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WHITE PAPER — MARKETING OFFSHORE IT SERVICES

SUMMARY :

A business entity in the United States that pravisteategic information technology outsourcing
services to small and medium-sized firms, nonpmfianizations, academic institutions, and
government agencies. Providing services of thedsgquality at a below-market price through the
effective use of offshoring, using IT contractoeséd in India, although the firm is headquartered
and managed from the United States.

OVERVIEW :

The trend to offshore IT development has been asing steadily for a decade, but has only just
begun as more and more services will be outsowanddffshored to lower-cost countries around
the world. On the demand side, the high-costeeéniS and the sophistication of large
multinationals able to capitalize offshoring vemrsiare fueling the offshoring boom. However, the
proliferation of technology and the constant sedoclgreater efficiencies is allowing small to
medium-sized firms to look for opportunities to smtrce offshore as well, which will create an
exponential increase in demand.

On the supply side of the equation, countries liilcka have preparing for years for the opportunity
to become a destination for offshoring of IT andentbusiness services. The ubiquity of high-
quality, efficient information communication techogies (ICT), and the highly educated and
English-speaking workforce in a substantially lowest environment has made India a leading
destination for ICT offshoring.

In spite of the increasing demand and consistemiyoving and expanding supply, there are
challenges to the typical offshoring model. Acaongito IDC, the top three risks that users
associate with offshore outsourcing are time-zesaas, language barriers and cultural differences.
Foote Partners, a research and advisory firm in Bamaan, Connecticut, has studied 90 offshore
outsourcing implementations over the past threesyaad has found companies that don't achieve
the desired outcome are tripped up by communicatmwablems, not technical shortcomings.
Organizational, behavioral and cultural aspectsraree to blame than the details of contracts and
technology selection.

Generally speaking, some additional challengesfpboth the supply and demand sides of
offshoring include:

Differences in organizational and social norms emiture
Proficiency in the English language
Ability to provide adequate customer service
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Protection of intellectual property rights and metion of piracy

Security of data and networks

Timeliness and quality of the final product

The cost and ease of transaction between contragtbcontractee

General lack of trust between both parties

Inadequate level of business sophistication requesuccessfully execute an offshoring plan
Having adequate capital and business scale to ofédteoring worthwhile

A high rate of employee turn-over in offshore I'Tvsees labor markets

General operational and management challenges

Domestic regulatory limitations to offshoring ofr@n services

Lack of transparency and consistency of regulateonstaxation in offshore labor markets
Public and private corruption at the hands of adfehabor market officials

TRENDS AND OPPORTUNITIES

A key element to any successful business ventutesigbility to take advantage of trends in the
market. With respect to IT services outsourcirggehare several positive and negative trends dmn bot
the demand and supply side. This venture willtedipe on the positive trends and learn from the
mistakes of others to make a negative trend wodutcadvantage.

The right business model can serve the needs afaimand and supply side of the equation with
minimal capital and little risk. The opportunitythere to create a new, yet simplified business
model that has the advantage of learning from tistakes made by early adopters. The large
multinationals have taken all of the risks, ideatfall of the problems and proven all of the
advantages. This opportunity is based on learinorg those mistakes and being positioned for the
maturation of the offshoring demand among a broealgge of US firms. Like most opportunities,
this business model seeks to exploit the positikreegative trends in the marketplace to our
advantage. These trends, and the way in whichvénture will exploit them, are described in
greater detail below.

TREND: US Demand for IT —The US is the world’s leading economy due, in nalspart, to
the accessibility, effectiveness, and affordabititynformation technology. The effective and
efficient use of IT is an essential element in hyeavery organization’s strategy — whether a
small manufacturing company, a chain of retailedpa local hospital, or government agency
overseeing environmental stewardship, a modernffastructure is at the heart of the
organization. Gartner Research has forecastedJtBdirms will increase their IT spending by
5.5% in 2006.

OPPORTUNITY: Offshoring for All - The US has maintained its rate of economic growth
and competitive position relative to other courgttiecause of the economy’s ability to
consistently increase productivity. This is a testiwide-spread access to quality education
and career training, but also to the proliferabbmore and better technologies to increase
efficiency. Firms across the economy in scopesmade are constantly seeking new ways to
increase efficiency and productivity. This haven the trend to outsource non-core
functions and, due to the economic influences olbglization, offshoring is the next logical
step for small to medium enterprises (SMESs) — éinget market for this business venture.
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TREND: Business Services Offshoring- Within the next five years, 800,000 of the 1@lion

IT jobs in the U.S. will move offshore. Large fisnrm the US have been off-shoring more and
more business services to lower-cost locales farsye offshoring is already being leveraged by
40% of the Fortune 500 companies including GE, btic®racle, Microsoft, and Motorola (260

of Fortune 1,000 companies have selected Indibeasriation of choice for outsourcing). The
offshore outsourcing model can bring cost savirfds08o to 70%, depending upon the onsite and
the outsource resources. Either through the estabént of wholly-owned firms abroad or
through strategic partnerships, the majority afjéaUS corporations have either offshored some
back-office operations abroad or outsourced thosetions to a foreign provider.

OPPORTUNITY: The Small to Medium Market — SMEs have not taken advantage of this
trend to lower their IT costs, primarily becauseytido not have the sophistication to consider
such options or the scale to make it financialsfble. Whereas the large multinationals, for
example, can afford to retain consultants and ofisly experts to help them carefully plan
and execute their offshoring, SMEs do not havedlseurces to make that kind of up-front
investment. There are also embedded concernaheddg the more parochial firms about
offshoring. This business venture will deliver gmnomic value of offshoring while
providing the assurances that come with outsoundragdomestic firm.

TREND: Efficiency and Efficacy of Supply —The more mature offshoring destinations, such
as India, have improved their delivery of IT seedcworking out many of the early problems.
With more and more young, well-educated, highlyaed professionals entering an exploding
job market, the availability and quality of IT sems firms in India has improved the overall
health and efficiency of the marketplace.

OPPORTUNITY: Indian Developers —The pool of IT services professionals in India is
growing and becoming ever more reliable, making gaol of talent more accessible to
SMEs on tight budgets through the appropriate Velieing proposed by this business
venture. English is widely taught and adopted agridnprofessionals, training at Indian
facilities is top notch, and a strong entrepreraapirit has taken hold. This has led many
developers to go out on their own as independeamttactors, which creates an opportunity
for this venture to create a network of independevelopers throughout the country.
Keeping the number of full-time employees to a $mainber and essentially sub-contractor
a reliable pool of contractors will maximize thenfis efficiency. Giving network members
incentives, such as ownership and profit-sharirity,bwild their loyalty to the network.

TREND: Offshoring Impact on Quality — US firms, particularly small to medium-sizedyba
certain arrogance that services procured from Usdb&rms will be of higher quality than those
procured abroad. There is also a fear among U$anmes that foreign service providers are not
as trust-worthy, in part, because they operatadmite laws and norms of the US, which is
obviously the system with which US firms are mashiliar and comfortable. There is an
impression that the further away a vendor is fropnaecurer the greater the potential for fraud or
provision of sub-standard services. Concerns ixellectual property rights and protections is
also a substantive worry, but primarily for softeralevelopers. India, for instance, has the
world's 16th-highest piracy rate. Outright thefb @dso be a problem. Last year, after SolidWorks
Corp., a software maker in Concord, Massachusaitspurced programming to India-based
Geometric Software Solutions Co.; a Geometric eyg#aallegedly stole SolidWorks'

intellectual property and tried to sell it to thengpany's rivals.
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OPPORTUNITY: US-Level of Quality — Many “first-world” firms will always maintain
that offshoring, although cheaper, will never beedb deliver the same level of quality and
reliability of a domestic provider. This businegnture will bring quality, affordable
services to firms along with the piece of mind ttiety are working with a firm in the US.

TREND: Customer Service— The increase in offshoring has created realp@nceived lapses

in customer service. Most Americans have a “hastory” about trying to get adequate customer
telephone support only to be frustrated by a ndaiva&nglish speaker who is perceived to be
less qualified. In recent months, a handful ofiégme companies have decided to return certain
offshore work to the U.S. For example, insurer €&mo recalled its customer service operations
as it worked to emerge from bankruptcy. Followignplaints about the quality of service,
investment bank Lehman Brothers canceled an oféshelp desk engagement. Similarly, Dell
brought back a technical support center after gatecclients complained about communication
and service. A 20% decline in productivity is esipeced by most IT organizations during the
first year of an offshore outsourcing agreemertpeting to the Meta Group. A key reason is the
effort required to transfer technical and busiriessvledge to a vendor.

OPPORTUNITY: Local Customer Support —There is both a real and perceived lack of
attention to customer satisfaction from foreignvssr providers. Once enough bad
experiences begin circling, the perception thatpttodlem is wide-spread or more prevalent
offshore than on increases exponentially becaus# finms just assume they will sacrifice
quality in many forms. Providing US firms with thbility to reach a customer service agent
in the US will provide assurances that they areratting with a well-qualified professional
who will understand their problem and help thenvea.

TREND: Regulatory Limitations — Proposed legislation in New Jersey, called The Nersey
Bill, would have prevented outsourcing of the sgdgernment’s IT services projects to India.
Over 30 states are now considering proposals tovd#aoff-shoring. In the U.S. Senate,
Senator Dodd introduced legislation to prohibit éfishore outsourcing of federal contracts
(subject to the OMB circular A-76 process) unldéssPresident deems a contract to be in the
national security interests of the U.S. RepresemtmJohn Dingell and Rosa DelLauro introduce
similar House legislation, which would also apmystate contracts underwritten with federal
funds.

OPPORTUNITY: US-Based Firm —The concerns over outsourcing and offshoring of US
jobs is a cause that has been simmering belowutti@ce of the public consciousness for
some time, and more liberal and protectionist aliteaders who are union-friendly are
taking up the cause to make it harder to offshaoh services, especially if those services are
on behalf of government agencies. This US-baseuWiill not be bound by the restrictions
imposed in those proposals, which opens up thergmental sector as a potential source of
business.

TREND: Problems of Perception— There are any number of perceived challengepfadls
perpetuated by US-based firms that would like ttsource IT services offshore which keep them
from going through with it. In some cases, thesgcerns are based on real problems, but many
of which have been worked through by early adoptérffshoring. Concerns over data security,
intellectual property protection, quality contrahd perception of pervasive corruption keep
many US firms from using the offshore option.
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OPPORTUNITY: US-Based Firm —Although this business venture is designed to luse t
latest information and research to build an orgatitonal model that is as effective and
efficient as possible, the real competitive advgataill be to solve the problem of
perception. The concerns of US-based firms hdditaputsource will be alleviated through
this business model since the base of operatiohbevin the US. The assure to US firms
that this venture is headquartered in the US anaddy US laws and norms will be a
tremendous advantage over rivals based abroad.

TREND: Government IT Spending —The U.S. government is the world’s largest consuofier
technology, spending more than $60 billion on infation technology in 2004 alone. This
spending only continues to increase as the 2006fldcal budget calls for $65.2 billion in
information technology spending, a 7.1 percentaase. Over the past 50 years, the U.S.
Government has contracted much of its work to tihvefe sector, rather than hiring and training
new government employees. This has created manyppuartunities for global businesses
seeking to enter the U.S. government market. Tdve and steady pace of outsourcing deals has
created a $5 billion opportunity in state governtrtbat has significant market potential over the
next three years according to the Gartner Growgnt-Bp demand to fulfill large-scale IT
modernization requirements will present opportesitiGartner expects growth in state and local
government IT spending to top 8 percent by 2008

OPPORTUNITY: Offshoring Backlash — There are a number of proposals before the US
Congress and more than 30 state legislatures atbencbuntry to prevent the offshoring of
public sector work, with particular emphasis onrélated services. This backlash against
offshoring is often at the urging of labor uniohattare putting more and more pressure on
labor-friendly elected officials to try and slowetflood of offshoring. In some cases, foreign
firms like Wipro and Infosys and even domestic 8rmith large offshore facilities like IBM
are specifically mentioned as “culprits” of offshrg. This business venture will be a US-
based firm that will be insulated from these typépolicy restrictions on offshoring.

CoMmPETITIVE ADVANTAGE :

A US-based IT services “storefront” will have thesbof both worlds — the reptice

competitiveness of a firm off-shore, while allevngt the_perceivedhortcomings of using a firm
based outside the US. By creating a hybrid orgdiuiz the typical challenges facing such offshoring
ventures will be substantially reduced and possfityinated.

Proven Model for Efficient Offshoring — Most firms can save 15% to 20% by sending certain
IT work overseas. Those that really understand twomake it work find they save 50% or 55%.
However, Gartner says that based on a survey otld®ts who outsource projects offshore and
domestically, it expects half of such projects utalesn in 2005 will fail to deliver anticipated
savings. The main cause of problems, accordingatysts, is poor project management by the
companies shipping work overseas. This venturebgibppropriately structured to avoid those
pitfalls.

The “Made in USA” Label — In times of economic, cultural, or political unaerty, Americans
can become extremely nationalistic, if not xenoptolhich is often reflected in their buying
patterns. The “Made in USA” label became a commksticcess when US producers were
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being supplanted by a massive influx of cheapedyets from Japan. Likewise, the perception
of American jobs being sent overseas has the paténftcreate a back-lash against firms that
engage in off-shoring of use off-shore service lers. There are a number of organizations in
the US advocating for government policies to resthie outsourcing of US jobs to other
countries around the world, such as: www.hireaca@gitizens.org.

Diversity of Potential Client Base— An IT services firm headquartered in the US walilbw
greater access to the small to medium-sized orghoiw in the public sector. Unlike private
businesses, there are both legal and politicaldyarpreventing government entities from
procuring services from off-shore providers, evMahis of comparable quality at a lower price.

Local Customer Interface —Based on the US and with a US sales force and cd@mecount
manager, this venture will provide the all-too-imjamt handshake with the client. Face-to-face
contact when conducting business is still an imgodrpart of building trust.

Transparency of Laws and Regulations- The venture will operating under US law anddadl
all relevant regulations and cultural norms, thusiding the usual trepidation of US firms that do
not know what laws offshore firms abide by and waketor not they abide the ones that do exist.

Familiarity with Language and Culture — US account managers will be the interface batwee
clients, avoiding any discomfort in dealing withmpative English speakers.

Structured for Maximum Efficiency — Using a network of independents allows the firntake
on smaller, shorter-term, less lucrative clientddwyering the barriers to entry and exit. It will
also keep the venture’s overhead low.

Loyalty Among Indian IT Professionals —By offering an ownership stake to workers in India,
full-time staff and independents will stick withetfirm, reducing the administrative cost and
burden of high turnover. Providing an opporturidyindependents to be connected through a
network with the headquarters in the US will alen&fit them greatly.

CoNTACT:

David A. Rice, Director

Strategic Policy Concepts
David.Rice@policyconcepts.com
617-947-6054
www.policyconcepts.com
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APPENDIX — ENTERPRISE STRUCTURE

Development work provided by
combination of firm employees an
a network of independent
contractors, all based in India

Work overseen by technical staff and
managers in India. Managers
trouble-shoot client concerns
through the interface with the US-
based account managérs.

US staff includes sales, marketing,
account management, and
administrative staff and serve as the
interface with clients.

IT services are marketed as a US
based entity by constructing a virtual
presence with minimal US stéff.

US staff interface with the client to

make the sale, and coordinate wit
India managers to scope the work

Ongoing management of the clien
done by US staff.

India Employees India Independents

\/

Project Managers

US Team

US “Storefront”

US Client

1. Providing India-based staff with an ownershigkst@ill increase retention, allow opportunitiesrain

and certify them, keeping them up to date on n@hrtelogies and processes and increasing the overall
effectiveness and efficiency of the network.

Management of technical staff in India by persdnvith appropriate technical skills and ability —
preferably with experience working in the US — Vi critical to avoid the cultural and communicatio
problems typical of many offshoring efforts.

Perhaps more for the purposes of perception,-ads$8d staff fields the sales force and provideswatt
managers for customer interface. Technical questawe fielded by staff in India through the USdahs
staff, so accuracy in tracking and efficiency ispending to customer inquiries will be key to sssce

Marketing the firm as a US firm is the major catifive advantage against foreign-based rivals|evhi
retaining the cost benefits of using offshore técdrstaff.

US-based, yet price competitive with offshoreviters will allow the venture to target SMEs and
government clients — the type that are too smaltie big offshore firms or, in the case of goveemt)
unauthorized to be awarded such a contract.
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APPENDIX — SuPPORTING RESEARCH

Offshore Outsourcing of IT Services

The current rapid increase in offshore IT softweand services outsourcing has sparked a debate
on the costs and benefits of this trend to the BcBnomy. Although “lower cost” is the most
commonly cited reason for offshore outsourcinggmse global competition in an environment of
slower growth and low inflation demands constagtlance over costs.

Due to the low costs and high quality, using offeéh@sources in selected countries makes
good economic sense. Beyond the cost incentiveagkourcing provides several other practical
benefits including: the ability of multinationalganizations to efficiently stage 24x7 operations;
the opportunity to customize products and serviceseet local needs; and the means of
geographically deploying workers and facilitiestawceed in globally dispersed, highly
competitive markets.

Some key offshore outsourcing trends are:

Spending for global sourcing of computer softward services is expected to grow at a
compound annual rate of almost 26%, increasing fpproximately $10 billion in 2003 to
$31 billion in 2008. During the same time periaatat savings from the use of offshore
resources are estimated to grow from $6.7 billm&20.9 billion. The estimated spending
amounts represent 2.3% and 6.2% of total IT softveard services spending by U.S.
corporations in 2003 and 2008, respectively.

The impact of global sourcing on employment vabgs

industry sector. The major industry groups that are

expected to gain a significant number of incremigotas over
the next five years include education and healthies,

transportation and utilities, construction, wholedsade,

financial services, professional and business sesyiand

manufacturing.

From 1998 through 2003, offshore IT software and

services spending increased from $2.5 billion 0 $1

billion. This represents a compound annual growath of 32% over the five-year interval.
The key reasons for going offshore in the late $td into 2000 were cost savings and the
short supply of skilled IT workers in the Unitechf&s at that time. The cost savings in 2003
reached $6.7 billion. This represents an assuméast¥ings versus what would have been
spent if domestic resources had been used instedHtslbore resources.

Over the next five years, offshore IT software aadvices spending will continue to grow at
a rapid pace. The likely spending amount will b& $8lion in 2008. The key reasons for
going offshore now and in the foreseeable futueecasst savings, software quality, access to
global markets and talent, and labor productivaing. The potential savings implied by the
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projected spending amount in 2008 is almost $2ibbilFor businesses operating in
increasingly competitive, low-inflation marketsethdvantages of offshore IT software and
services outsourcing result in lower output priieshe goods and services they produce. As
the estimated savings grow over the next five ydaasefits to U.S. corporations, consumers,
and the rest of the economy are expected to gromels

Over 30 percent of companies are planning to ofskizeir IT infrastructure within the next
12 months, and the same number are looking intaddee Interest in business process
offshoring is also gaining more ground with 34 eertcof businesses planning to offshore
some of their business processes in the next 12hmon

A survey of 145 executives by Indian-based outsawipro found that offshore outsourcing
is increasingly becoming a strategic initiativgglatbal organizations. At 38 percent of the
organizations, offshore outsourcing was being hethdl the board level. An overwhelming
majority of executives (87 percent) polled said thair offshore outsourcing spends would
increase during 2006. On average, organizationBkalg to increase their offshore
outsourcing spends by 34 percent.

Impact of US Firms Outsourcing Business Services @hore

The benefits of global sourcing contribute sigrafidly to real Gross Domestic Product in the
United States, adding $33.6 billion in 2003. By 0fkal GDP is expected to be $124.2
billion higher than it would be in an environmentwhich offshore IT software and services
outsourcing does not occur.

While global IT software and service outsourcingptiices some IT workers, total
employment in the United States increases as thefiteripple through the economy. The
incremental economic activity that follows offshdfeoutsourcing created over 90,000 net
new jobs as of 2003 and is expected to create BQH6t new jobs by 2008.

Benefits of Offshore Outsourcing — Short Term

Ability to focus resources and attention on core
business initiatives.

Reduction in headcount and attrition rates in the
outsourced function.

Re-skilling of remaining staff with better and
more marketable skills.

Refinement of project management, risk
management, and service delivery skills.
Implementation of demand management and
service delivery disciplines.

Optimization of systems management and support
processes.

Access as needed to specialized resources.
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Benefits of Offshore Outsourcing — Long Term

Predictable results-based expense for the outstduoetion over the life of an outsourcing
agreement.

Joint and proactive problem solving and innovation.

Superior management of the business applicatiotfiotior

Enhanced career opportunities for client staffeldasn sophisticated.

Management, contracting, and outsourcing integnaglalls.

Comparative Advantage of Offshore Firms

Workers in offshore locations such as India and®hiippines commanding only 10% to 30% of the
salaries that U.S. workers earn (with average Ipleyee costs ranging from $5,800 to $6,500),
there is no doubt that savings can be achievedypuoan a head-count perspective. However, the
greater benefit of outsourcing is the migratiomira fixed-cost IT environment to a variable pricing
model that allows firms to gain better control oeperating costs. There will be a reduced need for
software and hardware infrastructure, as well daged costs for maintaining and upgrading
hardware and software and for training softwaresttgpers on the latest technologies.

Challenges to Offshore Outsourcing

About 21% of IT executives surveyed recently by agment consulting firm DiamondCluster
International said they had prematurely terminatiéshore arrangements in the prior 12 months. The
most common reasons cited: the provider had firgduddfficulties; the provider failed to deliver on
commitments; or the buyer consolidated its outsagreendors.

Companies offshoring are more than twice as likely
to be dissatisfied with the relationship than those
using national service providers, according to AMR
Research. A big part of the disenchantment stems
from inflated expectations. In particular, cost
savings are frequently overestimated. A common
mistake, for example, is to project savings by
simply calculating the wage differences between
customer service agents in the U.S. and India.
Cultural differences can also mean more training is
required to prepare non-U.S. workers to effectively
handle calls from Americans.

At the raw resource-to-resource level, offshoreettgyment offers a compelling cost advantage. A
programmer with three to four years of experiemed might cost $45,000 to $55,000 per year in the
US, depending on location would probably cost $08,® $19,000 per year in India. However,
lower productivity can eat away at labor savindask's more expensive to manage an offshore
development relationship.

One US firm, Storability, says the company hasthaié two-year adjustment period before it
expects to benefit from having an office in Indilntil 2006, the offshore team isn't expected teesav
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money or realize huge productivity gains. In fatt,just the opposite. In the short term, the
company has found offshore labor creates headadwpsring all employees to adjust their
processes and get used to a geographically disgdlievelopment process that is unfamiliar and
requires a re-evaluation of roles and responsgslit Unless a company is in it for the long haul,
offshoring doesn't make sense. There are no bsrnefgain in the short term.

According to IDC, the top three risks that usesoamte with offshore outsourcing are time-zone
issues, language barriers and cultural differenioggarticular, cultural differences have to besely
managed in an offshore relationship. The U.S. mandgesn't understand how to manage the
offshore team, and the offshore team isn't alwaysfortable taking instructions from an American
manager.

Offshorings Cultural Challenge

Foote Partners, a research and advisory firm im€cticut, has studied 90 offshore outsourcing
implementations over the past three years anddwuasifcompanies that don't achieve the desired
outcome are tripped up by communications problerastechnical shortcomings. Organizational,
behavioral and cultural aspects are more to bléuae the details of contracts and technology
selection. For example, some distinctions are rhpt potentially critical. For example, in India
"yes" doesn't always mean what a "yes" means inrfsaen the U.S. it is unambiguous what it
means when you say “yes” to something. In Indraeans, “I'll think about it, and get back to you."

The offshoring trend can inflame cultural issues. &ample, while Indians are great at technical
capabilities, a lot of the IT resource pool in B not very good in terms of people skills. So to
suggest an Indian outsourcer handle requiremeffitstén — which requires heavy interaction with
end users — may be counterproductive. In the éedslient may have to dedicate quite a few of its
own resources to help the Indian outsourcer thrahgiprocess, which becomes much less efficient.

In a local setting, IT departments are often lo@deut the early stages of an application-
development project, such as the requirements-gatghprocess. In offshore arrangements, there
needs to be a more robust process for gatheringrezgents, and you have to write much better
functional specs because you're handing thos® afbtneone else. Without that discipline, a project
can take three times as long to complete offshem@nahore.

Foote Partners believes companies aren't payinggénattention to how they manage the people
involved in offshoring projects and how they malke transition to a distributed workforce.
Communication problems that aren't addressed eathe process continue to fester and impact
project delivery.

Offshore Quality Trends

Analysts agree outsourcing software developmentthaisks. The big ones, according to Aberdeen
Group, are untested technology vulnerabilities;jtamital costs for fixes and patches; increased risk
because of unauthorized access to business ddtapanational instabilities. Over the years,
however, the quality of offshore work has gottettdye particularly in certain focus areas, but gaps
remain.

Services that are traditionally sent offshore idel@pplication maintenance work, custom application
development, data entry, customer service and teghsupport. Two years ago, there was a general
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lack of experience in customizing packaged appboatsuch as those from SAP and Oracle,
according to AMR Research. However, the firm codsetinat many providers now have gained
experience and are better prepared to provide terseces.

U.S. companies are generally satisfied with thdityuaf software development available offshore,
especially in India, where excellent process tetdgywis common. But offshore projects are getting
increasingly strategic, which changes the stakesr e past 18 months, offshore providers have
landed broad application development projects f@&. dlients that encompass everything from
requirements definition and design to developmedttasting.

The challenge for offshore providers is to accrugenbusiness-focused expertise, such as people
who are comfortable with how processes work in gtdes such as insurance, healthcare, banking
and finance. Atthe same time, U.S. IT executivesd to consider if their own business savvy is up
to par.

Types of Offshore Outsourcing

Offshore firms without a US presence —
Difference in the time zone may raise the problem
of communication between the client and the
offshore project manager in the case of a firm
without a US office. Communication is usually via
email or telephone but at times it becomes
absolutely necessary for the project manager to
travel across the globe to visit the offshore needs
The offshore company generally has its resources
intact and can work on the project right away but
at the same time it

is difficult to verify the technical expertise dfe project team and to establish a strong
working relationship with the project manager. Rleility and security concerns can also be
issues when working with these firms.

Company with only a US sales office Fhey offer lower rates but despite a local esaatati
path, the level of customer service they providenged by their lack of local technical
expertise. The project manager is located at tfehoife facility so communication occurs via
phone and e-mail, and the lack of visibility to fireject team and facility can raise reliability
and security concerns.

Company that has a US office With onsite analysts, project managers, and deeetoihey
offer slightly higher rates, but they are abledspond to client requests much more quickly
and easily because local project managers teamthpwath U.S. and offshore technical
resources. Due to excellent customer service ardasing popularity, this model happens to
yield better gains than the others.
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