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CFigl:nRAF Qa3 L¢ 9 ELIRduloatdurdng AN overlooked part of Indian IT industry is the domestic

spend market and its dynamics. The market growth, the variation
in the size of deals, technology complexity and contractual
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106 innovations emerging in Indian domestic market is often

” overlooked by media and industry analysts. The Indian
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314 domestic market, often shunned for lucrative export market
P uw has grown from $ 7.8 million in FY 05-06 to $13.9 Million in
“ I I94 . 18 139 FY2009-10. When the export market due to economic
10 78 :
, 0216 D921 L7 2

- downturn grew just at 5% in last two years, the domestic
FY 05-06 FY 06-07 FY 07-08 FY 08-09 FY 09-10

- market grew by almost twice the growth rate. The domestic

total outsourcing market that has witnessed trailblazing
" Exports Domestic ¥ Total outsourcing CAGR of over 60% in last three years grew by 18% in the last

year. Figure 1 presents the growth of Indian IT exports
I ——————————————

Sources: Nasscom, Browne & Mohan

The total outsourcing shown above refers to IT outsourcing only. It does not include telecom active infrastructure
2dz6a2dz2NOAY 3 tA1S wSEtALFYyOS [/ 2YYdzy Alddeni. & 2lsp fbas nd® include Yhe Zedzi
outsourcing (primarily voice support) of BFSI and other sectors like Mphasis deal of SBI. The total outsourcing values
capture the billed value and hence may be higher than the year-wise outflows announced in the initiation of the
outsourcing deal.

Who has been the major beneficieries of domestic IT outsourcing? The cumulative revenues from FY2005-06 indicate IBM
garnering a dominant 56% of the market, primarily because of the large telecom deals with Bharti Airtel, Idea, and
Vodofone. Wipro, the domestic giant with signficant capabilties in IT infrastructure management has garnered 18% of the
market primarily servicing clients like Employee State Insurance Corporation, Unitech wireless, Punjab and Sind Bank,
Aircel, etc. Figure 2 presents the revenues earned by various players.

) ] outsourcing deals from 2005-05 to 2009-10
market is the change in the nature of contracts. In early part 20 1% 2%

An interesting aspect of the domestic total IT outsourcing

%

of the outsourcing wave with BFSI segment dominating the
outsourcing deals, part of the TVC was fixed price, service fee
and T&M based. From 2007 onwards, with Telecom emerging
Fa GKS R2YAYlyd OSNIAOE
growth and new product/service line additions, the contracts
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have shifted to more outcome based. Another interesting
aspect is the length of total outsourcing that is becoming

shorter. From an average length of 8.6 years in 2005-06, the
length of contracts in 2009-10 is 7.6 yrs.
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outsourcing contracts over years
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Emergent Client-Vendor relationships

Our client-vendor

relationships in domestic market: Co-operative, Managed

analysis indicates three types of
relationships and transactional (goal directed). Co-operative
client-vendor relations indicate higher involvement of vendor
in technology selection, management of local applications,
and widespread participation in business & IT planning.
Managed relationships are total outsourcing relationship
wherein the vendor involvement is limited to key business or

application areas, and outcome management is satisfactory.

Finally, transactional is the total outsourcing relationship wherein the engagement in initial years has been high on vendor

involvement and inputs and over years the relationships for whatever reasons has become more transactional.

In this

mode, the engagement, despite one of long-term relation oriented because of length of contracts tends to be less flexible

and managed by numbers. Table 1 presents some characteristics of the three types of the client-vendor relationships

observed in domestic market.

Table 1: Emergent Client-Vendor relationships in Indian TSO market

innovation adoption

Co-operative Managed Transactional
Vendor involvement in business | Very high Medium High in initial years, gradually
planning none
Vendor influence on IT High Sometimes Needs external validation

Business-IT alighment

Mostly by vendor, CXO/CIO acts
as a champion

CXO/CIO led, vendor supported

Completely CXO/CIO led

infrastructure refresh investment

+SYR2NR& A Y-Ff dz{ Veryhigh High Somewhat diffused

contracts

+ 8 y R2 ND& LINJFocdd [ Solutions, service, system Solutions, services, system Products, services, consulting
integration integration, products

+SYR2NDA Ay T dz{ Veryhigh High Some-what arms length

workflow and other products

competencies

+SYR2NQA AY T dz{ Collaborative, expertise based Case-by-case basis, limited by Limited
applications, products perceived expertise
+SYR2NDA | LILIX A ( Limited to own product Limited None

Vendor limited by

IT infrastructure services, cost
of manpower

IT Infrastructure footprints,
applications areas expertise

Application areas, large
deployment expertise

Ability of Indian vendors to
replace incumbent

Low

Possible

High

Areas outsourced

IT Infrastructure, Data
Management,

Customer support, after-sales
support, DR,

Digital media content delivery
and services applications with
its business technologies and
processes

IT Infrastructure, DR,
networking, application
maintenance and development
services for its internal IT
operations

Mostly IT Infrastructure, Data
Management, internal IT
operations

Extent of subcontracting

10-20% of TVC, mostly IT
infrastructure, few vendors,
governance hierarchy well
defined

15-25% of TVC Infrastructure
and application management

>25% of TVC, hierarchy exists,
but subcontracts becoming
more embedded in Customer-
engagement cycle.




Total outsourcing: CXO challenges

Total outsourcing brings different challenges to CXO: some-within
the organizational set-up and some from managing the vendor. From
the organizational side, the biggest challenge CXO face today is to
ensure vendor consistently delivers efficiencies and sustainable
competitive advantages (savings). With downward pressures on IT
budgets, even with pay for performance outsourcing, CXO find
identifying solutions that can offer significant savings to self-fund
new projects challenging. Second area, CXO find challenging is the
increasing complexity of governance. With total outsourcing they
realize some processes and models have been morphed and have
become complex. Finally, another area the CXO feel challenged in
managing the risk.

From the vendor management side, the challenges CXO face includes:

C Vendor unable to prioritize objectives: CXO feel the vendors were unable to prioritize business and technology
202800A0Sa YR 2F0Sy 6SNB RAOGIGSR 0 &edtbkely dniNder o ofherl.
SELISNI& 6KSYSOSNI AYINRRAZOAY3I ySoeSNI odzaAySaa 62N F
vendors with their international experience would recommend appropriate technologies and packages to choose and
K2g G2 dzyft 201 GRSLISYRSyOASa¢ 2y a2yYS F3aASAy3 LI 41
move to newer platforms, the support and inputs from vendor was limited. The result, the vendor is perceived as a
mere box or solution pusher.

C Knowledge sharing: In a successful total outsourcing deal is the vendor relationship moves from one of transaction
based to relationship based. Clients expect vendors to engage them with more knowledge on trends, industry best
practices, process innovatiz Y 4 X S O® CtKAA 61 & 2yS NBIF 8KSNB (K¢
satisfaction low. CXO felt a selective outsourcing environment offered incentives for different vendors to knock their
doors and share new information.

C Resentment Y2y 3al Of A Slignii @gectatiols in dotal o&itdPurcing project, especially those absorbing
incumbent internal IT staff, is that integration, rationalization and transition between the teams is well managed.

Some disadvantaged vendors pursued poor communication, HR support and resource management programs. Thus
ESHRAY3 G2 LSNYEYySyd NBaSyidvSyid Fyz2y3ad /tAsSydQa

C az2A@LiA2y 2F (KS @SyR2NDa adl F¥FY / - h N8 NBIfAI
reengineer and sustain business process improvements and hence IT-business value is high, it tends to diminish over
time. While CcXOR2 | LILINBOALF GS GKS RAOGdzY aFFYAEALINRGE 27F
tend to see the ill-effects of repetitive jobs in long-term contracts.



Measuring Total Outsourcing success

— Saturday
T s Total outsourcing is not just IT decision, but an organizational
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commitment. An interesting trend observed is that the companies

not just rely on financial measures but qualitative measures too to
measure the benefits of total outsourcing. While IT and business

environments do differ between the clients, most companies

m— prefer to have multiple lenses to measure the total outsourcing.

= As shown below, performance measures vary across levels and
functions within organization.

C LYONBFaSR /LI oAftAGASAE 2F L¢ G2 adzJ2 NI o0dzaAySaa
business growth, turn-around time in case of failures, ensured availability of solutions and processes for quick-
decision making, etc.

C HelpsLY ONBIaS O2yOSyiNIGAz2y 2y O2NB odzarySaay 21
terms of providing the management bandwidth to concentrate on core business rather than functional IT decisions.

C Financial freedom: CFOand COOevl f dzl S G KS a2 LR NlidzyAde O2aideée 27F

C Number of IT Innovations: Business leaders, marketing and sales directors measure the impact of total outsourcing
from the point of view of number of innovations supported through IT platform, user impacting innovations
delivered on new channels, etc.

C User satisfaction: CXO, CMO and COO also measure internal and external customer satisfaction on the delivery of
services, IT response, etc.

Future trends

Total outsourcing more in vogue with Telecom, and BFSI verticals is spreading to other verticals. From the deal size view,
Government, and Utilities are expected to the verticals expected to ink > 500 Million deals 5 years deal. Service foot prints,
IT infrastructure skill sets are going to be the key differentiators. BFSI vertical is expected to announce sub $1000 million
deals, bundling the ATM and mobile banking infrastructure. While deal size may be sub $30 Million for a 7-8 years deal,
manufacturing sector is expected to look at total outsourcing from a fresh perspective. Manufacturing firms like TVS group,
Maruti, etc have gained substantial expertise from selective outsourcing and would be open to consider total outsourcing.

From the vendors perspective the implications are three fold. Pure play IT product vendors such as Microsoft, Cisco, EMC,
etc have to realign their domestic strategies in tandem with the total outsourcing market. Secondly, competition for the
RSIHfa A& SELSOGSRUGADSEyORBA RSOBSYRKSE 1S@ RAFTFSNByYyGAL
by competitors as some of the deals would be renewed in next 2 years. Incumbent vendors need to realign their
engagement strategy with the clients, ensure client paiyt L2 Ay ida FNB YSG FyR Y2@S ¥
GadNFGS3aAO LI NIYySNE O CAYLlftte&sx [ - -tritichl fddbors sudh Astkrowle@gK dhdrifg,S
vendors inability to prioritize objective, etc. Vendors need to invest significantly in operations, service delivery, account
management and share-holders management to ensure the total outsourcing projects are harmonious.
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