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Foreword

As businesses look to create greater efficiencies, the global market for business outsourcing
has expanded in recent years. Today, people typically associate outsourcing with India, and, to
a lesser extent, China. While those two regions are the market leaders, there has been signifi-
cant movement elsewhere in the world, especially in Latin America.

Today, leading Latin American countries such as Argentina, Brazil, Chile, Colombia and Mexico
are promoting themselves as outsourcing-friendly. Even Costa Rica, Panama, Uruguay and
other smaller nations are trying to take part in this market.

L ) ) ) ) ) ) Manuel Fernandes
For U.S. companies in particular, Latin America can provide a wide range of outsourcing ben-

efits, not the least of which is its geographic proximity. Rather than offshore to a provider
halfway around the world, many companies are looking to maintain greater control by creat-
ing “nearshore” relationships with outsourcing providers in Central and South America. In
many cases, these nearshore associations are designed to complement, not take the place of,
Indian and Asian outsourcing relationships.

Latam Chair, Communications &
Media and Brazil Leader, Information,
Communications & Entertainment
KPMG in Brazil

To advance Latin America’s value as a source for IT and business process outsourcing ser-
vices, governments are providing a range of benefits. Tax and other incentives are making the
region more economically advantageous. Telecommunications systems are being improved to
ensure stronger infrastructures. Bilingualism is being actively encouraged for a workforce that
can be fluent in both Spanish or Portugese and English.

Yet outsourcing to Latin America is not without its challenges. Slow bureaucracies and regu-
latory hurdles can still stymie business development in some regions. While the number of
bilingual university graduates continues to grow, companies still must often contend with a
limited-size labor pool.

Augusto Sales

Partner, Strategic & Commercial
Intelligence
Outsourcing in Latin America

: ) ) ide f . L hifti f thei )
This study is designed to serve as a guide for companies considering shifting some of their out KPMG in Brazil

sourcing dollars to Latin America and investors considering entering this market. It provides
insights into the benefits and challenges these organizations may face, while offering some
first-hand perspectives into how some companies are faring. We hope you find it insightful.









InvestChile's incentives include co-funding for:

e Pre-investment studies
e Project launch

e Human resources

e Real estate leases

e |nvestment in fixed assets

Chile also has numerous free-trade agreements with the U.S., Canada, Australia and China,
as well as double taxation agreements that make it possible to export services without paying
taxes in both countries.

Companies report that CORFO is a great partner, smoothing the way for doing business.
“CORFO is our friend, mentor and guide... they have been there for us when we needed
them,” says Evalueserve's Srivastava.

CORFO furnished Evalueserve with a modern office building near the port city of Valparaiso
rent free for five years. “That was a very attractive value proposition for us, because we were
competing with India in terms of costs,” says Srivastava.

Chile has a talent pool of close to 85,000 engineers, and approximately 10,000 more are
added every year. Some of the largest IT companies present in Chile include Atos, Origin,
EDS, TCS, IBM and Accenture.'

And then there are homegrown companies such as Chilean IT services company SONDA.
Founded in Chile in 1974, SONDA, with annual revenues of US$671 million, is focused on
Latin America with main service centers in Chile, Brazil, Mexico and Colombia and other
facilities in Argentina, Uruguay, Peru, Ecuador and Costa Rica. Its 5,000-plus clients include
Petrobras, Embraer, Telmex, Movistar, Walmart, McDonald’s and Coca Cola. “We are not

13.  InvestChile, CORFO program, http://www.todochile.cl/
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convinced that India or China will have cost advantages in the long term. We are physically
closer (to Latin America); we speak the same language, we share the same culture, and we
are in the same time zone,” says Alberto Merino, commercial development manager for Latin
America at SONDA.

In 2008, Chile's global services revenue was US$843 million, with more than 20,000 peo-
ple employed in the BPO, KPO and IT sectors.' Of these services, around 50 percent were
exported to Latin America, 21 percent to the U.S. and the remainder to Europe and the rest of
the world.

Exporting these services also brings “immediate and clear benefits” for Chile including
employment opportunities and training for workers in the best practices of multinational
companies, as well as opportunities to gain work experience abroad, says Carlos Alvarez,
executive vice president of CORFO.

In addition to IT and BPO services, Chile aims to leverage its good business environ-

ment and telecommunications infrastructure to capture a greater share of the value-added
Innovation Outsourcing business, says Alvarez. But he admits Chile needs to improve its
English language skills first. “If we really want to take advantage of this opportunity, we need
to make sure we have qualified, bilingual professionals,” he told a panel at the Americas
Competitiveness Forum Il held in Santiago in 2009.

Colombia

Chile is not the only country in the region marketing itself as a business-friendly location for IT
services. Colombia has made quantum leaps in the past decade and is now one of the safest
and most politically stable democracies in the region, offering companies various incentives to
set up operations there.

In fact, in the World Bank’s Doing Business Report 2010, Colombia ranks top in Latin America
for ease of doing business (36th in the world), ahead of Chile."®

Incentives for investors in Colombia include:

e Free Trade Zones offering up to a 50 percent tax break on sales into the local market

e | egal stability contracts

e 40 percent tax deduction on the cost of purchased machinery

e Service exporting companies can import capital goods exempt from custom duties and
sales tax (VAT)®

Bogotéa alone generates US$250 million annually in the call center/outsourcing industry,
employs over 30,000 people in contact centers and has a big and modern economy with over
500,000 graduates entering the workforce annually.”

14.  IDC Chilean Global Services Industry Observatory, May 2009
15.  World Bank: Doing Business Report 2010, http://www.doingbusiness.org

16. Invest In Colombia,
http://www.investincolombia.com.co/free-trade-zones-and-other-incentives.html

17.  Invest In Bogotd, http://www.investinbogota.org/english/?m=nodo/115
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“Colombia is very attractive right now... but it still has a way to go to match Chile’s business
environment,” notes Evalueserve's Srivastava.

Costa Rica

With its stable government, good business environment and proximity to the U.S., Costa Rica
has become an important destination for IT and business process outsourcing companies
since computer chip maker Intel set up manufacturing operations there in 1998.

Costa Rica has special Free Trade Zones (Zona Franca in Spanish) in capital San José from
which companies can export services to the U.S. paying little or no corporate income tax.
Goods used for export services can also be purchased tax free and there are no restrictions
on foreign currency management.'®

IBM, HP, Proctor & Gamble and Saint Jude Medical have set up outsourcing operations in
Costa Rica, taking advantage of the country’s educated, bilingual workforce and the fact it is

only two hours by plane from Miami.

Indeed, Costa Rica is a hot tourist destination and is leveraging its location, promoting itself as
a global services hub for companies doing business in China, the U.S. and Europe.

But Costa Rica does have some drawbacks. Its labor pool is small (around 2 million), and
access to telecommunications infrastructure is limited by the state-owned firm Instituto
Costarricense de Electricidad (ICE), although Internet access is starting to improve. In addition,
it can be difficult for companies to get permits to open a local office or export services, which
can increase operating costs. However, there is new legislation before Congress to move
some of the paperwork online, which would improve efficiency and cut red tape.

Mexico

Employing the ‘Maquiladora’ concept, which Mexico successfully used to attract foreign
investment in its manufacturing industry, the government is trying to apply the same incen-
tives in the global services area.

Mexico's outsourcing industry has developed in the last 10 years leveraging the country’s prox-
imity to the U.S., the NAFTA free trade agreement and its large pool of bilingual workers. In
the past, Mexico has focused on being a base for banks such as Santander, HSBC and Bank of
America to provide services to their branches in the rest of Latin America. But today, Mexico's
software development program (Programa para el Desarrollo de la Industria del Software, or
PROSOFT) is promoting Mexico to IT clients as a world-class nearshore alternative.

Emerging cities in the IT and business process outsourcing sector include Queretaro and
Guadalajara, in addition to established locations like Mexico City, Juarez and Monterrey.
These cities have attracted companies such as India’s Tata and Spain’s Telefonica by offering
cash grants of up to 50 percent of the total investment and tax credits of up to 30 percent of
R&D expenses.

18.  Costa Rica Investment Promotion Agency (CINDE),
http://www.cinde.org/en/incentives-and-costs
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Top Offshoring Locations

Where Latin America ranks among the 50 countries in the

2009 A.T. Kearney Global Services Location Index

Chile 8

Mexico i

Brazil 12

Costa Rica 23
Argentina 27
Uruguay 36
Panama 43
Colombia Not ranked

But despite its large talent pool and proximity to the U.S., Mexico ranked only 60 out of 144
countries in the Global Economic Forum'’s 2009-2010 Competitiveness Report.”® Part of the
problem is that Mexico is still a very bureaucratic country. In addition, important labor and
energy reforms are stalled by political wrangling in Congress and the unions are powerful,
which can cause problems for companies.

Finally, although Mexico is a top tourist destination, like Colombia it has an international rep-
utation for drug-related violence, which reduces the perceived level of safety and may put
some companies off setting up operations there.

Panama

Panama'’s service-oriented economy is based on the Panama Canal, which is an important
international shipping lane and is currently undergoing an expansion. With its stable govern-
ment, proximity to the U.S. and its currency (the U.S. dollar), Panama is also a natural choice
for companies like computer manufacturer Dell, which has set up a regional customer service
center there.

In the late 1990s, the Panamanian government passed legislation to create tax incentives for
outsourcing companies and in 2007 it added more incentives for shared service centers.

19.  Global Competitiveness Report 2009-2010,
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness % 20Report/index.htm
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Like Costa Rica, Panama offers Free Trade Zones where companies can set up operations and
export services to the U.S. paying no or little corporate tax on their income. The government
has also created the ‘City of Knowledge' next to the Panama Canal that offers tax and immi-
gration benefits to attract IT firms.?°

But Panama’s bureaucracy can be cumbersome and there are restrictions on bringing foreign
workers into the country. Panama also has a small talent pool (around 1.5 million) and is strug-
gling to produce enough English-speaking graduates to meet the demand.

Uruguay

Tucked between Brazil and Argentina on the River Plate estuary, Uruguay is often overlooked
by multinational companies focused on its larger neighbors, but not by IT firms looking for
skills professionals, low costs and a tax-free place to export services to the rest of the world.

Uruguay's government has made the local software industry a priority, offering tax discounts

for local and foreign companies that set up shop in Montevideo's tax free Business and
Technology Park known as Zonamerica. Although English is not widely spoken in Uruguay, it
has a small, but well-educated pool of bilingual IT professionals.

In 2002, Indian software producer Tata Consulting Services installed its regional offices in
Zonamerica, and U.S. based travel services company Sabre Holdings operates a call center
there. Services exported from Zonamerica to the U.S. are tax free.

Emerging Players
In addition to the countries covered in this report, there are a number of new outsourcing des-
tinations in Latin America including Guatemala, El Salvador and some Caribbean islands.

Guatemala, for example, has a labor pool of 4.3 million, which is larger than either Costa Rica
or Panama, and its key advantages include a large number of bilingual workers, a neutral
accent and the proximity of Guatemala to the U.S, according to Capgemini’s Rudderham. In
addition to Capgemini, prominent companies operating in Guatemala include ACS, Atento,
Digitel, Transactel and 24/7 Customer.

Among Caribbean islands, the Dominican Republic and Barbados have established outsourc-
ing centers.?'

20. City of Knowledge, http://www.ciudaddelsaber.org/en
21. AT Kearney Global Services Location Index 2009
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Case Study

Capgemini: Searching for English Speakers

When Steve Rudderham, Capgemini’s VP

of Client Engagement for the Americas, first
visited Colombia his parents were worried.
“They didn’t know where | was going or if I'd
come out alive,” he recalled.

That was many years ago and, today, Bogota
is a safe and modern city. But the perception
that U.S. clients have about risk and political
unrest in Latin America is still a problem, he
says. As the new wave of emerging coun-
tries enters the global outsourcing business,
the challenge, according to Rudderham, is
how to get people comfortable with Africa,
Russia and some Latin American countries
like Colombia.

For Capgemini's Americas Business Process
Outsourcing business unit, part of the
answer is hiring English-speaking workers
in Guatemala, a country that is unknown

to many Americans but is on the same

time zone and just a few hours away by
plane from Houston, Dallas, New York or
Atlanta. “There's a lot of education needed
in the U.S. about what is happening in Latin
America, but there's no substitute for bring-
ing people down on a plane and showing
them the city as well as the center,” says
Rudderham.

Central American countries includ-

ing Guatemala, Costa Rica, El Salvador,
Honduras, and Panama, as well as Colombia,
have made a big push to teach English as a
second language, which is helping produce
more bilingual graduates. “Americans tend
to associate much better with the Hispanic
accent versus the Indian accent, and they
want to be on the same time zone,”

says Rudderham.

Capgemini has had operations in Latin
America for ten years but its BPO segment
in Chile, Argentina and Brazil (Sdo Paolo and

Campinas cities) has “taken off” in the last
few years, reports Rudderham. Capgemini
serves the rest of Latin America from Chile
and its Portuguese-speaking clients from
Brazil, but there is potential for these coun-
tries to serve U.S. clients as well if they
invest more in English language training,
maintained Rudderham.

Guatemala is key to Capgemini's outsourc-
ing operations in the region because labor
is less expensive and more people speak
English than in Chile. It helps that the
Guatemalan government, with the help of
Capgemini and other companies, is promot-
ing English courses in local universities,
says Rudderham. Capgemini also gives its
employees flexible shifts so they can con-
tinue studying while they work and later
move up into better positions within the
company, which also helps reduce turnover,
he adds.

Latin American labor is low-cost but when
it comes to skilled professionals such

as accountants, India is still less expen-
sive. “The cost differences get a lot bigger
when you go up the scale and India is much
cheaper, they are pumping out 3-4 million
graduates a year,” says Rudderham.

To reach U.S. clients, countries like Chile,
Argentina and Brazil need to have “this sec-
ond wave of educated, bilingual people
fuelled and ready to go,” says Rudderham.
Chile, for example, offers good incentives
and a welcoming business environment but
the main benefit to Capgemini is through
increased productivity rather than lower labor
costs. “Tax incentives are good but govern-
ments should be investing in education as
well so we can hire educated, English speak-
ing graduates,” says Rudderham.

The differences between countries like
Guatemala, Chile and Brazil is the reason
companies including Capgemini, IBM and
Accenture have centers in various countries
and regions, “which allows providers to tap
into the right talent in the right region,”
says Rudderham.

Capgemini calls this kind of selective out-
sourcing rightshoring.

“We have to go after different markets
because of the language... we're trying to
leverage where the talent is to put the BPO
centers,” says Rudderham.
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The Impact of the Financial Crisis

The global financial crisis has stunted growth in the global outsourcing industry as govern-
ments have reduced investment in infrastructure while companies have cut budgets for IT and
financial services. As a result of the crisis, governments in the region are strapped for cash
and some have scaled back incentives to investors in a bid to collect more tax revenues.??

The weak U.S. dollar and strong appreciation of Latin American currencies, including the
Brazilian real and the Chilean peso, while good for consumers in these countries, is a blow to
service exporters who receive payment in dollars.

On the other hand, the crisis is an opportunity for Latin America as many IT and financial
services companies that would never have considered outsourcing five years ago are now
looking to outsourcing as a solution.

“We're tapping into clients who didn’t think of outsourcing five years ago when the Citibanks
and GEs of the world were at the forefront doing it,” said Capgemini's Rudderham.

Rudderham noted that this is part of the “next wave” of smaller, more risk-averse companies
entering the outsourcing business in recent years that is not necessarily related to the eco-
nomic crisis.

Still, in hard economic times Latin America is a natural source of labor for companies moving
their services away from more expensive regions of the world like Europe and North America.

“Companies are more cautious in their spending, but there is an opportunity for our clients to
reduce their costs by outsourcing services while maintaining a good level of service,” says
José Roberto Sierra, president of Allus Colombia.

SONDA'’s Merino agrees that despite cutbacks in expenditure on technology by governments
and firms, there are opportunities. “The clients are focusing all their resources—both human
and technical—towards their core business, so we can help them by freeing their assets,
decreasing their headcount, and making their cost structure and expenses more predictable,”
says Merino.

22. Colombia has eliminated some tax exemptions for capital goods (KPMG)
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Case Study

Allus Global BPO: Maintaining Cultural Values

In 2008, a group of foreign investors led by
U.S.-based Eton Park Capital Management
saw an opportunity to buy leading call cen-
ter operations in different Latin American
countries and unite them under a single
brand: Allus Global BPO. The group'’s first
acquisition was Argentina’s biggest call cen-
ter ActionLine Cordoba in the city by the
same name. This was followed up with the
purchase of Colombia’s leading call center,
Multienlace, in Medellin.

Multienlace's then general manager José
Roberto Sierra, who is now president of Allus
Colombia says the acquisition was aimed at
offering more specialized, value-added ser-
vices to U.S. and European clients in addition
to basic customer support services. “Our
focus is to offer high value services for our
clients in Europe and North America, not just
call centers, we also offer services to sup-
port specialized processes at a regional and
local level,” notes Sierra.

With 14,000 employees in Colombia and
Argentina, Allus provides specialized busi-
ness process solutions to various industries
including telecommunications, banking,
health, media and retail, and its list of cli-
ents includes Telefonica, Movistar, American
Express and the Miami Herald. Allus expects
revenues in 2009 of around US$145 million
and is in the process of opening a new center
in Peru, which is expected to start export-
ing services to Spain in the next few months,
says Sierra.

More than the cost arbitrage, Sierra says his
clients in the U.S. and Europe are looking for
a high quality service. “Cost is important but
the quality of service is more important...
particularly in terms of the quality of our pro-
fessionals,” says Sierra.

And U.S. clients prefer to work with Hispanic
professionals in the same time zone given
the 45 million people of Hispanic origin in the
U.S. who share similar cultural values. “Latin
America'’s political stability and clear rules for
investors have made countries like Colombia
and Argentina a good alternative to India for
BPO outsourcing,” adds Sierra.

Countries such as Peru, Colombia and
Argentina offer a large labor pool for call
centers and basic services like telemarket-
ing but also for value-added services such
as customer support, technical support and
specialized services. “The big cities of these
countries have a pool of bilingual graduates
from many local universities who are able

to provide these value-added services,”
says Sierra.

It also helps that the governments of
Colombia and Argentina offer tax incentives
for outsourcing companies to set up opera-
tions and export services. Sierra admitted
the international perception of Colombia as
dangerous is an obstacle for outsourcing
companies, but he maintained governments
could work to change this by aggressively
promoting their country’s brand image
abroad. “When people come to a country
like Colombia or Argentina, they realize how
developed the country and the outsourcing
industry really is,” says Sierra.

Overall, Sierra is excited about the future.
“We have the product, the people, the talent
and the infrastructure to be very competi-
tive... Latin America will become a very
important player in the coming years,"”

he concluded.
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Challenges Going Forward

Latin America has made huge progress in the last five years, laying the groundwork for
nearshore outsourcing services to thrive. In general, the region is no longer considered a
dangerous or risky place to do business, and tax incentives have attracted multinational com-

panies to set up operations in the region.

But as regions such as the Middle East and North Africa expand their outsourcing industries,
Latin America will face increasing competition and governments must work harder to leverage
their nearshore advantage by offering incentives and improving the business environment.

Of course, each country faces different challenges in minimizing risk and attracting more
investment, but they can be summarized as follows:

e Maintaining tax incentives (even in hard economic times)

e Cutting red tape that can slow down investment and increase costs
e |nvesting more in English language training

e |Increasing the size of the talent pool

e Modernizing telecommunications infrastructure

e Marketing the region’s image abroad

= -.-_ _- =1 — '_'_ -
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Chile’'s SONDA, for example, has not encountered obstacles in Chile, but has occasionally

in other countries, such as “the variety and complexity of tax and labor laws, disparity in the
quality and penetration of telecommunication services, mistrust in the outsourcing of services
and governments or companies who are not very well disposed to outsourcing,” says Merino.

[ronically, the strong demand for services from Latin America is also a challenge as the small
size of the talent pool in the region is a concern. Cousin's Fernandez, for example, says he
worries about the small size of Chile’s talent pool, but added that the government could invest
more in education to produce more graduates with specialized training in IT and other areas.

Other companies also are concerned about the limited size of the labor pool in the region.
“The labor supply is finite, our services are increasingly complex and there is a lot of competi-
tion,” says Atento’s Lopez.

To ensure a good supply of educated workers going forward, Lopez says governments in the
region need to invest more in education and job creation.

Rudderham also stresses the importance of English language training for countries hoping to
become a platform for services to U.S. clients.

Some countries in the region like Chile and Colombia rank highly in terms of the ease of doing
business, but others like Brazil, Argentina and Costa Rica have some work to do reducing red
tape. Moving processes online and speeding up approval times would help these countries
attract more high-tech investors.

Another challenge for countries like Colombia, Mexico and Guatemala, is educating U.S. cli-
ents about their countries and overcoming the perception of danger and mystery that limits
growth. Outsourcing companies like Capgemini and Allus are helping to change this image,
but it takes time and government involvement.

As for the economic crisis, the temptation of protectionist measures is strong as governments
look to get their economies on track to recovery quickly, but they should resist this temptation
as increasing export taxes or duties could have a negative impact on the outsourcing industry.
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Conclusion

Latin America’s rising importance in global outsourcing is undeniable. With its proximity to the
U.S., language skills, infrastructure and tax incentives, Latin America has emerged as a favor-
able destination for IT and business process outsourcing.

In addition to traditional outsourcing destinations such as Mexico, Brazil and Argentina, rising
stars including Chile, Colombia and Uruguay are catching the attention of companies by offer-
ing generous incentives and government support.

To date, most of the investment in Latin America has been in customer service centers, taking
advantage of low labor costs and good infrastructure. The challenge now is for Latin America
to move up the IT value chain, attracting more investment in innovation outsourcing, by invest-
ing in education and English language skills as India and China have done.

In this way, Latin America will be able to leverage its proximity to the U.S. by offering more
value-added services to U.S. and European clients. After all, Latin America has all the ingredi-
ents to succeed.

“We have the product, the people, the talent and the infrastructure and to be very competi-
tive... Latin America will become a very important player in the coming years,” says
Allus’ Sierra.

Latin America may not replace India as the main driver of the global outsourcing business, but
it is well positioned to tap this demand offering advantages such as a similar time zone and
cultural similarities that are valued by U.S. clients.

The bottom line is that if Latin America can build on its advantage as a nearshore destination
while offering more value-added services and producing more bilingual professionals in the IT
area, the region’s outsourcing industry will continue to grow in leaps and bounds.
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KPMG Can Help

KPMG's Advisory professionals can assist organizations with shared services, outsourcing
and offshoring initiatives. We can help explore sourcing options as a way to manage common
functions, systems, processes and personnel across business units, leveraging resources

to drive improved performance. Our teams are multidisciplinary and can help develop
approaches to sourcing that are tailored to a client’s preferred sourcing model, navigating tax,
regulatory, accounting, technology, risk management and other issues.

KPMG has more than 137,000 professionals in KPMG firms in 144 countries, located in or
near the cities where our clients operate. This proximity means that KPMG's professionals
know local laws, customs and business practices so they can effectively provide Sourcing
Advisory services to our clients throughout Latin America and around the world.

Other KPMG Publications

b
Strategic Evolution Knowledge Process A New Dawn Exploring Global
Outsourcing Frontiers
A global survey on Unlocking top-line China’s Emerging The New Emerging
sourcing today growth by outsourcing Role in Global Destinations
“the core” Outsourcing

Visit www.kpmg.com to download these publications.
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