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The Structural Changes report will have over 60 pages
of insightful information
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ITO client segments Renewal trends Supplier acquisitions appetite

Segments of the ITO market Contract signings (ACV) by contract typel!

2006; Percentage US$ million, Large deals with ACV > US$200 million . Target . .
Acquirer Company  Primary business Revenue Year
0H = MphasiS = [T outsourcing, primarily US$210 2006
100% 4’063 4’438 2’878 eps (India) focused on ADM and emphasis  million
I on the mid-size segment
Small and R.eneWals 8% = BPO witrl\ th:focus on call
Medium Business extensions and 30% centers
renegotiations Covansys = IT outsourcing and system US$455 2007
g csc (India) integration services million

One of the first US-based
IT services companies to
establish offshore facilities
in India

Large New business
i Caprevanir Kanbay = Management consulting, US$230 2006
EnterpnseS —, e (US/India) system integration, and IT million
outsourcing

Mega-deals

US-headquartered company
with major operations in India

2004 2005 2006

Buyer/supplier goals Outsourcing market dynamics |Supplier implications

dlvergence Hypothetical example
Buyer’s value in a typical outsourcing deal - -

Implications for the suppliers

Big 3 Other multinational Offshore Tier 1 Offshore Tier 2

______ 1
Year 1 1+ Year 2 i Year 3 i Year 4 Decrease in = Likely to result in further |« Minimal effect dueto | = N/A (do not play in this |= N/A (do not play in this
--4 - i Seeeek -- -- deal ings decli lower exposure to arket) arket)
&, H H ! H mega-deals
- = “
= —
1) n n n n . Relationship |« Through better account management capabiliies | = Will need to move = Wil likely lose revenue
o 2 ! Ongoing revenues. consolidation | and market experience, traditional suppliers are well | beyond labor arbitrage | due to buyers' internal
S o | D ¥ ' Revenues from ongoing contracts positioned tr benefit from consolidation to win the consolidation |  pressure to consolidate
S 3 Point of goal H game
20 divergence : ]
S -t ¥ ] S - - Adoption of [« Will experience = Mixed effect depending |« Buyers' opennessto | = Continue to be
o [oR= labor arbitrage | Increased,price on their ability to offshoring (., RIMO) | considered for smaller
S = Renewals pressure jn include offshoring in will bring new projects and niche
g Revenues from ongoing contracts infrastructure segment their offerings opportunities work
v I v
T L i U - -
! N f b |
! Continue B Acceleration of |= Traditional suppliers will see increased competition | As primary challengers |= N/A (this trend does not
' A H market velocity | especially in the renewal market creating both of the existing deal,
| |[growing volume H opportunities and challenges they are likely to benefit
1 : '
‘ H 1
i H Status quoin |« N/A (limited exposure to | = N/A (limited exposure to | = N/A (limited exposure to | s SMBs are served
Buver's value from H 1 v D New business SMB market SMBS) SMBS) SMBS) primarily by tier 2 and
H H ani
| by bit : ' Contract , Revenues from new contracts oy ©
abor arbitrage i i o 1 ; B
— : ' foa), TR | Sioned inthe year
: H h T
H h )
l n

Optimél ratio
Offshore ratio Snapshot year
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The mega-deals will continue declining with most
action shifting into renewals and re-competes

-
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Segments of the ITO market | Observation
2006; Percentage " |= The number of mega-deals significantly
- 7 declined over the last seven years in terms
100% = US$270 billion of total number of deals, TCV, and ACV

= This decline is rooted in the saturation of
the very large enterprises (i.e., there are
few companies left in the Fortune 100 with
the capacity to enter the ITO market with a
brand new mega-deal)

Large
Enterprises

Conclusion

=  With fewer companies announcing mega-
deals, the action in this segment is likely to
shift into renewals and re-competes

= Given 4-5% annual growth in IT expense a
US$1 billion deals signed seven years ago

is likely to renew with ~40% higher scope
Smalland .. = Pressure to grow signings coupled with

Mega-deals?

Medium increased competition for renewals will
Business drive increasing price pressure in the
) segment

1 Everest defines mega-deals as deals with TCV above US$1 billion or ACV above US$200 million
Sources: Bernstein Research; Everest Research Institute (2007)
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Competitive dynamics is one of the key determinants
of the prices in IT outsourcing
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ILLUSTRATIVE

Typical annual price change dynamics in ITO
Percentage I”_ "1 Focus of the analysis

= Price movements
100% 3.5 in ITO are driven
| | 3-7 | by a set of
A00 fundamental,
10-15 IL_+10 90-60% competitive and
I I external drivers
B = Competitive
dynamics is the
most unstable of
them and can
significantly
Lastyear Computing Efficiency Labor Variations Next year affect direction of
: : : : : _ : price changes
price price gains arbitrage  in supplier’s price
decline effect margins
- —~ '\ N J\. v J
Fundamental IT Market Competitive
market dynamics externalities dynamics

1 Price in this context is defined as a charge per unit of IT output (e.g., price per server, price per MIPS)
Source: Everest Research Institute (2007)
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companies with the strategic intelligence, analysis, and insight that are crucial to
making the right decisions in today’s outsourcing marketplace.

With the vision of our leadership team, the personal commitment, and indeed, the
passion of our professionals to deliver real value to our clients, our organization is
unsurpassed in its ability to guide your company’s future success.
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