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About this Report
This report is based on independent research developed and conducted by Saugatuck Technology
Inc., who is solely responsible for the analysis, conclusions and recommendations presented in this
report. The publication of this report was funded by SAP.

About Saugatuck Technology
Saugatuck Technology Inc. provides subscription research and management consulting services focused on the key market trends and disruptive technologies driving change in enterprise IT, including
SaaS, Cloud IT, Cloud Business, and Enterprise Social Computing. Founded in 1999, Saugatuck is
headquartered in Westport, Connecticut, with regional offices in Boston, Santa Clara, CA and in
Frankfurt, Germany. For more information, please visit www.saugatucktechnology.com, or call
+1.203.454.3900.
Entire contents © 2011 Saugatuck Technology Inc. All rights are reserved. Reproduction of this publication
in any form without prior written permission is strictly prohibited.
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INTRODUCTION: CONSIDERING SAAS
Software as a Service (SaaS) is today’s hottest model for acquiring, using and paying for business software. Its best-known characteristics are its relative speed to
implementation and low upfront costs for acquisition and deployment.
Less well-known are the business advantages of SaaS for ERP/enterprise business
applications, especially those advantages specific to smaller enterprises. Enterpriselevel SaaS can deliver tremendous value to small and mid-sized businesses.
In this paper, we look at what SaaS really is, what types of solutions are being used
by small and mid-sized firms today, the business benefits expected from SaaS, and
how to use the expected business benefits to evaluate and select SaaS business solutions and providers.
We will use independent research conducted by Saugatuck Technology Inc. to present and explain our positions, including data and analysis from Saugatuck’s 2010
global survey and interview program, which included input from more than 250
SME executives regarding their own experiences with SaaS—and its benefits for
their businesses.
SOFTWARE AS A SERVICE (SAAS)
SaaS is considerably more than software – it is a business service, providing the software and managing it for the customer.
Included in this business service is the entire range of data center infrastructure services: networks,
storage, operating systems, databases, application servers, Web servers, and of course, disaster recovery
and backup services. Moreover, a full range of data center operational services – authentication, availability, identity management, production monitoring, patch management, activity monitoring, software
upgrades and customization – are also provided.
You don’t have to install the software, it is already installed and ready for you to use. You don’t have to
manage the hardware, the software or the network. Especially, you do not have to manage the people,
the technicians, or hire or train them. The SaaS provider manages all this data center infrastructure remotely for the SaaS customer.
On the application software level, the SaaS provider ensures a continuous stream of ongoing upgrades
to the business solution, all behind the scenes. Unlike in a hosted software setting, the new releases and
functional upgrades are all included in the “per-user, per-month” pricing (or whatever other metric may
be appropriate). There is no annual maintenance surcharge of 20% of the list price of the vendor software.
And if the needs of the business should expand significantly, it is simple enough to add licensed seats
without any worry about purchasing additional computer hardware, software or networking—or hiring
the additional trained IT technical staff to manage it. In fact, that may be the most significant unstated
and unexpected benefit of SaaS: It is a completely scalable business resource that does not require
large capital expenses at any time.
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WHERE IS SAAS TODAY, AND TOMORROW?
The first and most obvious indication that SaaS delivers business benefits to SMEs
is revealed by looking at the growth in SaaS adoption and use over time by SMEs.
Figure 1 summarizes the rapid growth from 2008 through 2010 in the percentage
of SME executives reporting SaaS solutions in use for managing their business.
Figure 1: SME SaaS Growth for Business Management, 2008 – 2010
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Management
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Source: Saugatuck Technology Inc., 2010 global SaaS survey; n = 252 SME executives

While we can see that not every SME is using SaaS to manage their business, it’s
obvious that more and more are getting the message. And Saugatuck research also
indicates that those SMEs adopting and using SaaS for business management also
tend to be the SMEs with the most business growth between 2008 and 2010; these
are the “fast movers” in Saugatuck parlance. They also tend to be among the firms
with the most relative growth through the global recession of 2008—2010.
Did SaaS create that growth? Likely not by itself. But SaaS has been described by
the leaders within these firms as a key business tool, enabling business and IT
flexibility, and helping them to manage both IT and business more affordably, capably and responsively through the downturn.
And we see from the data that more SME executives understand this, and are making moves to reap SaaS rewards themselves. Saugatuck’s latest survey research
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among SME executives indicates that SaaS use in key business management areas
is expected to double, and even triple, by YE 2012. It’s obvious that there’s something for the business to gain by acquiring and using SaaS.
REAL BUSINESS BENEFITS
What do executives expect to gain? What are the business benefits that are seen or
expected from SaaS acquisition and use? Figure 2 summarizes Saugatuck's survey
research among those same 252 SME executives in late 2010.
Figure 2: SaaS Business Benefits Expected by SME Executives
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Source: Saugatuck Technology Inc., 2010 global SaaS survey; n = 252 SME executives

We see in Figure 2 two basic tiers of business benefits that SME executives expect
to realize from SaaS:
• “Table Stakes” of simplification and cost-cutting; and a
“Value-add” of business management improvement at lower cost than otherwise possible or feasible.
In short, SaaS is being seen and utilized as a business management tool, software delivered and used as a service to simplify the firm’s IT and cost structure,
and to enable more reach, more information, more collaboration, and more service
to all areas within the firm. At lower costs.
Here’s how Saugatuck research shows SaaS translating to business improvement
within SMEs worldwide:

•

• Cost improvements. The low acquisition cost of SaaS (compared to traditional
software) frees up budget that can be spent on other needs, or not spent at all.
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The flexible ongoing costs of SaaS, based on usage over time, can reduce the
firm’s long-term software spending commitment. Software money can be moved
from capital investment to operational spending – providing more business flexibility. And the fact that the SaaS provider is responsible for all upgrades and
maintenance enables vastly-reduced spending over time.

• More and better abilities to compete. When properly acquired and managed,
SaaS can dramatically reduce the amount of time and money spent on IT, reducing the firm’s overall involvement in IT, and freeing up important resources
(especially high-level resources) to focus on the business itself. Meanwhile, the
advanced, integrative capabilities of most SaaS solutions today combined with
very low cost per user enables the same software to be deployed and used at all
levels, cost-effectively. This can greatly improve the firm’s internal and external
collaboration and communication. And the use of the same software and data
everywhere also reduces the likelihood of planning and management errors, and
mitigates the costs of errors that might occur. The net results? More and better
information, more resources focused on the data and information, and thus more
abilities to understand and manage the business in order to compete.

• More and better abilities to manage the business. SaaS solutions, properly
implemented, can hugely improve the availability of more accurate business data
at a moment’s notice, provide more and faster analysis, and improve the firm’s
planning and management over the long term. And these management improvements are not limited to a single area. As we saw in Figure 1, SaaS is everywhere, including core business management systems, from Sales to CRM to HR
to Finance.
TRANSLATING SAAS BENEFITS TO SOLUTION SELECTION
Every firm needs to evaluate SaaS solutions according to its own needs and budget. We find many Saugatuck clients using versions of what we call our simple,
“effectiveness gap” model as a foundational framework. The model enables firms
to compare business priorities against the abilities of current systems to fulfill
those priorities. It can provide a useful starting point for understanding how and
where existing systems limit the firm’s ability to do business—and to identify areas that could be improved through new solutions.
Step 1: Identify and analyze your “effectiveness gaps.” Find out the answers to
two very important questions:

• What are the most important business priorities for each operational area of
your company? Many firms rank these using a percentage scale, from 0% to
100%.

• How effective are your current applications, systems, and capabilities at fulfilling those priorities? Be sure and use the same type of scale (e.g., 0% for Not
Effective, to 100% for Completely Effective).
In every area of your business, there will almost always be significant gaps between the ranking or percentages for the first question and the ranking or percentages for the second question. Saugatuck refers to these as “effectiveness gaps” between what needs to be done, and what your current systems can actually deliver.
These gaps immediately identify the business areas and operations most ripe for
improvement—i.e., investment in SaaS. Figure 3 on the following page illustrates
this simple model using data from Saugatuck's 2010 SaaS usage survey.

© 2011 Saugatuck Technology Inc.

4

July 2011

SaaS Realities: Business Benefits for Small & Mid-sized Enterprises

Figure 3: The Effectiveness Gap Model for SME Finance
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Source: Saugatuck Technology Inc., 2010 global SaaS survey; n = 120 Finance executives

Figure 3 indicates the top-priority management responsibilities as ranked by Finance executives participating in Saugatuck’s 2010 SaaS survey. The upper, magenta bars in Figure 3 represent the percentage of Finance executives agreeing that
each responsibility was a top priority for them. The lower, blue bars represent the
percentage of those same Finance executives who agreed that their current Financial software and systems had the ability to help them fulfill those responsibilities.
We can quickly see that a gap is present between the upper bar and the lower bar
for each Finance management responsibility. This is what Saugatuck refers to as
the “effectiveness gap,” the difference between what’s needed or most important,
versus what current software and systems can actually deliver.
Step 2: Map to the Gaps. The next step is to compare the capabilities and functions of SaaS solutions against your firm’s Effectiveness Gaps. If your current systems fall significantly short in, say, their ability to support specific Sales planning
and management operations, look for SaaS solutions that fill those “gaps.”
Saugatuck strongly suggests that SMEs look at and compare proven solutions from
providers that are able to deliver relevant case studies and references, whether
within your Industry, in your local area or region, and/or of a similar size in revenues and numbers of employees.
Step 3: Make It Happen, Carefully. Before acquiring (and committing to) any
solution or provider, articulate the specific benefits that your firm will realize from
the solution(s) under consideration. Build a very solid business case; any SaaS application is going to cost more, be used more widely, and affect more areas of the
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firm than expected. Also understand that implementation of most SaaS solutions
can be complex, and be sure that your firm, or its IT providers (e.g., consulting
firms, VARs, systems integrators) are completely able to manage the timeframes
and costs involved. This entails some research on solutions and providers, possibly
including trial runs (offered by most SaaS providers today) .
In sum, the business benefits of SaaS – especially of business management software delivered and used as SaaS – are a combination of traditional cost-savings via
outsourcing with unique business management improvements to each firm that
buys and uses it.
These benefits are readily identified using relatively simple means that can be
adapted and repeated as needed across all types and sizes of firms, and all types
and sizes – and importance – of business operations. In short, you can figure out
whether or not a specific solution will benefit your specific business needs.
There should no longer be any question whether or not SaaS is suitable for businesses, large or small. The benefits are there and easy to see as a whole. The most
important question for business leaders should be “how will SaaS benefit my business?” Therefore, the most important SaaS action by business leaders is to understand how to compare what SaaS can deliver against what the business needs.

THE GREATEST FACTOR IN SAAS SOLUTION SELECTION: VENDOR SELECTION
As noted briefly earlier in this report, the selection of a Cloud solution provider is at least as important
as the selection of a Cloud business solution. You must be comfortable trusting and working with any
provider so critical to your business operations. Several factors should be included in Cloud provider
selection, but the following two should be chief among them:
•

•

Vendor Viability. Cloud solutions will be part of your business for the foreseeable future. Therefore
you must have a strongly positive sense of the provider’s ability to stay in business, and to continually improve its offerings over the long term. Without continuous improvement and innovation, a
SaaS provider’s solutions are little better than traditional software. The real keys are their abilities
to manage their Cloud business, and to support buyer and user needs. Buyer and user satisfaction
are critical factors in Cloud providers’ long-term viability; demand and check reference accounts to
gauge their overall satisfaction with both the provider and their solution(s). In addition, the SaaS
model requires an ability to innovate, and to deliver innovation and improvement on a regular and
frequent basis. Look for providers with a track record of both. Every buyer will need to develop
and apply reliable, strict criteria of their own to assess a provider’s viability. Most traditional business measures, including track record, customer satisfaction, industry reputation, and channel presence, can and should be used to gauge SaaS provider viability.
Technology position and ecosystem. To deliver the most value to the customer’s business, Cloud
business management solutions are used in context with a variety of adjunct and complementary
solutions and systems, many of which use multiple, different technologies. The most viable Cloud
providers bring with them strong and wide-ranging ecosystems of partners that provide technologies, solutions, and services developed and adapted to work with the Cloud provider’s technologies,
to address every customer’s unique requirements, including industry-specific and niche microvertical applications. Strong ecosystems also help drive and increase the continuous improvement
and innovation that is so critical to the success of users and providers of Cloud-based solutions.
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SPONSOR PERSPECTIVE
SAP Is For Great Companies: Not just Great Big Companies
Fast-moving businesses face unique challenges. Often, survival depends on
your ability to turn a profit, scale and adapt quickly, but at the same time
you have to build for sustainable growth and put in place the company and
processes you need to be successful a year from now. Software as a service
(SaaS) is increasingly an answer for companies facing these challenges.
Software as a service has matured, and is now a viable and reliable means
for companies to gain the benefits of a unified business application strategy,
with the integration and maintenance of the software being included in the
cost of the solution.
With a fully integrated SaaS solution, companies can gain the benefits of
the individual applications and begin to align objectives across departments
with end-to-end processes that you to streamline, find opportunities, cut
cost and waste, and build a business that is ready for growth and change.
This means that you can do more with less and focus on what you are good
at and let software vendors, like SAP, do the rest.
If the time has come for a unified IT strategy to help your business and you
are interested in a complete, integrated SaaS solution, visit (www.sap.com)
to find out how SAP Business ByDesign can help you:
•

Run your business better through a comprehensive, fully integrated
business offering that includes FIN, HR, CRM, SRM, Project Management and more.

•

Level the playing field by affordably accessing the same SAP best practices used by large companies

•

Automate end to end business processes, even if they span organizational boundaries

•

Adapt and extend your solution as growth dictates

•

Leverage a growing ecosystem of partner developed solution capabilities.
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SAUGATUCK OFFERINGS AND SERVICES
Saugatuck Technology is a strategic advisor to senior
executives, information technology vendors and investors,
providing strategy consulting, subscription research and
thought-leadership programs focused on emerging
technologies, key business / IT challenges, and effective
management strategies.
VENDOR STRATEGIC CONSULTING SERVICES
•

Market Assessment

•

Strategy Validation

•

Opportunity Analysis

•

Scenario Planning

•

Competitive Analysis

USER STRATEGIC CONSULTING SERVICES
•

Leadership and Planning Workshops

•

Strategy and Program Assessments

•

Deployment and Management Best Practices

•

Vendor Selection / Evaluations

CONTINUOUS RESEARCH SERVICES (CRS)
•

Subscription access to Saugatuck’s ongoing premium
research, including Research Alerts, QuickTakes,
Strategic Perspectives and fact-based and in-depth
Research Reports

•

Research agenda focuses on Key Trends and Emerging Technologies driving change in Enterprise Computing, i.e. SaaS, Cloud, Open Source, Social Computing, as well as market forces and players at the
business process layer

THOUGHT-LEADERSHIP PROGRAMS
•

Custom research programs targeting key technology
and business/IT investment decisions of CIOs, CFOs
and senior business executives, delivered as research
reports, position papers or executive presentations.

VALUE-ADDED SERVICES
•

Competitive and market intelligence

•

Investment advisory services (M&A support,
venture fundraising, due diligence)

•

Primary and Secondary market research.

For more information about this or any other Saugatuck
Technology report or service, please reach us through the
contact information below.
To learn more about Saugatuck consulting and research
offerings, go to www.saugatech.com or email info@saugatech.com. While there register for our complimentary Research Alerts, focused on emerging and disruptive technologies, key business / IT challenges, and
effective management strategies.
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