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Offshor e goes downstream
International outsourcing increasingly embraced by smaller companies
Mark Hollmer  Journal Staff

Bob Allard's software startup, RetentionEngine Inc., is based in North Andover — but
most of its employees aren't.

The company's engineers and designers — 20 out of 23 people on the payroll — design
and develop corporate compensation software from operations in Croatia, a nation still
emerging from both the former Y ugoslavia and the Soviet-era lron Curtain.

Allard, RetentionEngine's co-founder, president and CEO, said he couldn't be happier
with the work his employees do, but offshore outsourcing also helps the company's
bottom line. A software engineer may make $75,000 to $100,000 in the United States, but
aCroatian salary can be athird to a quarter of that.

"They are highly qualified to build very good software and at a price (where) we can take
advantage of some cost benefits,” Allard said.

Offshore outsourcing, which is the overseas exporting of white-collar jobs from
telemarketing to software engineering, is on therise. It's a market that reached $130
billion in 2001, according to the Y ankee Group Inc. in Boston.

And it'snot just for larger companies anymore.

Smaller companies like Allard's are increasingly relying on offshore outsourcing and the
cheaper overseastalent it provides to stretch their bottom lines and cut costsin an
economy that continues to stagnate here at home.

Some companies aready have connectionsin the countries they tap for offshore
outsourcing, so the move — combined with cheaper telecommunications costs —
becomes an easy business decision. Others are turning to overseas outsourcing in Asia
and Europeto fill gaps in expertise they feel domestic talent lacks or to maximize limited
development funds when venture investment is at a premium.

"Many venture capitalists ... will immediately ask where the offshore development
component is (with software startups) or they will suggest it, because it's a dramatic
savings and it's proven,” said Walter Wright, managing director of Rich May PC in
Boston, alaw firm that represents a number of emerging software and technology
companies.
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Wright and others say offshore outsourcing among smaller companies has increased
dramatically over the past several years, but not everyone agrees.

Carrie Lewis, asenior analyst with the Y ankee Group, said that smaller companies —
particularly pre-profitable venture-backed startups — operate under thin margins and that
"the idea of doing that would be a huge hurdle for them" unless they already have
connections overseas.

What's more, smaller companies or startups hoping to sign a contract with an outsourcing
company may find themselves passed over for alarger competitor.

John Gallaugher, an assistant professor at the Wallace E. Carroll School of Management
at Boston College, says "everyone is doing more outsourcing” and "some startups have
considered moving work offshore to quell their burn rate." But established offshore-
outsourcing companies they'd work with could easily choose bigger corporate customers,
he said, who won't "flame out and not pay their bill."

That hasn't stopped a number of local startups and smaller companies from pursuing the
option. Brian Boyle is chairman of GoldK Inc. in Waltham, a venture-backed financial
services company that sells a web-based 401(k) management software system. GoldK
said he decided to outsource for software development and quality assurance 18 months
ago through Boston-based Strategiweb LL C, an outsourcing company that launched in
1999 and provides 12 outsourcing employees in Manila, Philippines, to supplement
GoldK's 100-person staff here.

"It provided us alower cost for dightly better quality talent and it gave us round-the-
clock capability," Boyle said. "It's something we never thought we'd do at this size, but it
has become easier for usto do" because of cheaper telecommunications and Internet
connection costs.

Software company eCredit.com Inc. of Dedham, founded in 1993 to make automated
credit and collections software, has relied on awholly owned outsourcing subsidiary in
Bangalore, India, for about five years for software development and coding. More than
one-third of the company's 75 employees are based there.

Company founder Venkat Srinivasan already had connections there, so setting up the
division proved to be relatively simple and effective, said eCredit chief technology
officer Jim Butler.

Salary and development savings aside, the 10.5-hour time difference has helped the
company increase productivity because "while we're sleeping, they're fixing stuff we can
grab ahold of in the morning when we comein," Butler said. But that same time
difference, if there's a miscommunication, "can cost an entire day."
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Kubi Software Inc. in Lincoln, a collaborative e-mail software startup founded in 2001,
employs 31 people here and is now actively exploring signing with an offshore-
outsourcing firm to handle quality assurance and software translation into other
languages, as early as this year, said company president John Shagoury.

"We're not in apoint in our life where we need full-time people in either of these areasto
augment whatever we have existing," Shagoury said. Engineering work could follow
later.

Asfor Allard, he formed RetentionEngine with chief technology officer Niksa Radovic, a
Croatian native. They incorporated based on technology created with accounting firm
Ernst & Young LLPin New York City, Allard said. Radovic's brother, Stjepan, runs the
outsourcing division in Croatia.

Allard said it made sense to keep the company's engineering talent in Croatia rather than
to shift development here, in part to take advantage of cheaper expansion costs.

Thanksto the lower salary and production costs, RetentionEngine has become profitable
on 2002 revenue between $500,000 and $1 million, has no debt and sought no outside
investment other than limited angel investment.

"The clients are very happy,” Allard said.
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