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If the Roman empire could figure this out 2000 years ago, we can as well...

Globalization Footprint of the Roman Empire
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in North Teak
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Egypt

Based on a 2008 article by Peter Jones and Lionel Casson in the Spectator

Note:
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https://webphl01.phl.sap.corp/~sapidb/011000358700001322492003E/USA.htm
https://webphl02.phl.sap.corp/~sapidb/011000358700001397572003E/Mexico.htm
https://webphl01.phl.sap.corp/~sapidb/011000358700001395122003E/Canada.htm
https://webphl05.phl.sap.corp/~sapidb/011000358700001375952003E/Brazil.htm

The current wave of globalization started in the 1980s and rapidly evolved over the last 10

years

The Rapid Growth of the MNC R&D Centers in India, China & Central/ Eastern
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The presence of global 100 R&D spenders significantly increased between 2002 and 2007.
Currently 90% of these companies have R&D centers in emerging countries

India/ China R&D Center Evolution Pattern of Top 100 R&D Spenders
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Most global centers are predominantly setup for cost savings and access to relevant talent

R&D Globalization Driver Priority as Perceived by US Stakeholders (Percentage of Respondents)

100% -~
8%
23%
75% -
15%
8% 58%
50% - 64%
17%
25% -
25%
0% T T T T 1
Cost Talent Market Access Innovation
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Note: . . . . .
Soou(:ce: Data aggregated based on Zinnov Survey of 100+ US R&D Stakeholders in Nov 2009; Zinnov AnalysiZI nnov, VPE/CTO Commun Ity Of Practice Co nfld ent al



Companies have leveraged global locations to carry out work across the R&D value chain.

Slovakia

Bulgaria

Romania
Hungary
Belarus

Czech Republic

R&D Activity Split by Location

Poland
Ukraine
Russia
China
India
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
= New Product 1 QA/ Testing I Sustenance

Development

Note: CEE includes Russia
Source: Software Top 100: Zinnov R&D Database: Zinnov Analvsis
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There a few key reasons why R&D Globalization is expected to grow in the coming years

+ R&D Spends have remained flat and organizations are looking to maximize their R&D
Spends by optimizing cost for development

« Companies are looking to re-balance their resources to focus on next gen technologies
and are looking for partners that can deliver value by owning lower value added
activities.

+ The growth of emerging markets has forced clients to look at developing products for
these markets. Unique price- performance expectations of these markets will drive the
need for frugal engineering / low cost development.

* New delivery models such as Cloud, SaaS, SOA are disrupting the traditional R&D
models of the companies.
* The impact of revenue and cash flow is becoming a significant challenge

* Vendor partners are moving up the value chain and are willing to partner on risk-
reward models that will enable them deliver higher value added work.

Zinnov, VPE/CTO Community of Practice Confidential 10



The macroeconomic changes due to the global meltdown has opened new windows of
opportunity in emerging geographies

Geographic Spread of Revenues
(Top 5 Software Product Companies, 2008)

Three Levers of Continued Growth
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MNC R&D Centers are looking to scale the maturity curve and innovate from global centers,
while consistently maintaining the cost advantage

Global R&D centers have started to The average cost of center in LCC is 60%-
deliver on end-end engineering of 65% less than the US centers
complex global products Eg. Mobile Average Cost per FTE in MNC R&D
Products from Adobe . Centers is about USD 40, 500 per year.

N\

~

Companies have started to see As ownership & complexity level
initial successes from their increases, requirement for
innovation initiatives specialized talent like PM ,
Architects is increasing

N\ J

/

Attrition has picked up due to
employee movement between
companies. Current level is
around 15 -20% annualized.

Increased focus on improving the
productivity of teams at the global
center

Zinnov, VPE/CTO Community of Practice Confidential 12



Many large and SMB companies are exploring / leveraging their vendor partners to outsource
sunset products and to co-invest into new products

A The S-Curve of Software Products
Sunset
Product Product o
_ Maturity » Complete Outsourcing of Sunset
—_ —>
5 % Product === - Products: vendors taking up sunset products in
= 5 Enhancement L7 - revenue share agreement
(@] = p
£
o 2 /) > Co-Investment Models: vendors willing to
2 g Ne“f / take a cut in billing rates and compensating that through
g 5 Invention /' revenue share
o "'5 IR
> - Outsourcing sunset product provides
A ]| @ —m - - - . g

the bandwidth of resources to work > IP Led Revenue Growth: vendors will

up on new products and maintain or invest in R&D to augment the customer offerings

increase revenue streams

N
7
Investment/ Time
HCL - Cisco Persistent — Intuit

Involving 3" party providers during the
PDLC helps these providers understand

the product/ technology and take it up HCL - CA Wipro - Symantec
during the aging stage (Sunset)

Note: Information aggregated from company press releases and new articles

Source: Interviews with key executives (of software product companies) in the US, India, Chin;,imQaQn\é’aYﬁE!sg;r&aﬁ;'gim Ii&%ﬂ@)%%&fr#&%&i&%ual@éaaﬂgﬁﬂu%nalysis 13
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Our recent preliminary research shows that software companies are not yet leveraging the full
potential of globalization

Global Software Product Market

= - e s = . —_— e . - oy

| USD 300-320 Billion I

Total Outsourced (5%)
USD 2.3 - 2.4 Billion

1. In-house includes offshoring to

*% . P captive centers
Emerging Geo (15%) 2. Outsourced is only to 3" party

USD 6.8 — 7.2 Billion service providers

India = USD 3.8 - 4.2 Billion
China = USD 2.0 - 2.4 Billion

\

Note: Western European countries and Canada; **India, China, South East Asia, Central and Eastern European Cou?téigljéuﬁaine, Poland, Bulgi\fa etc.), Russia a(m: others
at

Source: Interviews with key executives (of software product companies) in the US, India, China, @Qiﬂé’%u MESE; u iF%Eﬂt%' chQ pl;—)rry%g%gﬁepo t?; Qi Ir%@;@rg@is 15



Realizing the emerging markets opportunity, companies continue to invest their R&D dollars in
emerging geographies such as India and China...

R&D Landscape — Emerging Geographies

49% » Product management is
relatively easier in emerging
50% geographies for mature products
as the companies already have
40% clients in these locations
30% 2105 22% » Most of.the wep platfqrm based
companies are increasingly
looking towards the opportunity
20% in the emerging markets
10% » At times, companies also focus

Percentage of Total R&D

on emerging geographies for
0% | very specific skill sets that are
critical for a product roll-out

R&D Investment in Emerging Locations R&D Headcount in Emerging Locations

Average 25th %ile 50th %ile = 75th %ile = 90th %ile

¢ Since the current major markets for most of the companies is concentrated in the US, hence most of the product
development (i.e. high end of the PD value chain) is kept at the US R&D centers

* However, majority of the companies are increasing R&D spend in emerging geographies such as India and China as they
believe that emerging geographies are a good ground for work associated with the low end of the value chain

* Companies believe that unless the customer is in emerging geographies, they are not willing to set up product managementin

these locations. Companies also believed that it is difficult to work with distributed teams across geographies for new
products, however, this works well for mature products

Note: Emerging locations include India, China, Other South East Asian Countries, Central and Ea ;ﬁ-ﬁ eqn ?) ; mr i ’Eﬁ’tﬁ]%.mri t?& i E Omm- .
Source: Interviews with key executives (of software product companies) in the US, India, China, Lz‘i i lﬁ%?Ru |aezm ec:@ I (T DQE n &1%6 0 Z r‘%gtlal 16



Though there has been periodic increases in salaries, cost savings are still significant in the

emerging countries

Average Operating Cost/ FTE/ Year - A Comparison
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Note:
Source: Primary interviews with stakeholders of service providers; Zinnov analysis; Zinnov Analysis
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Number of Companies

A very few large centers have been set up in India; most of the centers have employee
headcount less than 500

Distribution of MNC Subsidiaries in India by Headcount Range, 2009
160 -

140 -
120 -

100 -

Very few large centers

in India

60 -

40 -

20 -
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Headcount Range
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usD

As companies mature their operations and increase the size their cost of operations (per FTE) is
continuing to come down. This is predominantly due to addition of junior resources

50,000

40,000

30,000

20,000

10,000

31,461.4

FY 2006

India R&D Center Adjusted Operating Cost/ FTE/ Year

36,746.9

FY 2007

39,760.1 39,481.8 39,130.4

- 40%

30%

- 20%

- 10%

- 0%

- -10%

- -20%
FY 2008 FY 2009 FY 2010

i Total Cost/FTE/annum ->=YoY Growth
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The availability and the maturity of talent has also helped companies in moving up the value
chain for their global R&D Centers

R&D Talent Pool in Various
Countries in Thousands, 2009
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Bangalore and Shanghai has the largest R&D talent in the emerging geographies

A Talent Attractiveness Vs Offshoring Suitability
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Note : Size of bubble indicates availability of talent, Only low cost countries are considered for i . . . .
Source: Zinnov Country analysis reports, Zinnov clients’ portfolio analysis reports tZi‘ﬁ'H"SW,"?/PE/CTO Commun Ity of Practice Confidential 21



The rapid growth of R&D centers have increased the R&D talent pool in India. It is expected to
grow at 10% YoY

Vertical Wise Distribution of MNC R&D Talent in India, 2010

Total 187,000
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Additional 100,000 engineers work at R&D Service providers such as Wipro, Infosys

Source: Zinnov Annual R&D Talent Pool Study 2009; Top 1000 R&D Spender Analysis; Industry Reports; NASS

e&c Review 2010; Zinnov Research and Analysis
Note: * Others include Pharmaceuticals, Construction & Materials, Biotechnology, Media & Ente HH&YH
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In total, there are about 130,000 personnel engaged in R&D activities across MNC subsidiary
centers in China

Split of MNC Subsidiary R&D Talentby e+ emmmm -
Location in China, 2008

1 |
1 |
1 |
1 |
~920 MNCs 1 Approx. :
: Talent !
| Pool 1
1 |
1 |
1 City 1
.
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Beijing *
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Tianjin
China
18.8K 42K 55.6k

p Suzhou *
Rest of China Xian *

4.4K Nanjing ¢ i?' Shanghai

* Wuxi * Hangzhou

Chengdu

* Key R&D Locations Fuzhou Xiamen

5.1K *

Guangzhou * ' 6.7K

Shenzhen

* Emerging R&D Locations

Note: This includes talent pool only for the R&D centers in these locations; Talent pool analysis has been d Fﬁ,{ Jo‘géwqig s w i‘ﬁ?’o ipg) j . .
Source: Company websites; Company Press Releases; Zinnov Analysis, Primary Interviews with stakeholdezt gSZbSI jariey’ and' Soft Q@t E]ﬂ ’6? Iﬁ’fﬁ&lﬁce Confl dentlal 23



Attrition has picked up due to employee movement between companies than new job

generation
Attrition Levels at MNC R&D Centers, Q1 FY2009 to Q4 FY 2010
7.00% -
6.00% |  >8% .
Economic slowdown
helped put attrition in
5.00% - control but is now 4.8%
starting to peak up
. again
4.00% - 3.6%
Translates to
[0) .
3.00% about 19.2% on a
yearly basis
2.00% -
1.00% -
O-OO% T T T T T T T 1
Aprto Julto Oct to Janto Aprto Julto Oct to Jan to
Jun 08 Sept 08 Dec 08 Mar 09 Jun 09 Sept 09 Dec 09 Mar 10

Source: Zinnov analysis of R&D landscapes in India & China Zinnov, VPE/CTO Comm unity of Practice Confidential 24



Although Sustenance/support and QA form a major chunk of R&D work from Indian centers,
Development and Concept have grown in recent past

Split by Activities in the Product Development
Value Chain

100%
75%
0%
50%
0,
(o]
%
0%
Qualit
Total Sustenance/ AssuranZe/ Developmen Conceptand
Support i t Design
Testing
Functions Globalized in the Product Development Value Chain
 Product Concept Design Development QA/ Testing * Support/ Sustenance
Concept definition Requirements collection Requirement Unit/ Interface Testing Technical support
management
. . . Component/ Feature . .
Concept evaluation Analysis Project management Testing Professional services
Prototype design Software architecture Product development Regression Testing Documentation services
Technology evaluation Feature definition Product maintenance Testing Automation Performan'c N
benchmarking
e e Reengl.neer.mg and Product Validation / Customer.support
migration Acceptance (Premium)
High-Level Design of : g Medium . .
Prototype development Product Concept i Maximum Capability £} capability W inimum Capability
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Some of the key challenges R&D centres were struggling have been replaced by new sets of
challenges

Challenges/ Priorities, 2009-10

Controlling Cost Escalations

Showcasing value growth and
global centre relevance

(2]

Enabling Faster Ramp up Upgrading Technical Leadership

© ©
Shifting |

Increasing Innovation Capabilities
Paradigm ~ e 5

o

Focus on productivity Increased Focus on Productivity

(5]

Address Job Relocation Concerns
Among US Employees

Upgrading Technical leadership

Zinnov, VPE/CTO Community of Practice Confidential 27
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Productivity perception of global stakeholders largely remains the same in the past few years

Perspective of Headquarter on Perspective of Global Centers
Productivity at remote center on Productivity
25%
40%
100% of the HQ productivity Greater than 100% of the HQ productivity
70% of the HQ productivity 100% of the HQ productivity
B 50% of the HQ productivity | 70% of the HQ productivity
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Companies are now focusing on key enablers to improve the innovation capability of their
centers

The Next Growth Wave for R&D Subsidiaries

Competency Creation
Cost Efficiency Innovation Cost Efficiency

Mature teams to Product/

Paradigm Business Leadership

Shift Innovation from Subsidiary
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. o A Knowledge .. .
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Englneerlng “ “ .: “ .. “ ..“ .:
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Engineering ".‘ .:' ‘ ‘ ‘ ‘ '.“ ‘
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L .
. . a, .
“tappanst® LT TR
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Note:

Source: Data ageregated based on the analvsis of more than 200 product teams across muItipIe%AnpR%% c%ﬁe%lmcl;l\::l% (Z:n?\gv] rq%‘mty of Practice Confidential 29
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Age Since the Product was moved to India

Companies are making conscious effort to drive engineering and product leadership from India

Maturity vs. Age in India
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Organizations that moved to higher level of maturity have similar
characteristics in their approach

l TEXAS
INSTRUMENTS

Technical Leadership

. Product management m GOOS[C "‘

Adobe

Customer engagement Il'I'i'UI'i'. ORACLE

Ecosystem connect Honeywell‘

[
||:H

|
i
5.
—~
®

Global roles -I|I-l|l- :
cleco  ORACLE

Organization structure "‘ .lllnlll-
‘ CISCO
Adobe

Note: Zinnov, VPE/CTO Community of Practice Confidential 31
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Accelerated Ecosystem Partnership

Many companies have leveraged the flourishing ecosystem to move up the value chain

Focused
Ecosystem
Linkage

University
Partnerships

Branding

Local Alliances

Government
Relations

Peer Company Best Practices

= IBM and Intel have established deep research relationships with top engineering schools to
leverage the research and innovation capabilities at these universities.

= Yahoo has started developing partnerships with Tier 2 engineering colleges. It recently signed a
MOU with Thiagarajar engineering college on cloud computing

= Microsoft has created a great brand among domestic technical talent by consistently featuring in
Hewitt’s Best companies to work for List, Data Quest Top 20 and ET Smart Workplace

= Yahoo organized a Open Hack Day in Bangalore where technology enthusiasts were exposed to
latest yahoo products and concepts

= Cisco governs all India partner relationships from India. It has helped them better leverage the
India partner ecosystem.

= |ntel is in discussions with the Government controlled ITI to form a JV for WiMax rollout in India.

= Intel, Microsoft and Cisco work with the Indian government on several information technology
and educational initiatives.

= Microsoft India hosted a Government Leadership Summit to provide a platform for India’s
policy makers to discuss the challenges and opportunities of driving innovation-led growth

= Cisco, Microsoft, Intel and Yahoo have expressed keen interestin assisting with the Indian
Government with the UID initiative.

Zinnov, VPE/CTO Community of Practice Confidential
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Continuous Focus on Operational Efficiency

Experience levels at MINC centers will continue to increase

Organizational Pyramid by Experience Level (Sample = 30 MNC R&D Centers)

40%
~ 100% 4.2%
Increase in 8.2%
, experience at 16.9%
30% - o 5
0 mldd|E/ 23.3%
| senior level . 75%
20% 47.2%
50%
54.3%
10%
25%
31.6%
0% 14.1%
Oto2 2to4 4to6 6to8 8tol0 10to 12and 0%
Years Years Years Years Years 12 Above 5009 5011
Years
" 0-4Years m4-8Years 1 8-12Years M 12+ Years
—Poly. (2009) Poly. (2011)

Zinnov, VPE/CTO Community of Practice Confidential 33



Continuous Focus on Operational Efficiency

India and China continues to produce a significant number of fresh engineers who are available
to work for the MINC R&D centers

Fresh Engineering Talent Pool Suitable for R&D MNCs in India, 2009

Relevant Study Streams* Suitable for R&D
Engineering Graduates
Institutes
32% 85%
— Top 25 14,944 4,064 )
Total Fresh \
Talent 40% 25%
~ 747,000 — >| —
47% 12%
> Top 151-500 @ @
52% 5%
L, Top 500+ @ @j

Source: Interviews with MNC R&D recruitment executives; Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential 34



Continuous Focus on Cost Efficiency

Higher cost pressures mandated companies to recalibrate the salaries across levels with only
critical positions witnessing upward swing

Change in CTC (2008 Vs. 2009) Across Key Positions (Indicative)

Tech
Associate Engineering Engineering Associate QA QA Tech Support i Engineering Technical  Business
Engineer Lead Manager QA Engineer  Lead Manager Support (L1) Manager | Director Lead (IC)  Architect Analyst
6% - |
| 5.1%
5% A i
4% - i
3% - i
; 2.0%
o)
2% 1 | 1.4%
1% - L 0.6%
0% T T T T T T T - ; T T T
-1% - I I -0.3% i
-2% - -1.6% i
’ -1.9% ©1.9% |
-3% 1 -2.6% :
-2.9% i
-4% - :
'3.7% _3.9% :
s ] e
Salary Cuts Across Lay Offs at Upper Grooming Next Retaining/ Hiring
Functions Percentiles Level Resources Critical Resources

Note: The %age above is calculated based on the average of the median value for each position for the two years ) . ) .
Source: Zinnov analysis of C&B 2010 survey participants Zinnov, VPE/CTO Commun |ty of Practice Confidential



Continuous Focus on Operational Efficiency

Unlike the market perception, salary increments are also controlled in spite of the recent
increase in market demand

Salary Increments at MNC R&D Centers in India, FY 2011

15% -

10% -

5% -

0% -
Average 25th Percentile  50th Percentile  75th Percentile  90th Percentile
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Technical Leadership & Product Management

Focus on building technical leadership and product management is increasingly being realized

(1/2)

Key Best Practices

Product Architect

Technical Leadership

Solution Architect

= IBM has a senior research fellow at their Bangalore center who integrates product
engineering efforts across various business units in India and also act as a mentor/role
model to engineers who prefer the technical career path

® Texas Instruments has a number of Senior Technical and product architects who lead the
complete engineering of a number of products for new markets. TI’s Locosto™ single chip

solution enabling ultra low cost mobile phones is a prime example.

" |ntel India has sizeable technical leadership that has successfully engineered products such
as the new Intel High End Xeon server processor

® Yahoo India manages complete engineering of Yahoo Finance, Yahoo Autos, Yahoo Real
Estate and Yahoo Weather

= IBM has increased the focus on services innovation at their India research labs. They
recently appointed Guruduth Banavar as the director of the research labs. Guruduth comes
with extensive experience in services science and innovation

= Cisco India employs a number of solution architects working in communication software
space

= Oracle and HP have a number of solution architects working in Retail and BFSI space

Zinnov, VPE/CTO Community of Practice Confidential
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Technical Leadership & Product Management
Focus on building technical leadership and product management is increasingly being realized

(2/2)

Enablers Key Best Practices

= Google created a VP of Product management position in India early on to allow
Google to generate new global products inspired by the Indian customer needs
and pain points. Google has the highest ratio of product managers to engineers
across all India R&D centers. Google has a number of Product managers focused

HIOGIE: on managing customers and business in strategic emerging markets
Management sing g ging ’
= Yahoo has a VP of product Management based in India. Yahoo India has launched
many products for the India market which are managed by Product Managers based
Leadership
= Oracle runs beta programs for their products and services for global centers from
India. Customers often visit the Oracle office for product demos and provide
detailed feedback. This has helped Oracle innovate on both products and services
LBy ® Yahoo launched Glue pages in the global markets from India. Yahoo India is
Engagement

currently testing SpotM, a social networking application and will be rolled out
across geographies

® Cisco launched the Telepresence solution for Global markets from its India Centre
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Portfolio Rationalization

Due to the decreasing margins of existing products companies are now investing more in New
products

Average Percentage Split of R&D Investments Based on The type of Products

100% -
90% - > The new wave of
revenue is slated to
80% - come from New
Innovative Products,
70% - which reflects in the
increased spending on
60% - New Products.
» The spend on Mature
50% - products has come down
significantly
40% - » This may lead more work
from lower end of the
30% - PDLC to be offshored.
» Localization and Support
20% - of existing products may
open up untapped local
10% - MEIES
13.12%

0,
7.69% e 6.54%

0% . .
2007 2008 2009 2010(E)

New to the World i New to the Company = Product Line Extension = Improvement to Existing Products B Sunset Products

Source: Survey, Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential 39



Leverage Vendor Partners

The service providers play an important role in the maturing R&D ecosystem in emerging
locations

©,

Capabilities across
Various Emerging
Locations

GTM Partners
with Focus on
Emerging Markets

IP Led Solutions/ @

Focus on Products

Reduce Cost
Revenue Share Pressure on
@ Models for Product @

Products .
Companies
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Leverage Vendor Partners

During the recession we have seen the emergence of new engagement models and a higher
propensity to leverage the same amongst customers

Outcome Based Pricing

Model

Ne
- W Revenue Share Pricing
Pricing Model
Models /
E Risk-Reward Pricing

Model

Note:
Source: Zinnov analysis of RFI responses and interviews with key stakeholders

* Vendors have started to offer outcome based pricing models to

clients with whom they have had long standing relationships
and where the product development had reached a stage
where the outcome criteria can clearly be judged

Vendors are increasingly willing to accept revenue share as a
possible pricing model to their clients on sustenance projects
where they have confidence on managing costs. These models
act as a win-win for all

Risk reward pricing models are being offered to clients where
the relationship has reached a relative stage of maturity and
vendors believe in the technology/ product concept and are
willing to absorb a certain amount of business model risk

Zinnov, VPE/CTO Community of Practice Confidential
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While companies have been setting up their operations in emerging
locations, the market in these locations has seen rapid growth (1/2)

Split of top 1000 Global : Split of Small & Mid- : Annual Per Capita
Companies by HQ Location sized Businesses by | Disposable Income (in USD
I Location (in Millions) I Thousands)
100% - | 120 - | 36 -
| |
I I
| |
75% - 1 90 - |
I I
4 -
| | °
I I
50% - I 60 - I
I I
| I
| 1 S2 -
2556 221 : 0 :
- l : :
12
I I
0% I - I I 0 m T T | I SO T T
2000 2009 2015 1 2000 2009 2015 | 2000 2009 2015E
| |
M India & China Others | H India & China us | MIndia ®mChina © Developed Economies
I I

Note:

Source: Euro monitor International; Zinnov Syndicated Study on SMB Landscape in India; NASSCOM Strateggmg}-«' Zy@ﬁ;glgcng%bt%agiispraCtI ce Co nfl d enti al 43



While companies have been setting up their operations in emerging
locations, the market in these locations has seen rapid growth (2/2)

Expected YoY IT Spend Growth, 2010

- ~——
- ~
- -~
.- ~
- S~<
- ~
- ~<
- ~,
- ~
- ~.
- ~.
- ~
- ~

16% ) <
13.5%
o) \
[ ® 115% 12.0%
12% _‘\\\\\ ‘ ‘
S 9.0% ~ .-~
~~~~~~~~~~~~~~~~~~~ ’
S s N —
8% 6.0%
[0)
¢ 5.0%
4% -
0.0% 0.0%
O% T T T ‘ T T T T ’ T -1'0% 1
¢
_4% -
India China Asia Western  Central/ Middle Latin North Canada
Pacific Europe Eastern East & America  America
Europe Africa

Note:

Source: Telecom Regulatory Authority of India (TRAI); Zinnov Syndicated Study on SMB Landscape in India; @QEHR/I%N;(&E!‘:R/(&Q;K/QY g&mm%&'gMn,QIC(EE%EI&gySBCO nfl d ent al 44



Indian Companies have started innovating products for both Global and
Domestic Markets

Innovations with Emerging Market
focus e

Innovations with
GIobaJ_ Focus ... L

SMB Solutions ] Scale Solutions_ ] BoP Solutions _ ]

* Google Map Maker

. Dial
- 70HO Just Dia

* TCS ITaaS * Tata Swach

* Eko/-

* Shristi Software
*Tally 9
ERP.NET

* Godrej

* Gramateller

ATM Chotukool

* 8K Miles

* TCS mKrishi

* Nokia Tej

* DimDim * Mahindra MF

Connect 3000

i - DeskAway

0
Key Players Startups HNEARAD Indian IT

Centers Vendors
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8KMiles- Cloud Based Project Management ON Miles

Real Projects. Real People.
Real Time.

Mega Opportunity ' Solution

*Millions of SMBs don’t have access to
reliable IT application development

companies. Billions of dollars in

. STEP 2 STEP3
addressable o ppo rtun Ity Hire people online Manage project on cloud

ralized, on-demand desktops &

ement Model Hire Project Managers
= Hire Providers

Cloud computing infrastructum

Customer Insight ‘

‘ ' ) hrdkes berliedong M08 Developer
K a

PPE———

*Cloud infrastructure increases the “ """"""" 9 = ~ fp—
transparency during the development cycle B ?“ S
*Cloud infrastructure makes it easy for a —— Sttt Dok Wi 108
virtual team to come together and develop

e Virtual computing environment to provide on demand crowd
sourcing of outsourcing services and delivery of projects. The
solution looks to bring a structure to the freelance model

Business Model

applications

*Cloud infrastructure provides opportunity
to engineers to make additional money
rather than just contribution to open ——— e ————————
source products

® Based in Chennai, India they are currently working with
Global SMB’s.

* Revenue model is on cloud infrastructure services provided,

transaction fees from free lancers, listing fees etc
Note:
Source: Company Websites, Interviews with Stakeholders, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential 46



Global market presents significant opportunity across multiple areas, low cost
business models and targeted customer acquisition approach are the key

11 d1l gp Products

FTECHNOLCO

enriching mobile experience AI | g n ed to
lnﬂobl - Global Gi

Commoditized Applications
developed and delivered from
India, that are cheaper & better

Ve

Develop Solutions that are
aligned to the top 10 global 10
technology giants

Commoditized m '

Appllcatlons

Solutions that create

niche platforms for
Niche Platforms | argeted social

O

._)M“GS

Solutions that replace channel Channel Partner
m partner networks in developed Services

markets "«
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Local companies in emerging locations are leveraging the innovation

ecosystem to compete in both global and local markets

@ MNCs from Emerging
locations

* Asian companies are increasing their R&D investments to
come up with products that compete against global MNCs

@ Leveraging emerging
market linkages

* Companies in India are increasingly leveraging the
manufacturing ecosystem of China and Chinese companies are
looking to leverage the mature R&D talent pool in India

@ Global start ups

* Disruptive technology and business models such as
Cloud/SaaS is allowing start up companies to leverage the
emerging market ecosystem

Note:
Source: Zinnov Syndicated Study on SMB Landscape in India

Ve

HUAWEI
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Companies are focusing on opportunities in domestic, emerging as well as
developed markets

High Companies are focusing on
Domestic and Emerging Developed
Markets separately Markets
Other
Growth LT T
Markets ]
Domestic
T T 1
Market 4 | Very tough markets to
Time to I penetrate & high
Penetrate ( ':S' | ¢ competition
T T r |m(|jar cus ortnr:ar . Extremely demanding
’ needs presenthuge brand conscious
- I opportunity l customers
'« Fast growing I ’ CurnuLaUn? h I < Indian companies lack
economy I ﬁ!"phor unity muc q | deep customer insight
* Unique customer | ‘ Igd er TS codmparE ¢ | ¢ Indian start ups also
demands . F\? | (etye ?pe markets I lack sales & marketing
* Increasing local I be ac;vbe yl((ja_asmrff I capabilities/ investments
competition I rand building eftort I to penetrate these
» Ultralow cost test | | markets
Low bed for products | .

Easy

Ease of
Penetration
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Companies have now started to slowly increase their R&D investments after stabilizing in 2008
due to the financial meltdown

35%

30%

25%

20%

15%

R&D Budget as % of revenue

10%

5%

0%

Source: Secondary and Primary Research, Zinnov Analysis

Percentile Range of R&D Investment as a Percentage of Average R&D Investment as a Percentage
Revenue from 2007 to 2009 of Revenue from 2007 to 2009
32.80% 33.03%
31.00% 17.50% -

17.00%

19.65%

16.50%

16.00%

15.50%
2007 2008 2009

m 25 Percentile u 50 Percentile 1 75 Percentile = 90 Percentile

17.03%

Average %age

2007 =2008 = 2009
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Companies have started to realize the importance of emerging markets and significant
investments are now being projected in these countries (1/2)

Average Percentage Split of R&D Investments Based on Geography

100% -
90% -
80% -
70% -
60% -
50% -
40%
30%
20%
10%
0% - T T .

2007 2008 2009 2010(E)

I Head Quarters 7 Qutside Head Quarters

Source: Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential 52



With companies looking to bring in New Products, R&D investments in Development and
Designing have rose in 2009(1/2)

Average Percentage Split of R&D Investments Based on Various Phases of PDLC

2007

2008

2009

2010

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

© Ideation and Design = Development  © Quality = Technical Support

Source: Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential 53



Due to the decreasing margins of existing products companies are now investing more in New
to Company and Product Line Extension type of products (1/2)

Average Percentage Split of R&D Investments Based on The type of Products

100% -

90% - > The new wave of
revenue is slated to

80% - come from New
Innovative Products,

70% - which reflects in the
increased spending on

60% - New Products.

» The spend on Mature

50% - products has come down
significantly

40% - » This may lead more work
from lower end of the

30% - PDLC to be offshored.

» Localization and Support

20% - of existing products may
open up untapped local

10% - - markets

o5 -  saoe 13.12%
0% . = . . .
2007 2008 2009 2010(E)

New to the World i New to the Company = Product Line Extension = Improvement to Existing Products B Sunset Products
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India and China continue to be the most cost-effective geographies while the costs have
increased across all geographies

Average Cost per FTE in Various Locations from 2007 to 2010(E) Average Cost per
FTE across Years

$160,000 -
"""""""""""""""""""""""""""""""""""""""""" US~ $151,092
$140,000
$120,000
Japan~ $106,874
:::::::::_Canada"_'$105,532
2100,000 - A R R T R T EMEA~ $101,069
$80,000
$60,000
India~ 541,022
$40,000 R
China~ $38,056
$20,000
2007 2008 2009 2010(E)
@ Head Quarters @ Japan " Canada EMEA India m China

* Only 30% of the companies gave data for
Japan and Canada costs

* Only 40% of the companies gave data for

hin

Note: The data represented in the above slide is subjected to future changes. Zinnov is awaiting for data from few other companies

Source: Data given by 18 R&D Companies. Secondary and Primary Research, Zinnov Zilpsav, VPE/CTO Community of Practice Confidential 55




56
Though US forms to the be the key market for generating revenue, the contribution from

emerging markets is increased considerably and is expected to touch 11% by 2011

Percentage Split of Revenue from Emerging Countries
Global Distribution of Revenue from 2008 to 2010 (E) 7.4%

”

201
0 (E)
200 Increasing
9 Contribution of
Revenue from
Emerging Markets
4.08%
200
8

~

B Headquarter Country & Outside of Head Quarters

Emerging Countries = ROW

Note: The data represented in the above slide is subjected to future changes. Zinnov is awaiting for data from few other companies
Source: Data given by 18 R&D Companies. Secondary and Primary Research, Zinnov Zilpsav, VPE/CTO Community of Practice Confidential
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About 41% of the total employee base of the peer group companies is attributed towards R&D

activities and comprises of a good geographic mix

Percentage of R&D Employees to the

100.00% 1 Percentage of R&D Employees at Headquarters
g ploy 9 60.00% Total Headcount
. (o
80.00% -
o A 48.54%
60.00% 45.00% -
40.00% - 76.36% 81.38% A 38.46%
67.23% :
20.00% - 39.33% 43.96% 45.79% ] 30.00% -
0.00% A 22.04%
10th 25th 33rd 50th 66th 75th 90th 15.00%
Percentile Percentile Percentile Percentile Percentile Percentile Percentile Headcount Sp|it
R&D Employee Ramp Up
0 A . -
80.00% Percentage of R&D Employees in Rest of the World 60% - in Last 5 Years
60.00% - 50% - A 50%
40% -
40.00% - 30% -
(o)
| 53.66% 56.04% &L 20% - A20-00%
20.00% - '° .
. 30.85% 10% - A s
18.62% Rt A
0%
0.00% T T T T T T 1 | .
10th 25th 33rd 50th 66th 75th 90th R&D Employee Ramp Up in Last 5

Percentile Percentile Percentile Percentile Percentile Percentile Percentile Years

Source: Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential



India Center for most companies is primarily engaged in the middle and low end tasks of the
PDLC value chain like Development , Quality Engineering and Support

Average Percentage Split of R&D Managers and Individual Average Percentage Split of R&D Employees
Contributors at Headquarters and India Center Based on PDLC at the India Center
100% -
12.03%
90% -
80% -
70% - 34.26%
82.04% 84.37% 60% -
50% -
40% -
30% - 47.71%
17.96% 15.639
5.63% 20%
Head Quarters India 10% -
4.60%
R&D Manager Individual Contributors 0% 1.40% )
India
Ideation of the concept Designing of the architecture

Development of the product Quality and Testing Phase
Technical Support

Source: Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential



While cost continues to be a key parameter, companies are increasingly looking at the future
potential of global centers for expansion of R&D operations

Preferred Reasons for Expansion into Emerging Markets

Highly 5 _
Preferred
4.50
O _ axs
il * |
N
Preferred 47 S o
N
350
V- _ 3.30
TS 9< _ 3.10
3 - S -~
Moderately S o 2.75
Preferred S -
SS 22
< 225
h*
. 2 -
Of Little
Preference
Not 1 T T T T T T
Preferred Availability of Cost Part of overall Future Customer Increase in Innovation
Talent Optimization corporate Potential Proximity productivity
strategy

Source: Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential 59



Limited team experience and difficulty in measuring value are the key challenges in emerging
markets

Percentage of Companies Facing Various Challenges in Emerging Markets
: 75% .

Limited Team Experience

37.5%

Difficulty in Measuring Value

37.5%
Low Accountability

28.5%

Lack of Commitment

20%

Perception that the
Opportunity is
Small

Others include generic
challenges like:
Communication;
Culture Diversity; Time
Zone mismatch etc

50%

Source: Secondary and Primary Research, Zinnov Analysis Zinnov, VPE/CTO Community of Practice Confidential
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Future Outlook for Globalization

* Product and Business Model Innovation will force companies to look at
global locations

* Business Continuity measures will push companies to look at Latin America

* 20 - 30% of innovation in companies will come from remote teams

* Emerging markets would contribute to 30% of the product companies’
revenue

* 20% - 40% of the management will be based in global location

» R&D costs will reduce significantly (20-40%) due to global operations

» 85% of all technology companies (>100 mil) will have significant global
operations

Zinnov, VPE/CTO Community of Practice Confidential
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info@zinnov.com

WWW.zinhov.com

Thank You

Zinno

575 N. Pastoria Ave
Suite J

Sunnyvale

CA — 94085

Phone: +1-408-716-8432

21, Waterway Ave,

Suite 300

The Woodlands
TX-77380

Phone: +1-281-362-2773

Vatika Business Centre,
2nd Floor, Block B,

1st India Place, M.G Road,
Gurgaon-122002.

Phone: +91-124- 4028888

69 "Prathiba Complex", 4th 'A'
Cross, Koramangala Ind. Layout
5th Block, Koramangala
Bangalore — 560095

Phone: +91-80-41127925/6


mailto:info@zinnov.com
http://www.zinnov.com/

Captive center and vendor partnerships can play a key role in creating the top line impact for
the organization
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Export of product and business model innovation from global centers will be prevalent across

organizations

GE Senior Management Team
GE Healthcare

1Dt
Global R&D Teams Global R&D Teams
Local Growth Teams

e @ e @
L X PR |
Developmcjnt/ I\illarketmg/ P&L etc

Low Cost and viable product
for people at the low income

Heated Bassinets Electrocardiograms

Reverse innovation - Products launched for the local

market and taken to the global market
Zinnov, VPE/CTO Community of

ractice Confidential
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Open Innovation

| Acquirer____Acquired Company 8 oneywes

SAP YASU Technologies

Schneider Electric Conzerv Systems
EMC Valyd Software '

YaHoO!
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Global centers will have several global leadership positions

Alcatel Lucent recently promoted their India head to the President of Global Services
Operations of the firm

Honeywell recently promoted their India R&D center head to run its global engineering
and Integrated supply chain organizations

The head of one of the major storage captives in India manages the global services
centers of the firm located in China, Egypt and Philippines from India

The services arm head of a top computer manufacturing firm in India manages all the
other services centers of the company located in South East Asia and Eastern Europe
from India

Asia Pacific HR leadership in many R&D companies is based out of their India centers

Reasons for Leadership Moving to Global Locations )
: Competition is Belief in the Capability and cost
Customers are in . . .
Emereine Markets from Emerging competency of the point to build
gIng Markets talent products
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