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Software as a Service

From packaged software to SaaS

The traditional approach to corporate information and communication
technology (IT) tends to focus on standard ‘off-the-shelf’ client/server
software applications with all first-line technical support provided by an
internal IT department. New types of technology providers are emerging
delivering Software-as-a-Service (SaaS), and combining the role of
software developer and supplier. Able to streamline the delivery of their
software, SaaS providers such as Sage offer significant benefits directly
to customers including lower costs, reduced risk, and greater efficiency.




Software as a Service: From packaged software to SaaS

Why you should read this document

Traditional approaches to the way corporate information and communication technology (IT)
is delivered are now being challenged by new types of technology providers who combine
the role of software developer and supplier. Learning from the approach of application
service providers (ASPs), today’s Software-as-a-Service (SaaS) vendors streamline the
delivery of their software, and are able to pass on important benefits directly to their
customers.

This whitepaper summarizes the traditional approach to corporate IT, and discusses how
switching to a SaaS vendor can more effectively support key business processes while
cutting costs, reducing risk, and improving overall efficiency.
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IT: Critical, but often non-core (and expensive)

Ask many people about their work-related use of information technology (IT), and you will
typically find that their experiences are based on traditional approaches to its delivery.

For example, computers, printers, and other hardware are provided through an in-house IT
department, with first-line technical support that is usually provided by the same department.
Ask them about the software they use and the answers will be very similar: their software
packages are often standard ‘off-the-shelf’ applications loaded on individual PCs or network
servers, with installation and first-line support, which again is normally provided by the in-
house IT department. Some organizations may also have developed their own customized
applications internally—perhaps at a departmental or functional level—with support provided
either by the central IT team or by individuals within the relevant department.

Fundamentally, most individuals’ experiences, and thus expectations, will be based upon
conventional client/server set-ups.' Their opinions, in many cases, will also be influenced by
their organizations’ IT strategies, investment policies, and the quality of the IT support offered
by their in-house colleagues.

In many cases, the cost, efficiency, knowledge, and expertise of in-house support are
compromised by the need to support systems that have been acquired piecemeal over several
years. The IT staff then must acquire multiple skills to operate, maintain, and troubleshoot various
types of hardware. As a result, each member of the IT team has to become a ‘jack of all trades’

in order to maintain the efficiency of the system. They also need to be able to support multiple
versions of the same software across the organization, as well as integrate different applications—
both standard and home-grown—perhaps on different operating systems or using different
programming languages so that information can be shared.

The task becomes even more difficult and expensive when the IT department must also
configure, maintain, and ensure the availability and reliability of hardware, networks, and
telecommunications links across different organizational locations. This becomes an even
bigger challenge for the many organizations whose workforces are becoming increasingly
mobile. Complicating the matter further, the IT department might also be required to implement
links between the organization’s systems and those of customers or other business partners.

Moreover, most applications that have been employed up until now have typically focused

on supporting internal processes, and therefore, just the organization’s own staff. New 21st
century business challenges emphasize the need for more efficient and effective relationships
with customers and other partners up and down the supply chain. Organizations increasingly
need software capable of supporting external users and also linking with the systems they use.

Efficient management of an increasingly complex IT infrastructure can be critical to an
organization’s success, but it is not usually a core competence. IT is an overhead cost

that needs to be carefully managed, which is significantly easier to accomplish when an
organization switches from a conventional client/server software system to a more advanced
form of software offering to support key business processes. Software-as-a-Service (SaaS)
is causing many organizations to rethink how they procure their software, and also prompting
many independent software vendors (ISVs) to reconsider how they deliver their applications.

"In this context, a server is a central computer that awaits and fulfils requests from other computers (or ‘clients’) on a network. For example, someone
using an email application (Microsoft® Outlook®, say) would be requesting information using a client program on their laptop or desktop machine, and the
request would be fulfilled by a mail server within the same local or wide area network.

New business challenges emphasize
the need for more efficient and effective
relationships with customers and other
supply chain partners. Organizations
need software capable of supporting
external users and linking with the
systems they use.



Truly effective supply chain networks
will increasingly rely on robust
applications securely hosted outside
corporate firewalls.
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From ‘Wave one ASP’ to SaaS

Once regarded as a ‘shrink-wrapped’ or packaged commodity developed by an ISV and
sold off-the-shelf for in-house implementation, the nature of software began to change as
providers started to deliver applications over the Internet.

Initially, vendors offered software as a ‘download’, cutting out the cost of manufacturing a CD,
packaging, distribution, and hard-copy documentation—savings that could, of course, be shared
with the customer. However, this approach still had its drawbacks. For instance, the download
process could be time-consuming if the application was large or the Internet connection was
slow, the transaction usually involved the customer paying a fee (sometimes quite significant)
before the software could be used, and the application stored on a customer’s local machine
could quickly become out-dated if the customer (consciously or not) did not react when a new
version became available.

Now, some vendors are cutting out the download process altogether and hosting the
application themselves, moving down the path towards the vision, widely heralded in the late
1990s, of network computing. Users access the remotely-hosted application through the
Internet, interacting with the software and its associated data through a standard Internet
browser window.

Such software architecture also offers greater flexibility to support relationships with
other organizations. Truly effective supply chain networks will increasingly rely on robust
applications securely hosted outside corporate firewalls.

Application service offerings are not an isolated movement; the software giant Microsoft now
believes ‘software is a service, not a product. Microsoft and other major software vendors

(eg: Oracle, PeopleSoft, SAP) of conventional, customer-deployed and -managed packaged
software are beginning to suggest customers can now enjoy a more direct relationship with the
developers of the applications they want to use. But not all SaaS approaches are the same.

Around the turn of the century, numerous vendors positioned themselves as application service
providers (ASPs), but their so-called Web services were often crudely adapted versions of
existing client/server software packages (either their own or licensed from another vendor),
perhaps Web-enabled using solutions such as Citrix Metaframe or Microsoft Terminal Server.
The picture was made no clearer by a lack of agreed terminology.

There is a need to distinguish between packaged software (one-to-one client/server applications
migrated to one-to-many ASP offerings), and applications designed from the outset for Internet-
hosted delivery. Both the latter were often termed ASP, so some industry analysts coined new
phrases to describe the ‘net-native’ companies. For example, IDC and Summit Strategies have
called them Business Service Providers (BSPs) or Internet Business Service Providers (IBSPs),
while Ovum called them ‘wave two’ ASPs. Today, Software-as-a-Service, or SaaS, has become
the most widely accepted term. The table below outlines the distinctions between packaged
software, migrated client/server applications, and SaaS offerings.



Software as a Service: From packaged software to SaaS

Packaged software

Migrated client/server
(or ‘wave one ASP’)

Software-as-a-Service
(or BSP or ‘wave two ASP’)

Design point

Designed as product for
one-to-one delivery

Retrofits existing ISV product
for one-to-many delivery

Built for one-to-many Web
services delivery

Deploymentand | Customer ASP and customer SaaS vendor
management
Time to deploy Months Weeks Days

Pricing model Customer buys license, Customer buys license, All-in-one subscription fee
systems, etc. pays subscription fees for
hosting, management, etc.
Upgrade cycle 12-36 months; 12-36 months; more 3-6 months; automatic

uneven distribution controlled distribution distribution

Customization Unlimited, but costly Templates to tailor

configuration

Direct to ASP, indirect
to software developer;
delayed

Self-service configuration
wizards

Customer
feedback

Indirect (Sls, VARs, etc);
delayed

Direct to SaaS vendor;
immediate

(Based on summary by Summit Strategies Inc.)

The ‘wave one ASP’ model can be viewed as a type of outsourcing: customers received the
benefits of offloading complex and expensive IT management to the ASP, but retained control
and visibility of their business processes. While the ASP could develop some deployment
and management efficiencies, it was still bound by the performance, security, and upgrade
constraints of solutions originally designed for in-house, one-to-one implementations.

SaaS vendors, by contrast, have built their businesses on a utility model. They support
thousands of end-users on a single common code base (but often provide extensive
customization through configuration), and by focusing on the browser platform they virtually
eliminate client-side hassles.

Benefits of the SaaS approach

Combining the role of developer and supplier brings certain benefits to SaaS vendors, which
in turn translate into benefits for their customers.

SaaS$ benefits include:

¢ World class hosting facilities — Highly secure, redundant, and resilient infrastructure
all provided by the SaaS vendor.

Faster initial deployment of applications — Accessed only through the Internet,
there is no physical media to distribute, nor any installation process requiring scripts that
must be tailored to hundreds of different hardware/software combinations.

¢ Faster, more cost-effective development and testing of new software functionality -
The application only has to work on a limited range of browsers; it does not have to
work on hundreds of different hardware/software combinations (upgrading an enterprise
application might be regarded as successful if it takes less than 100 days; by contrast,
even major SaaS upgrades can be implemented in under a week).

Little or no customization of the software required — Customers differ from
one another primarily by their data, so most customer-specific requirements can be
managed during implementation, normally by configuration of the existing software.

Faster and more frequent upgrading — SaaS vendors only need to change the code on
their application server, and the new feature is instantly available to all users (in client/server
scenarios, code would need to be upgraded on dozens of PCs across each organization
by the in-house IT staff).




Few organizations can commit to
24/7, fully resilient management of
their IT infrastructure. A SaaS vendor’s
core activity is 24/7 delivery of the
application and associated data to

its customers.
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¢ Greater economies of scale — Most SaaS vendors effectively support dozens of
customers and thousands of end-users with one code base; they allocate server power
over many customers, cutting their hardware and system administration costs.

¢ More efficient, expert, and cost-effective software support — There are great
‘economies of skill.” SaaS vendor staff are experienced and familiar with the most recent
versions of the application—one instance of code that is implemented on, essentially,
a standard infrastructure. Moreover, their expertise will usually be more widely-based,
drawing on the experience of dealing with multiple customer accounts, with costs shared
across the customer base.

Customer benefits include:
¢ More cost-effective delivery of software, implementation, and ongoing support.
e Little to no capital outlay — With hosting monitored by the SaaS vendor, the main
issue is ensuring access. As this is normally administered through a standard Internet
browser, few organizations will need to invest in new hardware/software to access SaaS
software,? and expensive connections to corporate LANs/WANs may no longer be a
prerequisite. In short: better cash-flow management.

More flexible — The service can be turned on and off quickly.

Faster initial deployment of applications.

¢ More direct and responsive approach to new or evolving customer requirements:
“The pure, native ASP can never, ever point the finger at someone else. Bugs are its fault.
Service interruptions are its fault. There is nowhere to hide. Sounds like a disadvantage?
It’s not. A company that is forced to listen to its customers and solve their problems will
deliver superior services and have happier customers in the long run.”?

¢ Faster development and release of new software functionality, upgrades,
and/or ‘patches.’

¢ Reduced risk — Few organizations can commit to 24/7, fully resilient management of
their IT infrastructure. A SaaS vendor’s core activity is 24/7 delivery of the application
and associated data to its customers.

Greater availability of the application — Unlike most in-house departments, a SaaS

vendor will usually have a service level agreement that guarantees high levels of application

availability and reliability.

¢ More scaleable - The SaaS vendor, not the customer, is responsible for ensuring
adequate hardware and bandwidth to cope with current and anticipated levels of
application usage.

o Better use of in-house IT resources — Application-specific IT skills can be

outsourced to the SaaS vendor’s own experts.

More predictable expenditure on software, hosting and support — This is
especially true if acquired through a single, regular monthly subscription payment.*

Better staff productivity and working environment - In addition to the more
focused work of the IT team, individual users in departmental or functional roles will
enjoy greater access to the information they need—external as well as internal—to do
their work efficiently. IT inefficiency will be less of a barrier to recruiting highly qualified
people to the organization and the industry within which it works.

¢ Save on training costs and ramp-up time — SaaS applications by design are easier
to use.

“There could, however, be hefty initial SaaS license fees if the vendor does not offer a rental model. Purchasing an annual or perpetual license at
the outset can prove expensive.

SMichael Christian, ‘The ASP revolution is dead: long live the ASP guerrilla war!’, ASPNews.com, 27 May 2003.

“Some Saa$ vendors charge a single monthly rental irrespective of the number of users or amount of disk space used.
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The SaaS approach warrants careful consideration. At a strategic level, a business moving
towards greater use of SaaS solutions might, for example, need to look at costs already sunk
into existing hardware and software; they will need to address any internal issues they have
regarding control of the application and data (often resolved by a review of the SaaS vendor’s
hosting arrangements); and they will need to be satisfied about the financial security of their
proposed SaaS vendor.

It is worth considering this final point for a moment:

“The pure ASP builds its own applications solely to provide services. This creature lives in a
very tough ecological niche. It is by definition a start-up. It must build, host, deliver, manage,
and support its own applications. During the technology boom from 1995 to 2000, many were
spawned. Few survived.”®

In short, if a SaaS vendor has weathered the storm and is still growing its business
successfully, it has gone a long way towards demonstrating the strength of its business
model, the confidence of its customers, etc.

At a practical level, meanwhile, the organization will also need to assess the likely impact

on in-house IT resources. For example, existing staff will probably be the first port of call to
manage Web browser settings, network configurations, and connectivity and access issues
relating to the organization’s Internet service provider (ISP). Switching from supporting a
client/server application to a SaaS vendor solution will, however, usually mean that some in-
house staff can be redeployed on to more strategic IT issues.

Michael Christian, op cit.
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