SaaS: Managing the
Anti-IT Application

Developing a firmwide strategy to reduce costs and complexity

The increasing complexity of the I'T landscape is a key issue for chief

information officers. Software as a service, offers the promise to

manage this complexity while improving service and reducing costs.

However, there are some risks as most companies have not structured

an approach to make the SaaS model work within their organiza-

tions. Given the stakes involved and the rising number of users,

it is time to build a coordinated firmwide Saa$ strategy.

The CIO agenda continues to grow
more complex as the portfolio of IT
platforms, systems and tools prolifer-
ates. Despite attempts at standardiza-
tion—such as consolidating servers
and streamlining applications—the
pace of new and custom business appli-
cations is accelerating as companies
focus on delivering new products to
market faster. Today, a CIO must deliv-
er new capabilities to meet business
needs, enabling business strategy while
continually doing more with less.

For many companies, the answer
to this dilemma is SaaS, the popular
acronym for “software as a service.”
Rather than signing long-term software
licensing agreements, Saa$ applications
are subscription-based and do not
require significant infrastructure invest-
ments. Free email programs such as
Hotmail, Google’s application suite,
and SalesForce.com’s customer relation-
ship management (CRM) platform, are

all excellent examples of SaaS.

Yet, we believe Saa$, if not managed
properly, could compound IT com-
plexity problems as its simplicity
allows business unit owners to make
implementation decisions indepen-
dently. SaaS could actually increase the
long tail of small-supplier point solu-
tions that currently exist within many
IT environments.!

The solution is for companies
to deploy Saa$, but only after con-
sidering the ways in which it fits into
the company’s overarching IT architec-

ture and strategy.

SaaS Market Trends

SaaS adoption is picking up steam on
all fronts. Between 2008 and 2009, the
number of organizations piloting or
using SaaS$ increased by 16 percent. The
number of SaaS applications deployed
is also rising. Interestingly, the rise is
not just in small- to mid-sized compa-
nies, but also in those with the largest
IT departments.”> And as adoption

! For a discussion on IT complexity, please read “A Blueprint to Fix IT Complexity,” at www.atkearney.com.
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FIGURE 1: SaaS* advantages and disadvantages

Advantages

Disadvantages

*Software-as-a-service

Automatic upgrades or updates
Mobile access to data

More control of IT costs

Cost savings via SaaS model
Ease of running application

Fast introduction

Flexible scaling of infrastructure

Internal IT savings

Outsourcing of data

Limited influence on applications
General security concerns

Poor integration with applications
Availability problems

Lack of sufficient customization
Limited internal service

Inexperience with web applications

SaaS Trials: Findings from the Financial Services Industry

As part of our assessment, A.T. Kearney interviewed I'T executives at several prom-
inent financial institutions. The sessions complemented our secondary research
and provided significant firsthand knowledge regarding Saa$S usage. What we dis-
covered underscores the importance of taking an enterprise-wide view of SaaS.

The findings. Interest in SaaS has grown as users consider it a cost-effective
and less risky IT delivery model. The impression of SaaS functionality is often
mixed, however. Several users in our pilot noted that a simpler, less-is-more
approach will meet most needs, while others wanted even more capabilities.

IT groups appreciate the flexibility Saa$S offers, although certain groups view
Saa$ as a competitive threat to internally delivered I'T systems. We noted an over-
all fear of losing control due to externally managed upgrades, uneven continuity
capabilities, and a perceived inability to meet internal IT standards. This fear
extended to losing control of cost-related issues.

Many IT groups think Saa$ contributes to shadow IT costs, and also fear loss
of influence when business groups independently select a SaaS application. One
IT participant said his IT group was placed in a weakened negotiating position
when business partners turned SaaS applications over to them for final negotia-
tions and management. Another complained that inconsistent standards across
Saa$ applications blocked wider deployment—a situation that could be rectified
with an enterprise plan.

All study participants agreed that a unified approach to SaaS could support
firmwide goals while also controlling costs.

70%

75%

Source: A.T. Kearney analysis

grows, key advantages and disadvan-
tages are emerging (see figure 1).

SaaS’ advantages are clear. Pay-
per-use implementations generally take
less time, are cheaper, and reduce
dependency on IT groups. The disad-
vantages are more subtle: the simplici-
ty that attracts users may actually
undermine the promise. Indeed, exces-
sive independent business-unit imple-
mentations can increase “shadow IT”
costs that reside within business units’
budgets, and are outside IT control.
This increases complexity within the
overall IT environment.

A.T. Kearney research and client
interviews confirm the attractiveness
of SaaS. The beauty of SaaS, according
to our clients, is its ability to reduce
infrastructure complexity and the
resulting costs. Essentially, it is the anti-
IT application. Unlike new on-premise
IT deployments that increase the num-
ber of applications to support and
maintain, the SaaS model can control
and potentially reduce IT complexity
(see sidebar: SaaS Trials: Findings from
the Financial Services Industry).

As mentioned earlier, Saa$ can be
implemented at a lower cost due to
standardization and scale. Figure 2 illus-
trates the annual costs of on-premise
applications compared to the stationary
costs of subscription-based software.
In addition, SaaS implementations are
typically less risky as cost overruns are

less likely to occur.

The Building Blocks

Growth in SaaS highlights the impor-
tance of developing a coordinated
strategy. IT departments should take
the lead in developing a SaaS enter-
prise strategy, stressing the value-added
activities that IT can bring to such



FIGURE 2: Comparison of on-premise and SaaS* subscription costs (CRM sample)
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implementations and ongoing opera-
tions, while also helping to control
unnecessary complexity. While most
companies develop SaaS strategies to
meet their unique needs, A.T. Kearney
has isolated several building blocks
applicable to all SaaS implementations.

Set goals. Goals for the SaaS
deployment model should consider
the impact that SaaS can have on
IT complexity and cost, and should
facilitate IT’s focus on core versus
non-core applications. When managed
properly, SaaS can reduce IT com-
plexity and costs; when mismanaged,
Saa$ can actually increase complexity
as various business units develop their

own point solution for common busi-

ness functions. Leveraging the SaaS
deployment model can also help IT
groups effectively reallocate their time
and capital investments to core, in-
house applications.

Establish guidelines for SaaS
deployment. IT departments and busi-
ness users should work together to
establish guidelines. Saa$, by its nature,
does not offer a competitive advantage,
so should be considered for non-core
functions first. In addition, SaaS appli-
cations have not demonstrated a consis-
tent ability to meet complex function-
ality, workflow, or process requirements.
Because Saa$ applications can be rolled
out quickly, they should be considered

when time-to-market is vital.

Support supplier selection. An I'T-
led strategy will ensure the full SaaS
opportunity is captured, while also
“selling” the capabilities that IT can
provide. As a core competence, IT
groups can help with system selection
while

assessing the potential risks. Standard

and  proof-of-concept, also
IT risk assessments that consider secu-
rity, backup and continuity, system
certification, and supplier viability will
ensure the business does not take on
too much risk.

Develop standards. A major draw-
back of SaaS is the lack of seamless
integration with other applications,
which means a successful SaaS model
requires first developing and standard-
izing integration capabilities. Develop-
ing interface standards, data exchange
formats, and means for integrating
into alternate architectures such as
service-oriented architecture (SOA),
will facilitate speed to market for new
Saa$ applications.

Monitor market developments. An
enterprise SaaS strategy is not com-
plete without a mechanism to monitor
market developments. The landscape
is expanding and new applications are
being developed for new business
sectors and specific business processes
(see sidebar: Who Are the Key Players? on
the following page).

Mitigating the Risks
SaaS implementations bring their own
challenges and risks. How well these
are mitigated is an effective test of
a good SaaSS strategy.

Begin with non-core functions.
An enterprise SaaS strategy should
establish which functionality is best
suited for SaaS. IT can assist in

determining which applications and



Who Are the Key SaaS Players?

The key players in the SaaS market continue to evolve. Large software vendors,
including Microsoft, Oracle and SAP, have recognized the changes in user adop-
tion and buying behavior and are tuning their offerings accordingly. Smaller
market players, such as Workday in the enterprise resource planning (ERP) space,
typically provide SaaS-only offerings and target specific functional requirements.

The increasing popularity of Saa$S has resulted in a proliferation of offerings.
New applications are being developed to serve industry vertical markets, and
functional and process domains. For example, eCredit and Sentinel eCollections
have used SaaS$ to develop point-collections solutions, Glovia has a manufactur-
ing application, and Serengeti provides an effective global legal platform.

Arguably the largest Saa$ player, SalesForce.com, has played a key role in the
emerging platform as a service (PaaS) model. PaaS uses the simplicity of SaaS
system configuration to enable user development of applications. For example
Facebook and Force.com, which uses Facebook interfaces for social data powered
by Force.com to deliver the service.

In 2006, Workday entered the market with what it bills a fully functional
SaaS ERP package. In just three years, Workday has built a base of more than 100
customers, including a 17,000-employee account with Life Time Fitness. It’s easy
to challenge Workday’s lack of manufacturing or supply-chain capabilities, but

the promise of complete ERP functionality without the complexity is enticing.

functions are core and which are non-
core so the right areas are considered
first. Lack of a plan for harnessing
Saa$ can lead to system proliferation
or overly ambitious implementations
that could fail.

Integrate, integrate, integrate.

SaaS systems are typically standalone,

Authors

remotely hosted applications that are
not integrated, and therefore limit the
ability to track performance. These
applications must be properly integrat-
ed into the existing I'T environment to
avoid data management inconsisten-
cies. Internal I'T may fear a loss of con-

trol if equipment is located off-site.

Such challenges can be overcome with
a coordinated approach that rtakes
advantage of interface standards, tool-
kits and certification guidelines. SaaS
projects may be relatively less risky
than on-site deployments, but they
still involve managing change and
aligning business and I'T requirements.

Monitor suppliers. The aggressive
growth of the SaaS marketplace has
attracted a field of suppliers. Many of
the smaller players have demonstrated
an ability to bring compelling applica-
tions to market quickly. However, not
all small players will survive, and those
that do may provide “shaky” con-
tinuity and data security capabilities.
Monitoring the SaaS marketplace
means continually assessing supplier
viability, continuity and security rigor.

Harnessing the Opportunity

Software as a service provides an inter-
esting opportunity for IT groups and
businesses. With the right strategy, SaaS
can add substantial value—allowing I'T
to focus on its core activities and users
to leverage new functionality more
quickly. Both IT and business users can
benefit from SaaS, but only if they work
together to harness the opportunity.
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