Engineering process outsourcing

Going Global With EPQ
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Offering a lower-cost option o the wEei.tE'rn world, Engineering Process 0utsour g or EPO is not, as yet,
the largest earner, but this is the big-ticket business of thi future. |t & estimatalthat EPO market in India
may exceed § 40 billion by 2020. The mig ke altractiveness Is high, as is Ir:IrJ|=|~'!!.-1Ei!|.'l-'lllili'If‘pr 1o execute. EPQ
work will involve delivering services rf_'-i:E 9 to project management, manufacturing process improvement,
process simulation study, product deslgn'la:luppr}rl. praduct perfurmnnu;_-hfest;ng through virtual simulation
and R&D. As the stakes are high, India nels to set its hause in order to encash the EPD cpportunity, writes

Archana Tiwari- Mg yuidu..







Ajay Chamania, senior vice president, Product Engineering Services, Patni, shared his views on EFQ
and how India is placed te grab this billion-dollar opportunity. He also spoke about how Patni is
strategically positioned to make the most of it. Excerpts from the interview...

Is EPO still a new concept in India? According to you
is India ready to assume a pivotal role in this secter?
In recent timas, the engineenrg sector in India has
emerged as the largest contrituter 1o India’s tolal
marchandise exports with axports of engineering goods
worth $5.5 billion in the first guarter of fizcal year
2008-07, up 20 per cent over the last year, MASSCOM
estimates that toe global market for ergineering
services or EPD is currently estimatad to be about
%750 bitlion. Of this, only $10-15 billon is currently
being off-shored - a tiny fraction of the total, The

EPO market n India Fas the patential to excead 540
billion by 2020 taking its pie to 30 per cent from the
current levels of 12 per cent. This dees aol include
the work of captive centers operated by multinationals
and glehal IT majo~s. RAD sutsourcing in the Proguct
Enginerring Services lwhich ircludes embeddec
software and nffshare praduct development] aceountad
far mearly $2.3 hillinn in the year 2004 and is expected
ta touch $8-71 billion by ZI08 Furthermaore, the scopa
ot outsaurced engineering services extends beynnd
product design and R&D services to include services
such as process engineering, plant automation and
enterprise assal managermeant (EAM]

In my op nion, India 1= well poised 1o take a hig leap
in EPD as customers continue to look at India far end-
to-end selutions, e frorr concepl to manufacturing
Indan venders thus need to mowve from developing
prototypes and validating designs, which is the area
they are facusing on now, and rapidly attermpt to move
higher up the value chain. When that happers, India
will truly become the hub for engineering services.

How is your company placed to cater 1o this sector?
What are the strong points?
Patni with aver 28 vears of experience in [T
outsourcing, has emerged as a leading player in the
industry with a focused vertical effering in product
enginesring space. We zdd value 1o cur custormers with
our ability to provide end-to-end solutions. We orovide
service Lo hoesl of enginesring companies across
tachnology-driven incus.ies like medical electronics
& life sciences, automotive, consume glectronics,
zutomation & control, mobile & lelecuny and storage,
networking & cornputing. The productl-engireering
ecasyslem 15 very competitive ard we intend Lo
aggressivaly expa nd our reach in verious custamer
rrarkets. We wll continue to add more Services (o aur
existing portfolio. both crganically nd inorganically.
Fatni s product enginezring BL is constantly
invalved i such margues engagements that invalve
conceptualization to product delivery, while meeting

the expected requlatory and compliance nesds. For
example, Patni has recently delivered a simulatar for
field verification and testing of an ICG system that
provices a nor-irvasive assessment of the cardiac
output and blood pressure. The client is a world leader
in signal acquisition and processing and the medical
equipments designed and manufactured by them arz
used in leading hospitals and clinics werldwide.

The ey challenge was acquiring the domain
knowledge and asriving at the functional specifications
after a thorough understanding of the ICG monitor,
The developmant included, detailed systam design,
prototype development, enclosure design, system
testing, confarmance to regulatory and complance
guidelines and design far manufacturing |[CFM]
cossiderations and documentation, This engagernart
has been a testimony to our ability to provide a
complete end-ta-end solution with sens tivity to handle
critical medical systems performance siandards

(uafing a case in paint f~am our aulomation
engagements, Patni delivered the world s first USB-
hasad coin dispenser for a world-leading supplier
nf free-standing and embadded coin dispensers
cammaonly used in the retail, hosptality and banking
erwironments Patn re-rngineered the product with a
completaly new hardware desicn around a naw micro
controller anc & Windows-based setup, configuratian
and test software prowding flexibility tn confiqure the
product as per end customer’s requitement and abitiby
to tast the system during manufacturing

What are the stumbling blocks in the way of tapping
the potential of EPD in India?
Whila Brand-Inda has certainly mads its preasence felt
across the globe, its avility to provide world-class EPO
zervices that needs to be augmaentad with increasing
participation and ccllaboration of its key stakeholders
the Government af India, service players, trade bodies
and engineering institutions like 1Ts, 155 and MITs
Ancther challenge before us is to boost the
gxsting infrastructure in the country to support such a
boorm. This is an important differentiator whon we are
compared with China, The rising demand of services
cannot be simply fulfilled with the existing manpower
and infrastructure available in metros and some of
the A-class o ties, which are already strefched, Both
the central and state goverrments must encourage
newer pockets of SEZs to boost trads in this area. Also,
the markeling eflorls of the service providars have to
go beyond the ‘Mace m india’ label 12 ermphancally
establish @ namea that spzlls of slandards of high-
guality anc efficient engineering in years lo come




up aver the next few years and make
the country a net exparter of defence
equipment.

Given the pivetal nature of the
engineering industry, it is unfortunate
that this sectar has been the worst
hit in the post reform peried. ndustry
has been suffering from a slowdown
for four corsecutive vears, Even
the recent pick up In praduction 1S
largely due to the growth in transport
equipmenl as opposed Lo induslrisl
machinary, The domeastic industry is
vaxad with several key issuss. Some of
these are:
® Comparatively Figh incidence

of indirect taxation |excise duty,

octra), sales taxl, which increases

the cost of goocs produced for
dormestic consumption

® Distorted duty structure resulting
in further deterioration in
competitivenass

& JFergand fve per cent duty on
imports for prajects like oil &
gas, power, LNG, mining, refinery
and fertilizers put the darmestic
industry at a clear disadvantzge.

EPD impediments

The Government's indecision on
categorising EPO as a service export
or a back end of enginesrirg goods
export has put the emerging sector
in & limbeo, despite having a business
patzntial of $ 40 billion by 2020.

If it is to be put under services
category. then policy incentives
applicable o Ihe service seclor and
Information Technelogy-Enabled
Services [ITES] will have to be
applicable for EFPOQ.

Czategorisation as engineering
goods exports would eam incentives
like duty drawback and exemptian
from service lax, il is o be realed
as oart of engineering goods exports,
government will have to look at EPO
being entitled to fiscal incentives like
exermplion of duties an inputs service
tax on communication expenses
and duty drawback which are now
available against merchandise exports.

Exports at large and axports of

engineerng goods in particular is
slready at a cost disadvantage owing
to the inadequate infrastructure in
India and tke disability factor suffersd
by the Indian exports on account of
high power tariff, high cost of finance
and other transaction costs, To add
fo all, the exporters now have to bear
the burden of fringe bensfit tax [(FETI
and service tazes, These impediments
are crzating slurnbling blocks an

the way of realisation af aur gzpurl
petential. Indian engineering exports
hava the ability to grow at a rate of
30 per cent per annurm for at least
the next five years. However, because
of the absence of a proper support
systern, only half of this potential can
be realiszd in the shart run, and our
exports can grow only at 15 per cent
per annum in the said period,

These distortions work against the
domestic producers in their plrsuit to
be competitive. Recent Government
initiatives to propel manufacturing
sector growth, seem to suggest that
it 15 fine to import capital goods,
as a part of trade liberalisation,
Consegquently, Indian industry is
deprived of the oppartunity of building
references in the domestic market
- & major handicap in developing
intarnational business.

In addition to these cancerns, we
also need to address a few legacy
IssUes:

8 The quality of infrestructure
continues io "eman poor,

thus slizcling compelitive

delivery schedule, Overall the

infrastructure inadequacies are
estimated to translate into a five
per cent cost disadvantage

® There is an urgent need to
accelerate the labour reforms

® Indian manufaclurers have working
caoital reguirement as high as

45 per cent of net sales. With a

higher interest rate for most of the

industry, they have a capital cost
disadvantage of around 3 per cent
The Gavernment needs to realise
the impartance of Indian engingering
industry to the country’s image

and take the necessary steps to
reduce their circle of corcern, Tha
success, as a supplier af high quality
engineering goods, will further
reirforce ‘Made in India” brand
Internationally, we will find ourselves
being treated in the same league as
the developad countries.

Go global

Indian engineering firms need
d sharply defined export thrust
in their marketing strategies, We
should be able to match internatioral
regdiremeants in terms of procuct
design capshility. process technclogy,
guality standards and an time
delivery. Most importantly, we need
2 global mindset, Ve must scale up
cur aspiration levels, When we think
big and cevelop an international
perspective, all tne rest of the
elements that make up 2 globally
competitive campany will fall in place.

In the past, twice, we missad
the opportunities to make India as a
clobal manufacturing base. First time
when Korea seized the opportunity
in the late 1970s and early 1980s
and Later when it was grabbed by
China. Mow, utilising the indigenous
IT capability and with knowledge-
based processes such as design and
manulaciuring process engineerng,
we have a bright chance to become &
rmajer hul for outsourcing of quality
manufaciured goods.

Let us rot forget that the
engingering industry is the muother
industry for the entre manufacturing
sector. All the developed economies
like the US, Germany and lapan
earnad their stripes primarily due
to their prowess in enginearing led
manufacturing.

Su the limsz has come Tor he
world to sink in the fact that India
iz indeed a knowledge powerhouse
and will brainstorm the outsourcing
imdustry with all its right and in
ite own right, Indian industry’s
achievernants so fa~ are heartening,
but much more needs to be done -
and S00n. =



