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II.The Driving Forces
behind Offshoring

A.Strategic vs. non-strategic
activities in firms
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B.3.New technology trends
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B.4.Emergence of modern telecommunica-
tions networks in emerging countries
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C.Impact of offshoring on national
economies
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A.2.Typical nearshore and offshore func-
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A.4.Selective versus total outsourcing
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A.5.Single vs. multi-sourcing
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IV. Building an
Offshore relationship
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D.Model 4: Engineering - One Shot
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F.Feasibility analysis, screening
of ideas

F.1.Choosing a management team
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F.2.Informing employees   
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F.3.Feasibility analysis and screening of
ideas
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Potential advantages using offshore
suppliers

Market
expansion
and penetra-
tion

Expanding outside the domestic market
usually requires an infrastructure.
Doing business with a supplier in a
foreign country targeted for market
penetration normally makes it easier to
compete successfully in that country's
market.

Cost Obtaining services at significantly less
cost from foreign suppliers.

Business
agility

Enhancing the firm's strategic flexibility;
finding suppliers with the needed
capabilities already in place is often
cheaper and faster than hurriedly
retooling internal operations.

Innovation Improving the company's ability to
innovate by interacting with "best-in-
the-world" suppliers that should have
considerable intellectual depth, experi-
ence with other companies, and innov-
ative capabilities of their own.

Expertise Gaining access to expertise faster than
finding and hiring people with the skills
and experience and building the
internal capabilities.

Quality Obtaining higher-quality services or
components than what internal units or
domestic suppliers can provide
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F.4.Methodology for screening which func-
tions to outsource
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Evaluation and selection guidelines

Objectives
and require-
ments

Develop and gain agreement on the
offshore outsourcing objectives. Define
requirements that are detailed and
measurable. State requirements in terms
of the performance of the customer's
organization and its business.

Performance Link the offshore supplier's compensation
to the customer's business performance.
Align the supplier's objectives and
performance compensation with
customer objectives wherever possible.

Costs Determine the relevant baseline costs
and estimate future costs based on the
requirements and baseline. Without a
good idea of future needs and the costs
of meeting them, it is not possible to
outsource effectively and efficiently.
Identify all the costs. Some costs may be
in user budgets or in multiple supplier
charges. Remember that size,
complexity, the need for flexibility, and
newness to offshore outsourcing raises
the costs of managing an offshore
outsourcing relationship and raises the
risks.

Process Prevent the suppliers from short-
circuiting the disciplined evaluation and
decision making process by going directly
to senior managers or user managers for
quick decisions. Be clear and complete in
the RFP; you get what you ask for and
no more. Keep the process simple but
rigorous. Give each supplier the
opportunity to present its proposal in
person and answer questions. Set
deadlines and enforce them on both
parties. Tell the suppliers everything they
need to know to respond effectively to
the RFP.

Relationship Foster a professional relationship among
and with suppliers from initial contacts
through contract signing. Develop the
foundation for an effective relationship
and build trust in all dealings with suppli-
ers from the outset. Require suppliers to
respond to everything you need to know
in order to make a sound decision.
Emphasize a win-win attitude from the
outset. Set a schedule and insist that all
parties stick to it.

Evaluation and selection guidelines

References
and full
disclosure

Check supplier references. Require the
offshore suppliers to provide customer
contacts with which they have less than
an excellent relationship, and check
them, too. Require full disclosure from
both sides.

G.Contracting issues and procedures
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Major Contract Provisions

Terms of the
agreement

The trend is for shorter-term renewal
options (e.g., three to five years).
Ensure that the contract stipulates that
a renewal occurs only if a renewal
notice is sent.

Service levels It is vital that the contract specifies as
accurately as possible the services to be
provided in the contract. This includes
establishing minimum service levels and
identifying any ancillary services to be
provided.

Ownership
and
confidenti-
ality of data

The agreement should specify that the
customer retains ownership of the data
it submits to the supplier and the data
must be kept strictly confidential.

Warranty Ensure that the supplier warrants that it
will provide the services as defined in
the agreement and will accommodate a
specified increase in requirements.

Exhibits Exhibits should be carefully read. As
complex transactions, first drafts of
offshoring contracts usually contain
exhibits that are important but often
incomplete. For some reason, people do
not read exhibits carefully to detect
omissions and errors.

Incentives Consider providing the supplier with an
incentive to perform. Such incentives
may include guaranteed savings or
shared benefits/risks.

Performance
measures

A sound contract includes performance
measures, because without them, there
are no objective criteria for managing
performance and the relationship. It
helps considerably to use such meas-
ures long before the contract is
developed so that a history of effective
measures can be used as a baseline.
Managers whose organizations lack
such measures should not ignore them
in the contract, but instead include a
provision stipulating that the two parties
agree to establish a baseline over some
period of time and begin using the
metric on a specified date.

Major Contract Provisions

Anticipating
change

Contracts should accommodate cycles
of demand that require an adjustment
in services. If, for example, an
organization becomes smaller, it could
find itself paying for services that were
priced based on conditions that no
longer exist. Consider all the reasons
why a contract might not work and
ensure that the agreement can be
terminated if necessary. Give an
incentive to the supplier to meet and
exceed the contracted performance
standards and continuously improve
performance. Ensure that the incentives
of the individual managers on both the
customer and supplier sides also are
consistent with the overall goals and
with each other's incentives.

Force
majeure

These provisions state that the supplier
is excused from performance if it
experiences "Acts of God" -- natural
disasters that could not be avoided.
Such events should limit the period of
relief to something specific such as 30-
60 days

Disclaimers Accept the fact that disclaimers will be
part of the contract but ensure that a
disclaimer does not void the warranty
and indemnity sections of the contract.

Bankruptcy Both parties should consider the
possibility that the other may go
bankrupt or otherwise cease to do
business for a variety of economic or
political reasons, which changes the
situation and obligations.

H.Corporate relationship with the
supplier
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A.Security of intellectual property
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and operations
����
�	�����������
�����
����	��������	!��	��
���
�
�
�	���� 
���� ������ ��� ���
�

� 	�������	��� ����� ���
���
������ ������
��������
���
	�������������������
	�������	��� ��
�

��$� ���� 
�

�

� 	
� �	�	���� 	�� ���

�
�� ��� ���'��� �����	��
�	�
� �	'�� �
�� ��� ���
����

�����
�������5������.���
	���	������
�
��������
���	��
�������	
��	������������������7�
�
�

)�������	��� �

��
� �������	���� �����
� ��� ��� ���� 	�����
��
�
� �������� 
�	���� ���� 
����	��� �����	!��	��
5
��������	�
��	��	�����������	!��	��
5�������������
	�� ���� �����	!��	��
5� ���� ������ 
$
���
� 	�� ���
�����	!��	��
�� ���� ��� ���
�� 	������
�
� ��
�� ��
��������� )�������	��� 	

��
� 	�
����� �����	��5


�����	��5� ����������� 
���
����
5� ����������

WhitePaperOffshore-public-eng-0501



�,


������� ��
���	
�
5� ����������� 
'	��
5� 	��������

����������	��
�	�
5�
�����	
��	����	��������$��
5

�����	
��	��� �	��� ���� ���
����� 
����	��5� ���
�	
�������
����	������
�

�
�

C.Handling disputes
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D.Managing the risks

D.1.Mentality and cultural gap

 �������

������
��	���D&�
��&�����5��
	��H�$�
�����
	����
��&�����E5�����������������	
'�	
�����������	�$
����� ��	
� ���� ��
���
� ����� ���	����� �	������
�
� 	�

�����������������	�$�������
����
��
������	������
�


����	��� ���� ��$���� ���� ��$��� ��
� ��� ���� 	�� ���
�
���
�����
���������
������	
���$	�������������5���
�	�	�	!�� ���
�� �	
'
����	
� 	
� 
�	�	
���������$����	��
���� �

�

����� ��� ���� ������	��� ��
�	���	��
� ���
������� 
����	��
�� ���$� 
������ �

���5� ���� ���
����
����� �	��� ������ ���� ���
�

�
� ���� 9���	�$� 
������


$
���
��������
����
����	�����
�����������������
������ 
������ ������
����5� ���	����� ���� ��������
���	�
�����
��
�������
5������
�������������9���	�$���
���'�����	�
�
��
	
������
��

�
�	��
�����������	���

D.2.Communications differences
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VI.Offshoring pitfalls
and to-do's - primer

A.Success factors 

1. Identify and analyze what, and what not,
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2. Develop a plan, and involve many groups
in it
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3. Know the key stakeholders and their
expectations
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4. Apply a few rules of thumb for managing
change
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5. Understand and mitigate the risks
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6. Answer the key questions
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7. Oversee the evaluation and selection
process 
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8. Establish a relationship management
structure
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9. Sign a Complete Contract
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10. Involve Senior Management in the
Process
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11. Pay attention to and understand the
cross-cultural differences
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12. Establish the right kind of supplier
relationship
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A.Assessment of offshore and
nearshore destinations
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B.Ranking of offshore/nearshore
detinations, and their specialities
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Selected
Country

Examples of IT speciality

Belarussia Application Development: large
scale for IBM Mainframe,
insurance companies and e-
commerce, mid sized for financial
services

China Hardware manufacturing,
product-embedded software, PC
related drivers

India Applications development and
maintenance for large scale
projects, data management and
consulting, system design,
hardware design, embedded
software like for
telecommunication equipment
manufacturers, ITO, contact
centers, BPO

Ireland Contact centers, translation
services for software and
documentation, software
development

Israel Learning systems, high-end
software

Hungary Application development for
example in the financial industry

Selected
Country

Examples of IT speciality

Russia Application development for mid
scale, modeling and developing of
rule based engines, security
software and devices, algorithms,
voice and translation engines,
high-end software

Slovenia Application development small
scale, telecommunications and
switching software

Ukraine Application development small
sized

The
Philippines 

Contact centers, animation, BPO,
applications development

Table 1Typical Offshore Functions and Destinations - source: Own research

Functions/Example
Companies

Offshored Sample
Functions

Back-office/American
Express, Lufthansa,
Swiss Air

Basic data entry,
transaction processing,
document management

Customer
contact/Oracle, Dell,
British Telecom

Call centers, online
customer service,
telemarketing, collections
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Functions/Example
Companies

Offshored Sample
Functions

Common corporate
functions/HSBC, ABN
AMRO, Microsoft, SAP

Finance/accounting,
human resources,
procurement, IT help
desk, applications
development and
maintenance, IT
infrastructure

Knowledge services
and decision
analysis/McKinsey &
Co., American
Express, Arvato
(Bertelsmann)

Research, customer
analysis, portfolio
analysis, claims
processing, risk
management, credit
underwriting

Backup Data
Center/AMG, Generali

Backup and Data Storage
for worst case scenario

R&D/AIG, GE,
Microsoft

Content development,
engineering, and design;
new product design,
prototypes, testing,
production design,
optimization

R&D/Alcatel,
Deutsche Bank,
Nortel, Motorola, SAP,
Siemens, Software AG

Software and System
Design

SCM/Alcatel Complete Product Life
Cycle and Supply Chain

Table 2Sample Functions to be offshored by - real world examples - source: Own
research
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Country (2001) in US dollars

Canada 3.80

China 1.10

India 7.70

Ireland 8.30

Israel 3.00

Mexico 0.50

Philippines 0.40

Russia and eastern
Europe 0.60

Table 3Market for Offshore Services - source: McKinsey, GlobalInsitute
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D.The Russian Federation 

D.1.History & background
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D.2.The IT industry
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Russia City

Aplana

Arcadia,Inc

BCC SoftLab

Contek Software

IBS-Group (Luxoft is part of IBS)

iDeveloperNetwork

incap Inc.

intelligence soft

INTERIN Lab. 

Russian Academy of Science 

Krista Information Technologies

Luxsoft (IBS-Group)

Media Art

Megaputer Intelligence Ltd.

Miratech Ltd.

NAUMEN Corporation, 

RBC SOFT

Reksoft Co. Ltd. 

Spirit Corp.

Tacklesoft

Vested Development Team Inc.

St. Petersburg

St.Petersburg

St. Petersburg

Tomsk

Moscow

Moscow

Yaroslavl

St.Petersburg

Yaroslavl Reg. 

Rybinsk

Moscow

Rostov on Don

Moscow

Kiev

Ekaterinburg

Moscow

St. Petersburg

Moscow

Novosibirsk

Moscow
Table 4*Source: Fort Ross / Russoft

Baltic IS Cluster City

A/s DATI (Dati Group)

Lursoft

Microlink

Riga

Table 5*Source: Baltic IS Cluster
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Belarus City

Altoros 

Epam

IBA

itransition software division

Logic Software Development

ScienceSoft Inc.

Minsk

Minsk

Minsk

Minsk

Minsk

Minsk
Table 6*Source: Association of IT Developers Infopark
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Ukraine City

DDLabs, Inc.

Eleks Software, Ltd

GTech Ukraine Limited

International Land Systems – ILS Inc.

KP VTI

Logis

Mega Businesss Software

PNN Offshore Team

SoftServe, Inc.

Telesens LLC 

Tessart Inc.

The KIT Group Ltd.

Kiev

Lviv

Kyiv

Kiev

Kyiv

Kiev

Kharkov

Kiev

Lviv

Kharkov 

Kyiv

Kharkov
Table 7*Source: Ukrainian High Tech Initiative
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D.3.IT services for offshoring
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E.Central Europe: Poland, Czech
Republic, Slovakia, Hungary and
Turkey
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Branch Company Staff Activity

Financial
Services

Software

Hardware

Engineering
Services

Consumer Goods

HSBC

Oracle
Computer
Associates
Microsoft

Sun
Philips

General
Electric

Procter &
Gamble

2500

500
1500
200

500
700

3000

150

Credit Cards

Software
Development
Research and
Development

Research and
development

Accountancy
Development
Accountancy

Table 8*Source: Own Research and press releases
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F.1.IT software & services for export
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Branch Company Staff Activity

Financial Services

Consumer Goods

Chip Production

Software

Machinery

Telecom Provider

Infrastructure
Engineering

Logistics

Medical Equipment

Consulting

Axa

ABN Amro

HSBC

American Express

Conseco

Procter & Gamble

Intel

Philips

Infineon

Microsoft

Oracle

Philips

Siemens

Computer
Associates

IBM

EDS

Gildemeister Deckel-
Maho

Claas

British Telecom
(joint-venture with
Mahindra: MBT)

Eurokai

Lufthansa

Arvato (Miles &
More)

General Electric

...

Philips

KPMG

Deloitte & Touche

Accenture

4000

3000

2000

1000

1700

N.A.

3000

500

N.A.

500

4000

1200

3000

very recently
started

Start

N.A.

N.A.

1000

3000

N.A.

800

1500

300

1000

N.A.

1000

1000

1200
(5000)

800
(200)

Administration,
Customer Care, IT
und Data Entry

Research, Marketing,
Customer Care, IT

Payment Processing
Payroll Operations

Payment Processing

Processing of Claims

Software and
Payment

Chip Design und
Technical Support

Chip Design und
Technical Support

Software development

Software
Development and
support

Software
Development

R&D, Software

IT-Services

Software
Development

IT Services

Software, R&D

R&D, Assembly, IT
Services

Finance, IT-Support, 

IT-Services and Back
Office

IT-Services and Back
Office

Back Office and
Ticketing

IT-Services and Back
Office

R&D for Medicine,
lighting and Flight
systems 

Research and
Development

Analysis

Analysis and
Backoffice

Analysis and BPO
services

Analysis

Table 9*Source: Own Research and press releases - Label: (in paranthesis) planned for
2005 and onwards
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G.2.Some factors behing India's IT industry
growth
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G.3.IT industry size and location
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Area Sectors Revenue Population
(m)

Bangalore Software Engineering,
Finance and
Communication
Industry, Pharma-
ceutical, 

3 bn. 4.3

BPO  & Callcenter
services

1 bn.

Chennai Software
development and
Engineering services
for the automotive
sector

2 bn.

4.2
Kolkata /
Caldutta

Software
development for old
economy industry,
logistics

1 bn.

13.0
BPO  & Callcenter
services

0,6 bn.

Noraida Software 1 bn. 6.0
Hyderabad Software, Biotech,

Pharmaceutical and
Callcenter

1 bn. 5.0

0,4 bn.
Mumbai /
Bombay

BPO and Callcenter
services for financial
sector

0,6 bn.

12.0
Pune IT for automotive 0,3 bn. 3.0

*Source: Own research, Census of india 2001 – Office of the Registrar General and Business
Today, 2004

G.4.The major Indian companies and their
strengths
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Western European
Member State

Percent of Exports to
Western Europe

United Kingdom 63

Germany 13

Belgium 8

Rest 16

 *Source: [ESC-StatYearBook03]
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Rank Company CEO
Rev.
Mio. €

1 Tata Consultancy Services S Ramadorai 982,80

2 Wipro 819,40

3 Infosys Technologies Nandan M Nilekani 724,60

4 Hewlett-Packard India Balu Doraisamy 648,20
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Company Name (€ Mio.)

4.545,30 999,97 790,43

Infosys Technologies Ltd 3.543,50 779,57 616,21

Wipro Technologies 2.787,40 613,23 484,73

Satyam Computer Services Ltd 2.003,30 440,73 348,37

HCL Technologies Ltd 1.530,50 336,71 266,15

Patni Computer Systems Ltd 914,00 201,08 158,94

Mahindra British Telecom Ltd 634,70 139,63 110,37

iFlex Solutions 593,30 130,53 103,17

HCL Perot Systems Ltd 449,00 98,78 78,08

NIIT Ltd 426,30 93,79 74,13

(Rs. 
Crore) 

(US$ 
Mio.)

Tata Consultancy Services (only TCS see. 
No. 22!)
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5 IBM India Abraham Thomas 414,20

6 Satyam computer services B Ramalinga Raju 404,80

7 HCL Technologies Shiv Nadar 0,00

8 Tech Pacific India K Jaishankar 344,20

9 Intel India 334,60

10 Redington India Jitendra Kulkarni 321,80

11 HCL Infosystems Ajai Chowdhry 284,40

12 Samsung 279,00

13 Ingram Micro NY Prasad 272,00

14 Cisco Systems Manoj Chugh 253,60

15 Moser Baer 207,80

16 Patni Computer Systems NK Patni 193,20

17 Microsoft Corporation India 0,00

18 NIIT 176,60

19 Mahindra British Telecom John Helleur 123,00

20 CMC 0,00

21 Oracle India Development Centre 118,40

22 Sun Microsystems Bhaskar Pramanik 116,40

23 i-Flex Solutions Deepak Ghaisas 113,60

24 Electronics Corporation of India VH Ron 108,00

25 Cognizant Technology Solutions Lakshmi Narayanan 105,60

26 American Power Conversion (India) 100,40

27 Microtek International 96,00

28 Tata Infotech Farrokh K Kavarana 92,40

29 HCL Perot Systems CP Gurnani 89,80

30 Mphasis BFL Jerry Rao 85,80

31 Polaris Software Lab Arun Jain 85,60

32 Digital GlobalSoft 84,40

33 I-GATE GLOBAL SOLUTIONS Gerhard Watzinger 84,20

34 GTL Manoj Tirodkar 77,20

35 CMS Computers RD Grover 76,20

36 Mastek Ashank Desai 75,60

37 Birlasoft CK Birla 69,80

38 Celetron India ML Tandon 68,80

39 SSI Kalpathi S Suresh 64,80

40 Aptech Training Pramod Khera 64,00

41 Rolta India Kamal Singh 61,20

42 SES Technologies PK Krishnaprasad 60,20

43 Datacraft India 57,60

44 HP (India) Software Operation 57,00

45 Siemens Information systems Anil R Laud 54,60

46 PCS Industries AK Patni 54,00

47 Texas Instruments (India) 54,00

48 L&T Infotech 53,60

49 Hexaware Technologies Rusi Brij 52,80

Table 10Ranking of the Top-50 Indian Suppliers - source: Own research 2004

G.5.The IT-enabled services/BPO segment
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H.1.Initial industrialization of the 
 “Emerald Isle”
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Illustration 11Callcenter service providers - source: Own research 2005

TOP 15 Call Center & BPO Supplier
Rank Company Rev. € Mio.

1 GE Capital International Services

2 Wipro Spectramind – WSM 43,48

3 WNS Group (BA & Warburg)

4 Dell International Services 

5 Daksh e-services Pvt Ltd 40,05

6 eServe International 

7 Accenture

8 American Express (India) 

9 ExlService (I) Pvt Ltd 24,71

10 Scope International

11 Vcustomer

12 HSBC Electronic Data Processing 

13 Global eBusiness Operations (HP) 

14 HCL Technologies BPO Services Ltd 24,71
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H.3.IT software & services for export
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VIII.3A's IT & sourcing
advisory services

A.Offshore projects and strategy
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