 Base Opex S > -15% (Layer 2: Workflow automation & corporate headcount reduction) -

-5% (Layer 1: Rework, waste, & training cost reduction) - -5% (Layer 1: Increased manager
spans of control) > FY27 Target Opex $ (as % of Sales)

C. Guardrails & Trip Points

To ensure disciplined execution, we will operate within a strict set of financial and risk guardrails. These are
not forecasts; they are non-negotiable operating constraints.

e Economic Guardrails:
o Gross Margin: 2 29.5%
o SG&A as % of Sales: £19.5%
o Digital Order Pick Cost: < $4.50 per order
o Inventory Turns: > 6.5x
o Customer Acquisition Cost (CAC) / Retention Payback: < 12 months

e Risk Guardrails & Trip Points:
o Shrink as % of Sales (Ceiling): < 1.5%
o Vendor Payment Terms: Neutral to positive impact on cash conversion.

o Experience Trip Point: If Guest NPS drops by more than 2 points or Associate Voluntary
11
RossmanPartners.com



Attrition increases by more than 5% in any two consecutive months post-automation rollout,
we will immediately pause all new automation deployments. A cross-functional team will be
tasked with root-cause analysis and remediation before the rollout resumes. This ensures our
pursuit of efficiency never compromises our brand promise.

4) Diagnosis (Rumelt)

A successful strategy begins with an honest and sharp diagnosis of the core challenge.* Our analysis,
guided by Richard Rumelt’s kernel, identifies a central bottleneck, a reinforcing misalignment, and a critical
external shift that together explain our current performance and illuminate the path forward.

D1: The Central Bottleneck Blocking Delight

Our central bottleneck is the latency and lack of fidelity in our core operational decision-making. We
operate on systems that process data in batches, providing store-level averages based on yesterday's sales.
However, our guests and associates experience reality in real-time, by the aisle, and by the minute.

This fundamental mismatch is the root cause of our most persistent problems. Guests arrive at a store
expecting an item to be in stock because the website said so hours ago, only to find an empty shelf—a
direct result of data latency.* Associates receive a daily workload plan that doesn't account for the
unexpected delivery truck that just arrived or the surge of Drive Up orders from a local event, forcing them
into a constant state of reactive firefighting.” This bottleneck prevents us from effectively matching our two
most critical resources—inventory and labor—to real-time, localized demand. It makes both guest delight
and operational efficiency nearly impossible to achieve simultaneously and systematically.

D2: A Reinforcing Misalignment

This operational bottleneck is exacerbated by a reinforcing misalignment in our organizational incentives
and data systems. Our corporate structure encourages siloed optimization at the expense of the holistic
guest journey. The digital team is incentivized to drive online sales, the merchandising team to optimize
category margins, and the store operations team to manage labor costs.

This leads to counterproductive outcomes. A successful digital promotion, celebrated by the e-commerce
team, can overwhelm a store's capacity for Drive Up, creating long wait times and frustrating both guests
and associates. A merchandising decision to flow a large amount of product creates an unmanageable
workload for a store team whose labor budget has not been adjusted accordingly. Our data systems mirror
these silos; digital, store, and supply chain data are fragmented, preventing a single, unified view of the
guest and our operational capacity. This misalignment ensures that even well-intentioned efforts in one
part of the organization create negative externalities elsewhere, perpetuating a cycle of friction.

D3: An External Shift We’re Under-serving

12
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The external environment has shifted, and we are failing to meet new, heightened guest expectations for
last-mile precision and proactive fulfillment. The standard for convenience is no longer just "fast and free."
It is now defined by hyper-precision (e.g., "Your driver is three stops away"), transparency (e.g., real-time
order tracking on a map), and proactive communication.

Our current fulfillment promise, often a blunt "ready in 2 hours," feels imprecise and outdated. While we
have an unparalleled physical footprint of nearly 2,000 stores, we are not leveraging this asset to offer a
superior, more granular, and more reliable last-mile experience than our pure-play e-commerce
competitors. Guests increasingly expect a seamless, predictable, and transparent fulfillment process, and
our current capabilities are falling short of this evolving standard.

5) Big Bet System™ — Layer 1: Al-Augmented Individual Productivity

The first and most immediate Big Bet of Project Nucleus focuses on our people. Layer 1 is about
augmenting the productivity of every individual team member with Al, making their jobs easier and more
impactful. We will supercharge our existing "Store Companion" initiative and expand its capabilities to
create a true Associate Copilot, an indispensable tool that reclaims time from low-value tasks and redirects
it toward high-value guest interaction.'” This layer delivers immediate efficiency gains and serves as the
foundation for our deeper transformation.

Who & How This Will Work
We will deploy tailored Al copilots to key roles across the organization within the next six months.

e Store Associates: The Associate Copilot, delivered via their handheld device, will provide:

o Instant Answers: Using Retrieval-Augmented Generation (RAG), associates can ask any
guestion in natural language (e.g., "What is the return policy for electronics without a
receipt?") and receive an immediate, accurate answer drawn from our official process
documents.t®

o Omniscient Inventory: Real-time, precise inventory lookup for their store, the backroom, and
all nearby stores, eliminating fruitless searches and disappointed guests.

o Guided Tasking: A prioritized list of "next best actions," from restocking a critical item to
helping a guest in a specific aisle, turning reactive work into proactive execution.

o On-the-Spot Training: Access to micro-learning modules and Al-powered coaching for guest
interactions, dramatically reducing time-to-competency for new and seasonal hires.?’

e Guest Care Agents: Copilots will listen to calls and analyze chats in real-time, providing agents with
guided troubleshooting steps, relevant knowledge articles, and draft responses to accelerate
resolution.

13
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e Planners & Merchants: Al assistants will automate the collection and summarization of trend data,
analyze performance, and draft initial versions of vendor communications and product briefs.

e Supply Chain & Field Operations: Tools for guided troubleshooting of equipment, summarization of
daily operational reports, and Al-assisted route planning.

e Corporate Functions (Finance/HR/Legal): Copilots for policy lookup, document summarization, and
drafting of standard communications and reports.

Targets for Layer 1

This initiative is designed to produce significant, measurable improvements in efficiency and effectiveness.

e Associate Time-Back: +30% of time currently spent on searching for information, walking to find
items, and administrative tasks will be reclaimed and available for reinvestment in guest-facing
activities.

e Average Handle Time (AHT) Reduction: -35% in guest care contact centers.

e First-Contact Resolution (FCR) Improvement: +20 percentage points, reducing repeat calls and
improving guest satisfaction.

e Manager Span of Control Increase: +20%, allowing leaders to effectively manage larger teams
without a decline in quality or engagement, enabled by Al-driven performance insights and coaching
tools.

Financial Link

The value created by Layer 1 is tangible and directly linked to our financial situation. The reclaimed
associate time can be partially realized as a reduction in labor hours or, more strategically, reinvested into
in-store service levels to drive top-line growth. Reductions in AHT and improvements in FCR directly lower
the cost-to-serve in our contact centers. We will also attribute reductions in product returns, markdown
leakage, and appeasement costs to the improved accuracy and effectiveness of our frontline teams. These
gains are the first tranche of savings in our Opex Bridge.

6) Big Bet System™ — Layer 2: Al-Driven Workflow Reengineering

While Layer 1 makes individuals more productive, Layer 2 achieves a step-change in efficiency by
fundamentally reengineering core business processes. This is the engine that will deliver our bold target of
a 25% reduction in corporate headcount and controllable expenses. We will move from a model of
human-driven workflows augmented by tools to a model of autonomous, Al-driven workflows managed
by human exception. This zero-based design approach eliminates entire categories of manual work,
collapses handoffs, and eradicates sources of rework and waste.?°
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Redesign of 7 Priority Workflows

We will redesign the following high-impact workflows from the desired outcome back, applying Al and
automation at every step.
1. Store Replenishment:
o Before: Planners manually review sales data, adjust forecasts, and create purchase orders, a
multi-day, error-prone process.
o After: An autonomous Al agent ingests real-time sales, inventory, and external demand signals
(weather, local events) to generate and execute optimal replenishment orders continuously. A
human planner is only alerted to approve exceptions, such as a major supplier disruption.!3

2. Labor Scheduling:

o Before: Store leaders spend hours each week manually building schedules, attempting to
balance business needs, associate availability, and fairness—a complex and often frustrating
task for all involved.??

o After: An Al scheduling engine generates and publishes optimized schedules based on
predictive traffic and workload forecasts, associate preferences, and skill sets. The system
ensures fair distribution of hours and maximizes coverage during peak times, with leaders
simply approving the final plan.

3. Price & Promotion Execution:
o Before: A time-consuming, manual process of printing, sorting, and applying paper labels, with
significant risk of error.
o After: Price and promotion changes are pushed centrally to digital shelf labels. Computer vision
(CV) systems on store robots or associate handhelds automatically verify price accuracy,
eliminating manual audits.

4. Guest Ticket Resolution:
o Before: Issues are manually routed, often escalating through multiple tiers of support, leading
to long resolution times and guest frustration.
o After: Al instantly categorizes incoming tickets, routes them to the right individual with all
necessary context, and provides the agent with a recommended resolution, enabling one-and-
done service at the first point of contact.

5. Returns Processing & Disposition:
o Before: Associates manually inspect returned items, a subjective process leading to
inconsistent grading and suboptimal resale or liquidation outcomes.
o After: A CV-powered system guides the associate, automatically identifying product condition,
suggesting the optimal disposition path (restock, return to vendor, liquidate), and streamlining
the process.
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6. Shrink & Loss Prevention:
o Before: Reactive analysis of past theft events.
o After: Predictive Al flags anomalous transactions in real-time. CV systems identify patterns
consistent with organized retail crime (ORC) as they occur, alerting teams to intervene
proactively.

7. Supplier Onboarding & Compliance:
o Before: A manual, document-heavy process with multiple handoffs between legal, finance, and
merchandising.
o After: An automated workflow guides suppliers through a self-service portal, using Al to verify
documentation, check compliance against our standards, and provision system access.

Bold Efficiency Target

By systematically automating and eliminating low-value, repetitive work within these and other corporate
workflows, we will achieve a 25% reduction in corporate headcount and controllable expenses within 12-
18 months. This is not an arbitrary target but the calculated outcome of this zero-based workflow redesign.
It will be achieved by (a) automating transactional tasks, (b) collapsing process handoffs, (c) eliminating
sources of rework, and (d) enabling one-and-done resolution at the edge of the organization.

Financial Link

Layer 2 is the primary driver of the Opex Bridge in our financial storyboard. The value will be captured
through direct headcount reductions in corporate functions and a significant decrease in the cost-to-serve
for each redesigned workflow. We will rigorously track cycle-time and defect-rate deltas for each process,
ensuring that efficiency gains are achieved while simultaneously improving our Guest and Associate NPS
scores.

7) Big Bet System™ — Layer 3: Al-Unlocked Core Capabilities

Layer 3 is our strategic move to create a durable, hard-to-copy competitive advantage—our “secret.” While
competitors can eventually copy individual Al tools or features, it is far more difficult to replicate a deeply
integrated, computation-first core capability that redefines the operating logic of the business. For Target,
this secret lies in activating our greatest strategic asset: our nearly 2,000 stores.

The Secret: A Hyperlocal Demand & Fulfillment Engine

Our defensible moat will be a Hyperlocal Demand & Fulfillment Engine, a closed-loop Al system that makes
our promise of a reliable, fast, and convenient shopping experience an inevitable outcome of our
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operations. This engine will transform our stores from simple points of sale into intelligent, responsive
nodes in a distributed commerce network.

Amazon's moat is its centralized logistics and data ecosystem; Walmart's is its unparalleled procurement
scale.!* Our moat will be our unique ability to sense and respond to demand with unparalleled precision at
the neighborhood level. This system will ingest a torrent of real-time, localized data signals—store traffic
patterns, local social media trends, weather forecasts, community events—to create a high-fidelity
prediction of demand, not just for the store, but for specific aisles and time blocks. It will then intelligently
orchestrate fulfillment from the most efficient node in our network—a store’s sales floor, its backroom, a
nearby sortation center, or another store—to meet that demand at the lowest possible cost while
guaranteeing our promise to the guest.

Our Proprietary Data Moat

This engine will be fueled by a unique and proprietary blend of data that is unavailable to our competitors:
e Real-time in-store guest traffic and dwell time data from overhead sensors.

e Drive Up telemetry, including guest arrival patterns and wait times.
e Granular, real-time inventory positions from RFID and CV systems.
e Localized social media sentiment and trend analysis.

e Associate task completion data and operational capacity signals.

e Local event calendars and weather data feeds.

Two Breakthrough Bets to Build the Secret

1. Breakthrough Bet: Real-Time Demand Sensing & Fulfillment Orchestration

o Problem: Our current fulfillment system is reactive and inefficient. We cannot consistently
keep our delivery promises because we allocate orders based on static rules and latent data,
leading to split shipments, out-of-stocks, and high costs.

o Method: We will build a system using predictive machine learning models and reinforcement
learning to ingest all real-time signals and dynamically route each digital order to the single
optimal fulfillment node that can meet the guest's promise at the lowest possible cost.?*

o Data Needs: Real-time inventory (SKU/location), store/fulfillment center labor capacity, carrier
costs/transit times, guest promise data.

o Expected Lift: Promise-Kept Rate 298%; Cost-to-Serve per digital order -15%; Reduction in split
shipments -70%.

o Pilot Design: Select the Chicago market, where we have a dense network of stores and a
nearby fulfillment center.?’” Instrument all fulfillment paths and A/B test the Al orchestration
engine against our current logic, measuring promise-kept rate, cost, and speed. Success is
defined as hitting all three lift targets over a 90-day period.

2. Breakthrough Bet: Generative Assortment & Visual Merchandising
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o Problem: Our store resets and visual merchandising are slow, expensive, and based on national
averages. This fails to deliver the "wow-finds" and local relevance that drive discovery and
impulse purchases.

o Method: We will use generative Al models to analyze local sales data, social media trends, and
demographic information to create hyper-localized planograms and visual merchandising
directives.?® The system will generate store-specific layouts that optimize for local tastes and
seasonal trends.

o Data Needs: Store-level POS data, local demographic data, social media trend data (e.g., from
Pinterest, Instagram), product image libraries.

o Expected Lift: Category sales lift of +3-5% in pilot stores; Labor hours for store resets -20%;
Markdown reduction of 10% on pilot categories.

o Pilot Design: Select 20 stores across diverse demographics (urban, suburban, college town).
Deploy GenAl-created planograms for a key discretionary category like Home Décor or
Women's Apparel. Measure sell-through rates, margin, and reset execution time against a
matched set of control stores.

By building this secret, we are not just improving our current operations; we are creating a new, more
intelligent way to do retail that is uniquely ours. It makes “Expect More. Pay Less.” an engineered outcome,
not just an aspiration.

8) Associate Experience System

To deliver on the "Expect More" promise to our guests, we must first deliver a superior experience to our
associates. An empowered, engaged, and efficient team is the single most critical enabler of a great guest
experience. Project Nucleus fundamentally redesigns the associate's daily work to be less frustrating, more
impactful, and more rewarding. We will make their jobs easier by providing intelligent tools, ensuring their
safety, and investing in their growth.

The One-Pane-of-Glass Associate Assistant

The Associate Copilot will be the single, intuitive interface for everything a team member needs to do their
job effectively. This "one-pane-of-glass" consolidates disparate applications and information streams into a
unified, intelligent assistant on their handheld device.

e Inventory Truth: Provides a single, real-time, and accurate view of all inventory—in the backroom, on
the sales floor, at nearby stores, and inbound.

e Next Best Action: Proactively guides the associate's work, suggesting the most impactful task at any
given moment, whether it's fulfilling a time-sensitive Drive Up order, restocking a low-on-stock
essential item, or assisting a guest detected by sensors dwelling in an aisle.

e Instant Answers & Training: Serves as an on-demand expert, providing immediate answers to any
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process or product question and delivering bite-sized training modules just-in-time.*’

e Guest Context: When assisting a guest, the copilot can provide relevant context (if opted-in), such as

recent purchases or items in their online cart, enabling a more personalized and helpful interaction.

This directly addresses the need for better tools and support identified in employee feedback.3?

Safety, Quality, and Engagement

Beyond the copilot, we will leverage Al to create a safer and more engaging work environment.

e Safety and Quality:

o

Computer Vision (CV) Monitoring: In-store cameras with CV algorithms will proactively detect
potential hazards like spills or blocked fire exits and alert the appropriate team members for
immediate remediation.

Guided Checklists: Digital, guided checklists for food safety protocols, cleaning routines, and
compliance tasks ensure consistency and create an auditable record of completion.
Automatic Incident Capture: Streamlines the process for documenting safety incidents or
security concerns, reducing administrative burden and ensuring accurate reporting.

e Engagement and Growth:

o

o

Al-Powered Coaching: The system will provide personalized, objective feedback to associates
on their performance, identifying strengths and areas for development.

Fair and Predictable Scheduling: Our Al-driven scheduling engine will be a cornerstone of the
improved associate experience. It will optimize for fairness in hour distribution and
predictability in schedules, directly addressing one of the most significant sources of associate
dissatisfaction.?3

Transparent Workload: The system will provide clear visibility into planned workload and
staffing levels, creating a more transparent and manageable work environment.

Financial Link

Investing in the associate experience provides a direct and measurable financial return. A superior

experience reduces voluntary attrition, significantly lowering the recurring costs associated with recruiting,

hiring, and training new team members. A faster time-to-competency, enabled by Al-powered training,

means new hires become fully productive sooner. We will build a model that directly correlates

improvements in our associate experience KPIs (e.g., turnover, tool satisfaction, time-to-competency) with

reductions in shrink, safety-related costs, and customer service escalations.

9) Guest Delight Playbook

The ultimate measure of Project Nucleus is its impact on the guest experience. Every Al initiative, from

backend workflow automation to the Associate Copilot, must culminate in a more seamless, personalized,
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and delightful shopping journey. This playbook outlines the specific guest-facing initiatives that will bring
our brand promise to life.
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Personalization and Proactive Promise-Keeping

We will use Al to move from a reactive to a proactive service model, anticipating needs and transparently
managing expectations.

e Proactive Communications: Al-driven alerts will keep guests informed at every step of their digital
order journey. Examples include: "Your Drive Up order is being packed now and will be ready in an
estimated 7 minutes," or "A high-traffic event is causing delays at the Anytown store; we recommend
picking up your order after 3 PM for the fastest service."

e Transparent Substitutions: For out-of-stock items in a fulfillment order, our system will suggest
intelligent, price-matched substitutions. The guest will receive a simple notification: "The Good &
Gather organic milk is out of stock, but we have Organic Valley for the same price. Reply YES to
accept." This turns a point of friction into a moment of trust.

e Effortless Returns: The system will streamline the returns process, often pre-authorizing returns for
high-value guests and providing a simple, one-scan QR code for a sub-60-second in-store experience.

The Friction Kill List (First 90 Days)

To build immediate momentum and demonstrate our commitment to improving the guest experience, we
will launch a public, executive-sponsored Friction Kill List. This list will identify the top 10 most common

guest frustrations, sourced directly from our customer contact data, social media listening, and in-store
feedback.*

Each item on the list will have a designated executive owner, a target metric, and a clear "done means"
definition. This initiative will be managed with a 90-day sprint cadence.

Table 2: Friction Kill List (lllustrative Examples)

Friction Point

Online vs. In-Store Stock Discrepancies

Confusing In-Store Signage/Pricing

Long Checkout Wait Times

Difficult-to-Find Associates for Help

Signature Al-Powered Experiences

We will design, script, and instrument two to three hallmark "wow" moments that showcase the power of
our new capabilities and create memorable, differentiated experiences.

1. The Proactive Drive Up: Using guest geofencing data, our system will alert an associate to bring a
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Drive Up order out the moment the guest pulls into the parking lot—often before the guest has even
put their car in park. This simple, Al-enabled action will cut perceived wait times in half and create a
moment of genuine delight.

2. The "Forgot an Item?" Rescue: For a guest who has just completed a Drive Up or in-store pickup
order, our app can send a push notification: "Forgot milk? We can add it to your order and bring it
out in 2 minutes." This leverages predictive analytics based on basket data to solve a common
problem and drive incremental sales.

Financial Link

The initiatives in this playbook are designed to drive measurable financial results. We will connect our
delight KPIs directly to business outcomes. Improvements in the promise-kept rate and reductions in
friction will lead to higher conversion rates. Proactive service and intelligent substitutions will reduce the
need for costly appeasements and markdowns on returned goods. Most importantly, a consistently
delightful experience will increase guest loyalty and repeat purchase rates, driving long-term lifetime value.

10) Operating Model & Governance

To successfully execute a transformation of this magnitude, we must adopt an operating model designed
for speed, scale, and sustained innovation. A traditional, siloed approach will fail. We will implement a
modern, agile operating model centered on an Al Factory, governed by a disciplined cadence and a set of
high-clarity artifacts inspired by the Big Bet Leadership framework.4

The Al Factory

The Al Factory is our internal center of excellence, responsible for developing, deploying, and managing Al
capabilities across the enterprise.?* It is not a monolithic department but a networked organization with
three core components:

e Domain Pods: Small, cross-functional teams (Product Manager + Ops Expert + Data Scientist + ML
Engineer + Store Ops Rep) aligned to specific business domains (e.g., Supply Chain Al, Merchandising
Al, Guest Experience Al). These pods are responsible for identifying opportunities and delivering Al
solutions for their domain.

e Platform Team: A central team that builds and maintains the core data platform, feature store,
MLOps infrastructure, observability tools, and evaluation frameworks. Their job is to provide the
Domain Pods with reusable, self-service tools that accelerate development and ensure consistency.

e Risk & Ethics Council: A senior, cross-functional governance body responsible for setting and
enforcing policies on data privacy, model bias, security, and the responsible use of Al. This council
must approve all high-risk or guest-facing Al applications before deployment.
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Cadence & Artifacts

We will adopt a disciplined rhythm of business focused on outcomes, not activity. This cadence ensures

alignment, rapid learning, and accountability.

e Cadence:

o

Weekly Value Reviews: Demo-driven sessions where Domain Pods showcase the results of
their latest experiments. The focus is on "show, don't tell."

Monthly PRFAQ & Experiment Readouts: Deep-dive reviews of key learnings from the past
month's experiments, and debates on the "Press Release/Frequently Asked Questions"
(PRFAQ) documents for upcoming initiatives.

Quarterly Big Bet Vector Refresh: An executive-level review to assess progress against the
overall strategic goals, re-evaluate priorities, and formally update the Big Bet Vector for each
major initiative.

e Artifacts: We will mandate the use of specific, high-clarity documents to drive sharp thinking and

clear communication.*

o

Big Bet Vector: A one-page summary for each of the three Big Bets, articulating its mission,
owner, timeline, and top 3-5 KPls.

"What Sucks" Memo: A candid, data-backed articulation of the specific guest or associate
problem a new initiative is designed to solve.

Outcome Definition Memo: A future-back press release and FAQ that defines what success
looks like from the guest's perspective before a single line of code is written.

Lightweight Financial Memo: The narrative financial storyboard (Section 3) that connects the
Big Bet's actions to its expected value capture by layer and workflow.

Governance Guardrails

To scale Al responsibly and sustainably, we will enforce a set of clear guardrails.

e Model Performance: All production models must meet predefined thresholds for precision, latency,

and accuracy. Automated monitoring will track for model drift and trigger alerts for retraining.

e Privacy & Safety: All Al use cases must undergo a Privacy Impact Assessment. We will adhere to a

principle of data minimization and use anonymization and aggregation techniques wherever possible.

e Vendor Lock-In: We will maintain a multi-vendor architecture for key platform components (e.g.,

cloud infrastructure, foundational models). We will prioritize solutions that use open standards and

provide clear data export capabilities.

e Financial Operations (FinOps): A dedicated FinOps team will monitor cloud computing and Al service

costs, ensuring that resource consumption is efficient and aligned with business value.
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Triggers: The "Experience-First" Mandate

To ensure our pursuit of efficiency never comes at the expense of our brand, we will implement a strict
"pull-the-plug" trigger mechanism.

e Trigger Condition: If any "Guest" or "Associate" KPI in the scorecard falls below its pre-
transformation baseline for two consecutive months in a business unit or region where a new
automation has been deployed, that automation will be immediately paused.

e Remediation Protocol: The system will revert to a human-in-the-loop process. A dedicated "Red
Team" will be deployed to conduct a root-cause analysis. The automation will not be re-engaged until
the issue is resolved and the KPI has returned to its baseline for one full month. This mechanism
hard-codes our commitment: experience leads, efficiency follows.

11) Risks & Mitigations

A transformation of this scale carries inherent risks. Proactive identification and mitigation are critical to
ensuring success. The following are the most significant risks and our planned strategies to address them.

e Risk: Model Risk & Performance Drift
o Description: Al models are not static; their performance can degrade over time as customer
behavior and market conditions change, leading to suboptimal or biased decisions.
o Mitigation: We will implement a robust MLOps framework that includes continuous,
automated monitoring of all production models against predefined performance benchmarks.
A "human-in-the-loop" review process will be required for high-stakes decisions (e.g., large-
scale inventory buys, significant pricing actions), ensuring critical judgment is always applied.

e Risk: Change Fatigue & Organizational Resistance

o Description: The rapid pace and profound nature of the changes could overwhelm our team
members, leading to burnout, resistance, and a failure to adopt new tools and processes.

o Mitigation: We will execute a proactive and transparent change management program.
Leadership will adopt the "Chief Repeating Officer" role, constantly communicating the "why"
behind the changes.’* We will celebrate small wins, publicly recognize early adopters, and
relentlessly focus the narrative on how these changes make associates' jobs easier and more
rewarding.

e Risk: Privacy & Compliance Violations
o Description: The increased collection and use of guest and associate data create a heightened
risk of privacy violations, data breaches, or non-compliance with regulations.
o Mitigation: The Risk & Ethics Council will be established on Day 1 with veto power over any Al

initiative that does not meet our stringent privacy and ethical standards. We will conduct
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mandatory Privacy Impact Assessments for every new use case and build our systems on a
foundation of privacy-by-design, using data anonymization and aggregation wherever feasible.

e Risk: Vendor Lock-In & Technology Dependency

o Description: Becoming overly reliant on a single Al platform, cloud provider, or foundational
model could limit our future flexibility and expose us to significant pricing and strategic risk.

o Mitigation: We will pursue a multi-vendor and multi-cloud strategy for our core infrastructure.
We will build our proprietary capabilities around open-source frameworks where practical and
enforce strict, well-documented API standards to ensure our systems are interoperable and
portable. This will allow us to swap out components of our tech stack as technology evolves
without requiring a complete rebuild.

e Risk: Over-automation & Loss of the Human Touch

o Description: In our pursuit of efficiency, we could automate interactions that require human
empathy, nuance, and judgment, thereby damaging the "Expect More" element of our brand
promise.

o Mitigation: Our primary defense is the "Experience-First Mandate" and its "pull-the-plug"
trigger. We will explicitly define and protect a set of interactions and decisions as "human-
only." Our Al systems will be designed to augment human capabilities, not replace them in
moments that matter most to the guest relationship. We will A/B test all significant guest-
facing automation against a human-only control group, gating full rollout on demonstrating a
neutral or positive impact on our delight KPls.
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