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Why Cloud?

The Business Opportunity
Cloud computing and software as a service
(SaaS) have in a few short years transformed
the landscape of the information technology and
communications industry (ITC). The transitions
from historical models of the sale of on-premise
software to the sale of software as a service have
begun in all of the major software companies
in all of the major markets around the world.
The industry changes driven by cloud technology and SaaS are
not transitional in nature but structural, and the software business will never be the same (see Figure 1). Structural changes in
the environment require structural changes in those that sell into
and function in the environment. As businesspeople, we cannot
afford to miss structural changes in our business; so we must
embrace cloud technology as one of those structural changes.
Here are a few data points describing the fundamental shift to
come:
•• Forrester forecasts that the global market for cloud computing
will grow from US$40.7 billion in 2011 to more than $241 billion
in 2020.1
•• SaaS delivery will significantly outpace traditional software
product delivery, growing nearly five times faster than the
software market as a whole.2

Figure 1: Growth Rate of the Global Cloud Market1

Why SAP and Why SAP® Business ByDesign®?
A reseller of SAP® solutions has to face many different decisions
and investment options. There is the structural decision whether
to invest in an on-premise or an on-demand solution. The question for an SAP partner, once a cloud decision has been made, is
why use SAP and the SAP Business ByDesign® solution? The decision to invest in SAP Business ByDesign is an investment opportunity. Many variables come into play in this decision, including
your prior experience with SAP as a partner. Sample variables
include whether you have made money with SAP in the past and
if it seems likely that you can make money with SAP Business
ByDesign going forward. The purpose of this document is to
assist you in making the investment decision for SAP and for
SAP Business ByDesign on behalf of your organization.
Whether or not you are currently a value-added reseller (VAR)
of SAP solutions, you likely are being bombarded with a number
of “invest in me” messages generated by a myriad of cloud and
SaaS vendors. Your challenge, like that of any business with an
established relationship with SAP, is to decide if cloud is right
for you at this moment. If you think it is, you must then decide
if SAP is the organization and SAP Business ByDesign the solution you wish to invest in. For you, the purpose of this document
is to help you make your investment decision as you examine
the variety of cloud and SaaS “franchises” currently offered on
the market. To this end, we have included supplemental information on the cloud strategy advanced by SAP as well as insights
into the research and development investments that have been
made by SAP in support of its cloud strategy.
Why Now?
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1. Stefan Ried and Holger Kisker, Sizing the Cloud, Forrester Research Inc.,
April 2011.
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have some cloud or SaaS involvement has gone from approximately 60% in 2010 to almost 90% in 2011 (see Figure 2). Additionally, more than 40% of VARs both sell and use cloud and
SaaS solutions. This number was only 15% a year ago.

Figure 2: Value-Added Resellers Using Cloud and SaaS
Solutions
2010
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So why now? The market growth numbers are too large for
most resellers in the software business to ignore. Your competitors are rapidly developing the ability to respond to requests for
cloud- and SaaS-based proposals from your customers. You may
have already lost a customer to a competitor that was able to
deliver a cloud or SaaS solution that you could not deliver. You
have read the research reports, seen the presentations, read
about cloud- and SaaS-driven mergers and acquisitions in the
industry, and talked to your partners and employees about the
cloud and SaaS and where it’s going. So why now? Because something is going on out there involving cloud and SaaS, and your
business risk increases the longer you wait to find out how cloudand SaaS-driven structural changes in the market will impact
your business.
Evolving Models
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The cloud and SaaS business and investment environment is
emerging as a complex set of related ecosystems comprised of
a number of interdependent economies populated by businesses
that have highly diverse business models and investment appetites. From the perspective of the business you run, it means
there are a number of directions in which you can decide to take
your business within the cloud and SaaS space. At present we are
able to identify at least seven distinct business models. Some
of these business models may be consistent with your business

Seven Cloud and SaaS Partner Business Models

Type

Partner Business Model

Description

1

Software-as-a-service (SaaS) reseller

Successfully sells enterprise resource planning
(ERP) software

2

Master value-added reseller

Conducts two-tiered selling through agents

3

Distributor

Provides volume, value, or specialty value

4

Cloud builder

Creates or may host private clouds for a larger
portfolio of clients

5

Cloud application provider or independent software vendor

Offers applications to others in the ecosystem

6

Cloud infrastructure provider

Offers public cloud to clients

7

Cloud technology provider (system and portfolio integrator)

Improves clouds of others with better technology

4
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plans, and some of them definitely will not be. The number of
species and subspecies of business models that emerge will
most certainly increase over time.
Different Business Models
The type 1 model is an SaaS reseller that may already be an
SAP reseller of on-premise products or may be a business that is
new to the SAP ecosystem and partners. The type 1 business looks
closest to a current SAP partner but is likely a hybrid between a
historic business and an SaaS-centric business. (More specifically, the type 1 business is likely to be a classic reseller of the SAP
ERP application with successful experience selling an on-premise
offering.)
The type 2 model is a master value-added reseller (mVAR) – a
middleman selling through a two-tiered structure and a member
of the SAP Extended Business program, with an evolving role and
a dynamic set of economics. The mVAR acts like a franchisor in
the franchise industry, providing viable business models and programs to assist smaller customer-facing organizations in getting
into the business of selling SAP Business ByDesign. (The mVAR
model and the related opportunities are a unique aspect of the
cloud channel strategy advanced by SAP. See the list of further
references in the “What Has to Happen” section for more
information.)
The type 3 model is represented by volume distributors (like
Ingram Micro), full-line value distributors (like Avnet), and specialty value distributors (like Westcon Group). All are finding their
way into the cloud and SaaS space.
The type 4 model is a cloud builder who creates and sometimes
hosts private clouds for its larger portfolio of clients. (This is not yet
a component of the channel offering for SAP Business ByDesign.)
The type 5 model is a cloud application provider (or independent
software vendor) who offers its applications to others in the cloud
and SaaS ecosystem.
The type 6 model is the cloud infrastructure provider who offers
public clouds to its clients. (Examples of the type 6 model include
Amazon, Rackspace, and IBM Global Services.)
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The type 7 model is a cloud technology provider (or system and
portfolio integrator) whose focus is improving the clouds of others
with better technology. (Type 7 and type 1 models may look very
similar from a solution and profit perspective.)
The type 8 model (not included in the table) is the cloud aggregator, or the systems integrators of the cloud.
It is anticipated that you will participate in the program as a distributor, a VAR (type 1), an mVAR (type 2), or an agent of type 1
who is a member of the SAP Extended Business program and
affiliated with an mVAR. (Contact the global channel cloud team
at SAP through cloudPartners@sap.com to learn more about the
mVAR program focused on SAP Business ByDesign.)
Contemplation Points
What would we like you to be thinking about as a result of reading this section? You realize the changes we are seeing in the software industry are structural in nature, not transitional. And as a
businessperson you cannot afford to miss structural changes in
your business. The cloud looks like one of those structural changes.
If you have made money as a partner of SAP in the past, you
should look hard at SAP Business ByDesign as a component of
your cloud or SaaS business strategy. If you have not made an
investment in a partnership with SAP in the past, you should seriously assess “the give and the get” associated with the possibilities SAP Business ByDesign offers compared with other cloud
and SaaS investment opportunities being presented to you.
Now is the time to focus on your cloud and SaaS business plan.
You can be sure that your competitors are rapidly developing
responses to your customers’ requests for cloud and SaaS solutions. At the very least, you need to develop your offerings so they
are considered in a competitive situation.
There are a number of directions in which you can decide to take
your business within the cloud and SaaS space. Consult the additional references listed in “What Has to Happen” to explore the
opportunities for VARs and mVARs with SAP.
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Considering an Investment in the Cloud

Strategic Business Options for Partners
As you and your team consider investment in the cloud and SaaS
business opportunity unfolding before you, it is important to think
about how the decision might fit into your overall business strategy. We have to tell you that not all of your peers and competitors
are doing this. Although 90% of VARs report (CompTIA research)
that they are engaged in the cloud and SaaS business, more than
half would tell you that they are simply making their strategy up
as they go along. More than 35% of resellers reported in recent
CompTIA research that they either have no business road map
or only a partial business road map to guide their cloud and SaaS
investments and strategy. The saying “If you don’t know where
you are going, you won’t know when you get there” is extremely
relevant in this context. In that light, this section presents some
of the business and corporate strategy decisions you should be
thinking about as you consider investment in the business opportunity offered by SAP Business ByDesign.
Cloud and Defensive Strategy
Lost-sales analysis is a technique of understanding why we win
and why we lose in selling situations. It is not always used, because
it is so easy for salespeople to declare the client was lost or the
proposal was lost because the company’s price was too high.
Lost-sales analysis by software resellers is beginning to reveal
that deals are being lost because businesses cannot offer their
existing and new clients a cloud- or SaaS-based solution to solve
a problem. Some incumbent solution providers are not considered for new business because their existing clients believe the
solution provider has no cloud- or SaaS-based solution, which
is what is wanted. This is clearly a problematic situation. What
are the implications and potential costs for your business?

From a valuation perspective, most of the value in your business
resides in your installed base. Systematic erosion of your base
has a negative impact on your business value for a number of
reasons. The most obvious is that you must find new revenue
sources to replace the losses incurred due to the erosion of your
client base. The cost-per-sales dollar associated with new business exceeds the cost-per-order dollar of business generated
within your installed base. Consequently, base erosion not only
reduces revenue levels but also increases business costs, and
that results in lower profitability and eventually lower valuations.
You should perform a lost-sales analysis in your business. You
should find out if any cloud or SaaS solutions have been sold
to your installed base in the last 12 months by any company
other than yours. You may find, as many have, that the competitive environment that has been created in your installed base
has forced you to make at least some preliminary investments
in cloud and SaaS technology. In fact, you may find that, if you
do not make these defensive investments, base erosion and the
value degradation of your business may accelerate in the future.
Cloud and Offensive Strategy
It is clear from the research that growth-centric resellers in
the market are using their newfound cloud and SaaS capabilities to generate new business from existing clients and new
business from new clients. For these businesses, the cloud and
SaaS story is a growth story. Their cloud and SaaS investments
are clearly offensive in nature and are focused on driving growth
and increasing business value. For example, in a group of VARs
that was engaged in the cloud and SaaS business last year,

Defensive and Offensive Cloud Strategies
Defensive

Offensive

Situation

Determine loss of sales due to inability to offer a solution
based on the cloud or software as a service (SaaS)

Generate new business from existing and new
clients through cloud and SaaS

Reaction

Calculate the impact of erosion of installed base on reduced
revenues, increased cost, reduced profitability, and possible
reduced valuation

Conduct two-tiered reseller selling through
agents

Action

Make at least preliminary investments in cloud and SaaS

Develop a business plan and invest properly
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approximately half expected sales growth to be in excess of 50%
the following year. The old sports adage says, “A good offense is
the best defense.” We are beginning to see this type of statement
ring true in the cloud and SaaS business. Organizations that have
moved confidently to establish an offensive cloud and SaaS business, developed a business plan, and invested to execute it are
defending and expanding their installed bases while acquiring
new customers. Drawing up business plans and investing in the
infrastructure and skills to acquire new cloud and SaaS clients
has made them better at defending and expanding their installed
base. The sales game is in fact a zero-sum game; one business’s
gain is another business’s loss.
Partner Strategic Options
From the way the cloud and SaaS business looks right now,
a reselling business has six options when making a corporate
strategy decision vis-à-vis its investment in cloud computing
and SaaS. The option you eventually select will be driven by:
•• Your corporate strategy
•• The business skills of your management team

•• Your financial condition
•• The characteristics of your service support training and
consulting business
•• The sales and marketing talent base of your organization
•• The characteristics of your installed base
•• Your management’s propensity to invest in growth
The purpose of this section is to provide a framework to help you
develop a workable, coherent, comprehensive, consistent corporate strategy that will advance you and your team in your efforts
to implement a cloud or SaaS strategy.
Born on premise, stay on premise: This is likely to be a slow liquidation strategy unless you are by far the best reseller of on-premise
software solutions in your market. This could also be a successful strategy if you manage to build a portfolio of alliances with key
providers of cloud and SaaS solutions. Nevertheless, you will likely
be continuously worried about client retention as cloud and SaaS
capabilities become table stakes in your market. Most of the market
data suggests that cloud and SaaS capabilities are likely to become
“must have” capabilities within the next 12 to 36 months.

Strategic Cloud and SaaS Investment Options
Present

Future

To Succeed

Remark

Born on premise

Stay on premise

Build portfolio of alliances
with key providers of cloud
and SaaS solutions

Cloud and SaaS to become
table stakes in market, with
client retention most likely
to be endangered

Born on premise

Complement with cloud and
software-as-a-service (SaaS)
solutions

Concentrate on installed base
to help acquire new clients
afterwards

Likely to produce winning
strategy based on traditional
reselling business

Born on premise

Make full transition to cloud
and SaaS

Execute flawlessly with
sufficient capital

All-in strategy

Born cloud and SaaS

Stay cloud and SaaS

Preserve capital until portfolio
of annuities creates cash
surplus

Potential exit or retirement
strategy

Born cloud and SaaS

Complement with on-premise
solutions

Partner with on-premise
resellers; compensate sales
force appropriately

Likely end state

Any of the above

Do nothing

Not applicable

Liquidation strategy
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Born on premise, complement with cloud and SaaS: This hybrid
strategy is in line with market trends and could produce a winning
corporate strategy based on a traditional software reselling business model. This strategy starts as a defensive strategy focused
on client retention and then transitions to an offensive growth
strategy once the installed base begins to turn toward your cloud
and SaaS offerings. Your success in your installed base creates
reference accounts to help acquire new clients. We expect this
strategy will be the most likely one for existing SAP partners.
Born on premise, full transition to cloud and SaaS: This is a
dramatic business and corporate strategy transition that is executed over a 24- to 36-month period. A plan is made to harvest
and then exit the legacy on-premise business in order to align the
strategy and investment around emerging opportunities in the
cloud and SaaS marketplace. This is an “all-in, bet-the-company”
strategy that could win big or lose big. It all depends on your execution skills. This is a corporate strategy decision based on return
on invested capital and the desire to dramatically increase the
value of your business, perhaps for eventual sale. The capital to
execute this corporate strategy may come from external sources
of debt or equity or may be generated internally by current operating profits or the sale of your on-premise installed base to another
organization. This strategy will not be a good fit for all organizations,
as it essentially requires a DNA change to be executed successfully.
Born cloud and SaaS, stay cloud and SaaS: This strategy is the
reselling equivalent of the SalesForce.com strategy. As a greenfield
start-up either affiliated or not affiliated with an existing on-premise
reseller, you have the benefit of having no existing cost structure
or inappropriate organization structure. On the other hand, a pure
start-up has no customers until they start to market and sell. The
start-up will need capital to pay the salaries of marketing, sales,
and technical staff until the portfolio of annuities created begins
to cover costs and then creates cash surpluses. These businesses
can be created as freestanding entities or corporate divisions of
existing resellers with lots of autonomy and insulation from the
cost allocation algorithms of the parent. This is an excellent opportunity to create something of value for the next generation without diluting your ownership of the parent. It also represents a
potential exit or retirement strategy for “50-something” owners
who want to have something valuable to sell in five to seven years.
Born cloud and SaaS, complement with on premise: This strategy provides full coverage for clients, regardless of how they wish
to consume a particular solution. This strategy is the likely end
state for reselling businesses that start out as “born cloud and
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SaaS” businesses. The on-premise components of the portfolio
can be sourced using alliances with resellers and partners still
engaged in the on-premise part of the market. For example, an
alliance between a “born cloud and SaaS, complement with on
premise” and a “born on premise, stay on premise” or a “born
on premise, complement with cloud and SaaS” would be very
workable. Unless handled properly, this corporate strategy can
become problematic for sales force compensation.
Any of the above businesses: A future strategy of do nothing will
likely sentence your business to an existence of always hungry,
never starving. This strategy is a slow – or maybe fast – liquidation
strategy, depending on how quickly your installed base deserts
you for suppliers that are offering and delivering cloud- or SaaSbased solutions. Fewer than 25% of the resellers in your market
are likely to be pursuing this strategy. Are you one of them? If so,
is it time to do something about it with SAP Business ByDesign?
Contemplation Points
What would we like you to be thinking about as a result of reading this section? You have learned how investments in your cloud
and SaaS business will fit into the overall business strategy you
are currently executing. For example, if you are thinking about a
liquidity event around your business, you need to be thinking about
how cloud and SaaS investments in the short term may impact
the value of your business in the longer term.
Based on a lost-sales analysis, you may question whether you are
currently losing deals in your installed base because you can’t
deliver solutions in the form your clients want to consume. Can
you afford not to discover this if, in fact, you need to start playing
defense? If you are making defensive investments to hold the
value in your base, you might as well think bigger and bolder and
consider growth with cloud and SaaS solutions.
If you are thinking about making cloud and SaaS investments,
we would like you to be thinking about corporate strategy and
specifically about what businesses you want to be in and how
you want to be in them. In addition, we would like you to tie your
thinking about a cloud and SaaS investment into your strategy
for building the value of your business and perhaps even your
personal exit strategy. If you have already given these aspects
of corporate strategy some thought, we can help you and your
team increase the value of your business when you come talk
to us about SAP Business ByDesign.
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Gaining Clear Leadership from the Top

Partner Infrastructure and Capability Requirements
The decision to begin to build a cloud- or SaaS-based business
is an important strategic and financial decision. It requires leadership from the top of the organization and very clear guidance to
those in the organization who execute the plans and activities.
Some of the things that your organization has done without question in the past will have to stop, while other activities that are
new to everyone will have to be mastered quickly. As has been
stated previously, your strategic options are to a large extent
driven by features of your corporate heritage. Major constraints
impacting what your company and its people can and can’t do
in the next 24 to 36 months include the following organizational
features:
•• Your corporate strategy regarding how you grow and what
businesses you see yourself engaged in
•• Your organizational structures
•• The attitudes toward marketing and investments in marketing
•• The sales capabilities and sales force compensation strategies
and models
•• The role of technical skills and the people who have them in your
organization

Organizational Structures

The purpose of this section is to help you understand what your
organization has to build and what it has to change in order to
develop a successful business focused on cloud and SaaS. We
want your business to be successful. If the business you build
has SAP Business ByDesign as a fundamental platform, then
all the better.

How much more “client acquisition firepower” does a cloud- or
SaaS-focused business require in comparison to an on-premise
reseller of the same size? Assume an on-premise reseller generates $5 million per year of net-new business generated by
50 transactions that average $100,000 each. Further, assume
the close rate on proposals is 25% and proposals are requested

We know from observing successful businesses in the cloud and
SaaS space that several organizational structures and capabilities
are critical to success. Without some of these structures in place,
it is not possible, or at best it is very difficult, to build a successful business.
Marketing Capabilities
Channelcorp partner research conducted over more than a decade
tells us that 60% to 70% of channel partners do not currently
have dedicated resources focused on marketing. Because of the
critical importance of high-volume, low-cost customer acquisition to the economics of the cloud and SaaS business model, it
is crucial to have structured high-productivity, client-acquisition
marketing functionality in place. The marketing need becomes
even more critical for customer retention when you measure the
long-term impact of the client-loss rate, or client churn, on the
long-term value of your accounts and your business.

Partner Infrastructure and Capability Requirements

Area

Requirements

Marketing

Structured, high-productivity, client-acquisition marketing to generate large quantities of high-quality
leads with relative ease in a cost-effective manner

Sales

Annuity-based compensation scheme, appropriate employment of hunters and farmers, volume-capable
qualification process, virtual needs assessment, and product demos

Technical

Focus on repeatable, defined-scope assignments focused on core cloud and software-as-a-service solutions
and customers; parallel remote-delivery engagements (packaged); blend of senior and junior resources
and possibly onshore and offshore resources

Financial

Sufficient capital to invest in obtaining or developing core capabilities that currently don’t exist
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by 50% of the leads generated. The math tells you that this business requires enough “client acquisition firepower” to generate
400 leads per year or about 7 or 8 leads per week.
Now assume a cloud or SaaS reseller generates $5 million per
year of net-new business generated by 100 transactions that
average $50,000 each. Further, assume the close rate is 25% and
proposals are requested by 50% of the prospects generated.
The math in this case tells you that this business needs to generate 800 leads per year or about 15 qualified leads per week.
Now, let’s reduce the close rate on proposals from 25% to 20%
and the number of proposals requested from 50% to 40%. The
number of leads this business requires rises from 800 per year
to 1,250 per year or about 24 leads per week (see Figure 3).
The cloud- or SaaS-based business needs to generate two to
three times the number of leads (800–1,250) that the on-premise
business needs to generate (400) in order to support the same
sales volume. This simple example shows that from a perspective of marketing cost, the cloud or SaaS business must generate leads at 25% to 50% of the cost of a lead generated by the
on-premise business. Keeping marketing costs down requires
the use of referral programs targeted at employees and existing
customers as well as the influence of key players in the industries in which you are active.

Example: Different Marketing Capabilities Required
for Different Results
On Premise

Cloud and SaaS

Number of leads

X

2–3X

Cost per lead

X

.25–.50X

From a cost-per-lead perspective, a business may be able to
pay $1,000 per lead if the eventual outcome is an average deal
size of $100,000. However, if the average deal size is less than
$100,000 and the proposal request rates and close rates are
lower, then it is very clear that the cost per lead must be reduced
in order for the business to remain profitable. In order to get costper-lead numbers down to acceptable levels, successful partners
need to be making full use of employee, customer, and partner
referral programs. They must also leverage programs that focus
on key influencing bodies in the target market.
It is clear that in order to feed the sales force of a cloud- or
SaaS-focused business, the business in question must have a
set of marketing capabilities that can generate large quantities
of high-quality leads with relative ease in a cost-effective manner.
The key marketing question for your business is whether you
can do this.
Sales Capabilities

Figure 3: Example of On-Premise Versus On-Demand
Client Acquisition Metrics
Leads

1400

Requests

Transactions

1200
1000
800
600
400
200
0
On-premise reseller

Cloud/software-

Cloud/SaaS

as-a-service (SaaS)

reseller 20/40

It is often said that there is no such thing as sales strategy,
just compensation strategy. Even if you are producing as many
leads as you require, you must still qualify clients, propose solutions, close deals, maintain deals, and up-sell clients or expand
the number of clients within the account. As you know, the ability
to get this job done in the software business requires the right
people selling the right solutions to the right prospects while
being compensated in the right manner.
As more partner sales forces enter a cloud or SaaS business, it
is becoming clear that the best sellers of on-premise solutions
may not be the best sellers of cloud or SaaS solutions. What that
means is you may have a group of salespeople in place who are
not the best fit for your destination business. What it also means
is you may have some people on staff not currently in sales positions who may be excellent sellers of cloud and SaaS solutions.

reseller 25/50
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Clearly, compensation systems are major drivers of sales force
performance and always have been in the software business. Due
to the annuity nature of revenue in the cloud and SaaS businesses,
compensation systems are necessarily different than they are
in the on-premise business. Rather than compensation based
on gross profit generated to be paid when the customer pays,
we are seeing compensation systems that resemble those found
in the insurance and financial product sales businesses. Terms
beginning to appear in the cloud and SaaS compensation vernacular include:
•• Load – the percent of the compensation paid on contract
signing
•• Chargebacks – the amount of commission taken back from
a salesperson if a contract is canceled
•• Maintenance fees – the amount of compensation paid to a
salesperson after year one of the contract
•• Flat commission – the fixed percentage of the contract value
paid to the salesperson over the life of the contract
Systems are required to account and pay people according to
these new metrics.
The sales behavior drivers are different, as is the type of person
whose behavior is being driven. The key sales question facing
your business is this: will your existing sales force respond to a
new way of being paid, and if not, who will your sales force be?
The cloud, SaaS, or on-demand sales changes in your business
may go far beyond compensation. Especially for SaaS, customer
retention is a critical success factor. Hunters (new-name acquisition) may have to be clearly distinguished from farmers (installedbase account management). These two distinct sales talents may
require different quotas and different compensation models, as
the activities and the profiles of these people are quite different.
Your sales team may discover that, beyond compensation, how
opportunities are managed must change. We are learning that
cloud, SaaS, and on-demand offerings are not traditional consultative sells that all VARs of enterprise resource planning (ERP)
software know about. The value-oriented sales approach – where
your people conduct discovery sessions to help customers understand their needs, and then map those needs to the solution
before configuring it to meet the identified requirements – is
going to be expensive. For cloud, SaaS, and on-demand offerings, we are learning that sellers need to take a volume approach,
where time is invested in qualifying customers for the solution,
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rather than fitting the solution to the customer. The customer
qualification process needs to be designed in such a way that
your salesperson can move on quickly if the customer is not the
right fit for your solution. Dwelling on the wrong lead will dramatically increase your sales cost. Ideally your sales process will be
designed for velocity and the right touch. Sales collateral and
marketing messages must make it very clear what the solution
is in order to let prospects disqualify themselves at low cost. To
further reduce costs, a needs assessment and product demos
will have to be conducted virtually at some point. Your presales
people will have to adapt their traditional proficiencies in order
to conduct discovery workshops remotely and give demos over
the Internet. This will require a new set of sales and influence
skills, as the experience is quite different when you can’t read
the body language of your audience.
Technical Capabilities
Most existing as well as new SAP partners have a strong technical skill set in both the solutions and the technical environments
of existing and potential clients. This unique skill set is often a
core differentiator for the bulk of your business. However, there
will be a need to build solution-specific skills. And to refocus on
cloud or SaaS offerings, you will have to repurpose your technical people from one-off assignments to repeatable, defined-scope
assignments. In fact, the changes required to adapt technical
capabilities from a specialist model to a generalist technical model
may be as dramatic as the changes required to put your new
marketing and sales capabilities in place. The key technical question facing your organization revolves around how much investment in reskilling will be required to allow you to execute your
chosen strategy.
Most resellers, especially on-premise ERP resellers, are used
to taking a project approach, whereby they dispatch a team of
consultants to the customer and work on-site. With cloud, SaaS,
and on-demand offerings, partners will likely need to rethink the
legacy service delivery model and take a factory or manufactured solution approach. Customers are qualified for the solutions; specific enhancements are analyzed, then packaged with
the solution. The delivery team will get ready to deliver most of
the activities remotely, thus allowing them to work on several
projects in parallel. It will not be unusual for the consultants implementing your cloud, SaaS, or on-demand offerings to work on
four to six projects during the same time period. This technical
resource deployment pattern will have the net benefit of allowing
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a good mix of senior and junior resources assigned to projects.
Ultimately this staffing blend will improve utilization, possibly
leveraging onshore and offshore resources for defined activities.
Financial Capabilities
For most partners and resellers, the key to their transition to
a cloud- or SaaS-focused business will be more about money
and financial capability than about technology. Your corporate
heritage will determine the set of strategies you are able to execute and how much you have to invest to obtain or develop core
capabilities you do not currently have. Those of you who have
marketing capability (about one company in four) can direct communication strategy and tactics on digital tools that exploit a
high-volume and low-cost approach per lead. These tools can
include e-mail marketing, Webinars, search engine marketing,
and search engine optimization. This is what it will take to generate the volumes of high-quality leads at the required low cost
to make your profit model work. If you are part of the 60% to 70%
of partners and resellers who do not have a dedicated marketing resource, then your financial commitment to get in the game
will be higher in absolute terms.
The same goes for sales and technical capabilities. If your corporate heritage produced sound salespeople and a flexible compensation system, your transition to the cloud or SaaS will be
reasonably smooth. The same is true if your corporate technical heritage fostered a “whatever it takes to get the job done”
culture. If your organization is dominated by the sales force,
and the technical group gets engaged in a client’s business problem only if they are interested in the problem, your transition
will take firmer guidance. The transition will not be impossible,
but there may be some friction impeding progress until a leader
deals with the people, the systems, or the strategies holding
your transition back.
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Later in this document, we focus on the impact that the income
statement on balance sheets, cash flow, and business valuation
can have on making money and building business value with SAP
Business ByDesign. The key financial question facing your organization at this point is how much you will need to invest in reskilling
to get into the desired business in the desired way. The amount
you invest influences how long it takes for the investment to pay
off and what the projected return on invested capital will be. Our
hope is that you decide to pursue your future cloud- and SaaSfocused business with SAP and SAP Business ByDesign.
Contemplation Points
What would we like you to be thinking about as a result of reading this section? You realize that leadership from the top of your
organization will be necessary to get the required infrastructure
and capabilities in place to support the transition to a cloud- or
SaaS-focused business. To a large extent, your corporate heritage has shaped your current infrastructure and capabilities,
and you and your team need to gain an accurate picture of both.
You have to get an idea of what the business must look like in
24 to 36 months, and you must draw up a destination plan to
help you get it where you need it to go. Enhancement of marketing and sales capabilities and infrastructure will be “must dos”
for up to 70% of partners and resellers. Investment in these two
areas will consume much of the transition budget. Changes in
technical capabilities may need to be relatively dramatic as you
move from a specialist model to a generalist technical model.
We also want you to be thinking about what you are truly good
at and where you need to fortify your infrastructure and capabilities before you come and talk to us. If you have identified where
you need assistance in making the transition, we can match your
needs with various components of the channel program focused
on SAP Business ByDesign.

How to Make Money in the Cloud

Assessing Profitability

The Impact on Income Statements
As an experienced businessperson, all of this talk about structural change has no doubt got you wondering how involvement
in a cloud or SaaS business might impact your company’s income
statement, profitability, and valuation. The cloud or SaaS business requires most businesspeople to think about their income
statements differently than they did when they were predominately focused on on-premise offerings. The revenue, expense,
and therefore profit drivers in this new arena are different.
Revenue impact
In a business focused on reselling on-premise software, revenues
are driven by a few large transactions. These reap the majority of
revenue – and therefore gross margin – during the first 12 to 24
months after the transaction is closed. Services revenue is triggered by software license sales. The pattern and structure of revenue acquisition drive compensation systems for the sales force,
allowable marketing spend per revenue dollar, and the cash-flow
requirement patterns of the business. Big investments in customer
acquisition are made for a few big clients, which results in lumpy
sales revenue flow and lumpy cash flow over time.
The revenue drivers and relevant revenue metrics in the cloud
and SaaS business are more like the drivers and metrics in the
life insurance business. Cloud and SaaS accounts can contain
multiple clients that generate multiple transactions. Accounts
are identified by the amount of recurring revenue that remains
payable on the total portfolio of contracts in the account. The
rate at which accounts, clients, or transactions are lost or churned
is a huge driver on the revenue side of a cloud- or SaaS-focused
business. When a cloud or SaaS business loses an account that
is going to be generating revenue for a three- to five-year period,
the net present value of a lost account at a 10% discount rate is
easily from 30 to 50 times the monthly value of the fees being
paid at the time of loss.

The average or median size of transactions in accounts is crucial.
This is due to the relationship between the initial size of the cloud
or SaaS contract and the likelihood that the stream of recurring
revenue will grow over time. We are beginning to learn that larger
initial contract engagements lead to larger subsequent engagements and multiplied growth. Conversely, the churn rate of clients
goes down as the size of the initial transaction increases.
The rate of new-account acquisitions has a dramatic impact on
revenue and revenue growth. Driven by the marketing and sales
infrastructure you put in place as well as the compensation system
you implement, this metric has a compounding effect on growth.
This is due to the mathematics of layered annuities growing on
top of each other.
High initial average or median transaction sizes combined with
low rates of customer loss or churn and high rates of new-account
acquisition creates a revenue generation dynamic not seen in
on-premise businesses.
Expense Impact
In cloud and SaaS businesses, the key expense drivers are the
costs of customer acquisition, customer retention, and support.
Although these types of expenses occur in your on-premise business, it is crucial to get them under control in the cloud or SaaS
business.
Customer acquisition costs have a marketing and a sales component. The marketing-related customer acquisition cost must
be kept within ranges indicated in the business planning models
used by SAP and a number of other vendors. To do this, you must
invest in an infrastructure that generates the required number
of leads of the appropriate quality to drive transaction sizes and
close rates to make the business successful. For many existing

Example: Net Present Value of a Lost Account
Contract Duration

3 Years

4 Years

5 Years

Net present value of US$1,000
per month at 10% discount rate

$32,826

$41,482

$50,038
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SAP partners, and those new to SAP, this expense management capability will likely require you to rethink and refund the
marketing function in your organization. The cost of the sales
component of customer acquisition is impacted by the cost and
the productivity of your sales force. The cost of your sales force
is driven by the type of people you have selling and the system
you use to pay them. The productivity of the sales force is related to the number and quality of leads your marketing operation
generates, the rate at which the sales force closes transactions,
and the size of contract sold on closing.
Customer retention and support costs are essentially blocks of
fixed costs that result from the model you decide to use. If you
decide to simply resell the offerings of SAP, your customer retention and support costs may be restricted to the costs associated with employing consultants. However, we are learning that
many things can impact the expense side of the cloud, SaaS, or
on-demand business. They include your chosen delivery mode,
the mix of junior and senior consultants on assignments, and
the mix of on-site work versus remote work.
Profit Impact
The profit equation in the on-premise business is well known.
Revenue less cost of goods sold equals gross profit. Subtract
selling, general, and administrative expenses and you get net
income before interest and taxes. In order to increase profit, you

increase revenue, reduce cost of goods sold, or take costs out
of selling, general, and administrative expenses. This approach
may not be easy, but it is known and considered reasonably
predictable by most managers and owners. There is no real
problem matching sales and marketing expenses with the revenues they generate. There are no worries about the net present
value of annuity revenue generated. Generally your profit is the
difference between what you receive as revenue and what you
spend to get it.
The revenue and expense drivers in a cloud or SaaS business
are a little different. For some businesspeople, it requires a different angle on profit management. So what does it take to make
a profit in the cloud or SaaS business? In a start-up situation,
how long might it take to happen?
Accounts in a cloud or SaaS business become profitable when
the cumulative revenue generated by the account exceeds the
cumulative cost of customer acquisition and ongoing customer
retention. Accounts are not profitable on signing, because the
initial expenses lead the initial revenue and it takes a period of
time for the total revenue generated to overtake the pool of total
expenses. In fact, this dynamic leads to a requirement for a “cash
plug” until the revenue contribution overtakes the expense load.
On the most basic level, account revenue in a period must exceed
customer retention costs of that period. Otherwise, there will
never be a positive contribution made to cover the costs of customer acquisition and fixed overhead.

Example: On-Premise Profit Versus On-Demand Profit
Contract Duration

Year 1

Year 2

Year 3

Revenue of on-premise transaction at license value
US$100,000 and 20% maintenance (deal closed in Q4)

$75,000

$15,000

$15,000

Revenue of on-demand transaction at license value
$100,000 and 20% maintenance (deal closed in Q4)

$9,000

$36,000

$36,000

Cost for acquisition and retention

$20,000

$10,000

$10,000

Profit for on premise

$55,000

$5,000

$5,000

Profit for on demand

-$11,000

$26,000

$26,000
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A cloud or SaaS business turns a profit when the total revenue
generated from the portfolio of all accounts exceeds total cost
of all functions. The revenue varies as a function of the number
of accounts and the average account size. The expense function
has a fixed component and a variable component. The fixed
expenses are related to labor and salary costs and allocated facility
costs. The variable expenses are related to how you compensate
your sales force and program-driven marketing costs.
The dynamics of revenue and expense at work in cloud and
SaaS businesses make it possible to have profitable accounts
in an unprofitable business and an unprofitable business that
contains profitable accounts. However, it is not possible to have
a profitable business if the majority of business written in the
accounts is not profitable, and this state of the world takes time
to develop.
The profitability drivers for a cloud or SaaS business are not the
same as for an on-premise business. Account loss rate or churn
has a huge negative impact on the profitability of a cloud or SaaS
business. When an account is lost, an equivalent revenue stream
must be acquired in order to maintain the size of the business.
If the rate of account loss (amount of revenue lost in a period)
exceeds the rate of account acquisition (amount of contract revenue gained in that period), business profitability will fall. Because
the recurring revenue of existing accounts pays for the cost of
acquiring new accounts, loss of the existing accounts puts downward pressure on the profit model.
Transaction size also impacts the profitability of a cloud or SaaS
business. Larger transaction sizes mean fewer transactions to
generate a given amount of revenue. Marketing and sales costs
do not generally vary with transaction size. Consequently, successful engagement in larger transactions generally results in
lower account acquisition costs (marketing and sales costs),
higher initial account profitability, and faster break-even times
on the account and the entire business. However, we are learning that better techniques to acquire customers can reduce marketing and sales costs. This makes it possible to generate the
same or similar profit levels from smaller transactions.
Transaction acquisition cost, which is mainly marketing and
sales related, impacts the profitability of a cloud or SaaS business
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as well. Assume an extreme case where the transaction revenue
does not meet the cost of acquiring the account. In this situation, the account would never make a contribution to fixed costs,
let alone to the profit.
Transaction counts and the growth of transaction counts have
a major impact on the profitability of a cloud or SaaS business.
This metric is related to managing churn or account loss. Assume
a business is losing members of its account base at the rate of
10% per year, but it is acquiring new, perhaps larger accounts at
the rate of 15% per year. Profitability of the business will be maintained and will in fact grow if the account retention cost stays
constant or drops.
Customer retention and support costs impact the profitability
of a cloud or SaaS business. Ongoing account contributions to
fixed costs and profit are equal to the account period revenue
less the period of customer retention and support costs. Reducing the costs of customer retention and support results in an
account’s greater contribution to fixed costs and profit.
How long does it take to make money as a cloud business? The
answer to this question depends on the way you enter the business and the scope and scale of the investment you make. We
reviewed a range of industry projections, completed our own
projections, and discussed this point with a number of businesses
that made the investment and the transition. The commonly
held belief is that a period of 15 to 36 months (5 to 9 quarters)
is required before the cloud or SaaS business generates accounting profits. A period of 24 to 48 months (8 to 16 quarters) generally elapses before the business has generated positive cash
flow on a cumulative basis.
Contemplation Points
What would we like you to be thinking about after reading this
section? You now know how the income statement impacts
your engagement in a cloud- or SaaS-based business. You understand that the pattern and structure of revenue acquisition in
cloud- and SaaS-based businesses are dramatically different
than in an on-premise business. The differences are significant
enough to have an impact on your working capital and cashflow planning. To keep down costs in marketing and sales, your
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key management challenges will be to control the cost of customer acquisition. On the technical side, you can control cost
through the degree to which you “package” your offer and your
intellectual property.

This shift in focus will have an impact on the people and skill
sets you use to build your business.

Managing profit in a cloud- or SaaS-based business requires
especially sales to focus on a different set of metrics than those
generally used in an on-premise environment. The new dashboard may include:
•• Average recurring revenues
•• Churn rate
•• Customer acquisition cost
•• Average cost to service a customer
•• Customer lifetime value or net present value

When all is said and done, the business opportunity we have
been discussing will take 15 to 36 months before it starts to show
an accounting profit. It should take 24 to 48 months for all the
cash you invested to be returned to you.

Sample Income Statement with SAP Business ByDesign

At SAP, we carefully estimated the impact on your income an
engagement with SAP focused on SAP Business ByDesign
could have. For a more precise estimate, please contact your
SAP account representative.

Estimated Cost Impact of an Engagement with SAP
Year 1

Year 2

Year 3

Year 4

Year 5

New Customers

6

11

24

30

40

Total Revenues*

262,288

1,178,137

2,620,843

5,188,463

7,458,148

26,102

194,696

493,740

1,021,874

1,664,915

Sales Salaries

212,500

200,000

412,500

400,000

676,250

Consulting Salaries

166,667

467,344

971,190

1,639,722

2,042,488

Marketing

118,000

135,520

202,000

284,400

370,600

Total Costs (incl. cost not displayed)

582,274

1,108,172

2,329,922

3,849,096

5,468,591

Operating Income

-319,986

69,965

290,921

1,339,368

1,989,556

Operating Margin

-122%

6%

11%

26%

27%

Cost of goods sold

*All monetary figures are in U.S. dollars.
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Examining the Structural Makeup of Current Assets Accounts

The Impact on the Balance Sheet
The discussion of how developing a cloud or SaaS business
impacts your income statement begs for a discussion of how it
can impact your company balance sheets. The most material
difference between the balance sheet of the on-premise business and a cloud- or SaaS-based business appears in the structural makeup of the current assets accounts.
Current Assets
The average on-premise business has current assets accounts
that include cash and cash equivalents, accounts receivable, inventory (in some cases), and prepaid expenses. Accounts receivable
are usually responsible for the largest account balances (more
than the cash balances), with investments that range from 30 to
90 days’ worth of revenue. In a $10 million business, this could
amount to an investment in accounts receivable of approximately
$800,000 to $2.5 million. This amount would depend on credit
policies, levels of client satisfaction, and the use of leasing by the
business to replace accounts receivables. Not only are these investments large in relation to the credit capacity of the business, but
they are potentially risky. It is very possible that these investments
in accounts receivable are in fact made in very few accounts. This
situation would result in very few accounts that owe the creditgranting business a relatively large amount of money per account.
In addition to the investment in accounts receivable, the business may also have a small to moderate investment in inventory.
In the same $10 million business, the inventory investment could

be in the range of 10 to 15 days of revenue or approximately
$270,000 to $410,000. The low-low range of the combined
accounts receivable and inventory investment is approximately
$1 million, whereas the high-high range is nearly $3 million.
Contrast this picture with the structural makeup of the current
assets accounts in the cloud- or SaaS-driven business. The contracts that have been signed to make up the recurring revenue
are payable on a monthly basis and, in many cases – like many
household annuity-type bills – are paid a month in advance. The
best case has the investment in accounts receivable equal to
10 days of revenue. The worst case has the investment in accounts
receivable equal to 30 days of revenue. In a $10 million business, this would indicate an investment in accounts receivable
of $275,000 to $800,000. There would be no requirement for
an inventory investment in a cloud- or SaaS-based business.
The low-low difference between the current assets investment
required to drive a $10 million on-premise business and a cloudor SaaS-based business of the same revenue is $795,000. The
high-high difference is $2.11 million. Current assets investment
in cloud- and SaaS-based businesses is less intensive than for
the on-premise business of the same size.
Cloud- or SaaS-based businesses are not likely to experience
increased requirements for long-term assets such as land, buildings, computer hardware, software, or office furniture and fixtures

Example: Accounts Receivable and Inventory Investment Summary for On Premise

Accounts receivable

30 Days

90 Days

US$800,000

$2,500,000

Inventory

10 Days

15 Days

$270,000

$410,000

Example: Combined Investments
Accounts Receivable and Inventory
Low-low
High-high
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Accounts Receivable and Inventory

US$1,070,000
$2,910,000
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Example: Accounts Receivable Summary
Best Case:
10 Days of Revenue

Worst Case:
30 Days of Revenue

Accounts
receivable

US$275,000

$800,000

Inventory

0

0

Example: Comparison of On-Premise and On-Demand
Investment in Current Assets

Low-low

On-Premise
Investment

On-Demand
Investment

Amount on
Premise Exceeds
on Demand

US$1,070,000

$275,000

$795,000

$800,000

$2,110,000

High-high $2,910,000

except insofar as those assets support company growth.
Increases in goodwill may occur as a cloud- or SaaS-based business acquires other businesses in the market. Generally the longterm assets accounts of an on-premise business are likely to look
very similar.
Current liabilities in the cloud- or SaaS-based business will not
include the liabilities driven by the purchase or resale of product. In the model SAP advances, current liabilities will include
the cost of paying for services delivered by SAP, with payment
due one quarter after the transaction is closed. If the business
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collects accounts receivable in 30 days (possibly through leasing or factoring arrangements) and receives the equivalent of
90 days’ credit from SAP, its operating cash cycle is negative
60 days. This is a tremendous advantage to the business. Other
than the difference in accounts payable (how the cost of goods
sold and services sold is collected), the structure of current
liabilities in the on-premise business is similar to the cloud
or SaaS business.
Long-term liabilities in an on-premise business are generally
comprised of long-term debt either secured by corporate or
personal assets. The same will be true of the long-term liabilities of a cloud- or SaaS-based business.
Contemplation Points
What would we like you to be thinking about as a result of reading this section? You have learned that the greatest difference
between the on-premise business and the cloud or SaaS business is related to current assets. The cloud or SaaS business
clearly requires a lower investment in current assets to generate the same levels of revenue as the on-premise business. This
difference can be substantial and can be accurately modeled
for individual businesses.
Differences in long-term assets are growth related. The difference in current liabilities is the difference between the cost of
goods and services sold and the credit terms laid down by the
model for SAP Business ByDesign that SAP offers. Differences
in long-term assets are driven by changes in capital required
by the start-up cloud or SaaS business (see “Working Capital
and Cash Flow” below). Once the cloud or SaaS business is three
or four years old and start-up capital borrowed long-term is paid
back, the differences in long-term asset structures between the
on-premise and cloud or SaaS business will be negligible.
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Clearing the Way for Growth in the Cloud Business

Working Capital and Cash Flow
Working capital and cash flow are emerging as major impediments
to the development and growth of a cloud or SaaS business. Without adequate capital, the required investments to transition the
business model cannot be made. Without the required investments in marketing, sales, and technical skill sets, the likelihood
of success is reduced. In addition, time and money appear to be
interchangeable. Without enough capital, it takes too long to get
required changes made with the result that business momentum
cannot be developed or sustained. Reviews of successful SaaS
partner businesses and assessments of those that did not fare
very well confirm these conclusions. Before a business takes a
serious look at investing in a business based on SAP Business
ByDesign, it must fully comprehend the impact of the investment
decision on its working capital and cash flow. Generally, the investment capital to build the business will come from operating profits, new debt, or new equity injected into the business. Whatever
the source of capital, it is imperative to understand the dynamics of the use of the capital. The purpose of this section is to shed
light on questions concerning working capital and cash flow. These
questions must be answered before embarking on a business
based on SAP Business ByDesign.
Simple Model of Cash Consumption with
SAP Business ByDesign
The cash consumption characteristics of a business based on SAP
Business ByDesign have been modeled extensively, and verification data on performance is beginning to emerge from the field.
We can quite accurately project how much capital a successful
entrant will need to invest to build a business with 25 employees generating revenue of $9.1 million in five years at a rate of earnings before interest and taxes (EBITDA) of 25% to 30%. We can
project how long the required investment is at risk, and we can
foresee when the total amount that was originally invested will
be in the business owner’s bank account as cash. We are also
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Example: A Cash-Consumption Model for
SAP® Business ByDesign®
Key Parameter to Watch

Value Given in Model

Investment required

US$280,000

Time to profit

5 quarters

Time to positive cash flow

5 quarters

Time to breakeven

10 quarters

beginning to generate information on the expected returns that
the business can generate longer term. Obviously, there are a
number of variables at work, many of which are related to the
capabilities and resources that make up your organization. However, at this stage of your decision making, we can provide enough
insight to encourage you, as a potential investor, to engage with
SAP. We have financial planning tools developed specifically to
help you understand the financial realities of the strategy you
are considering.
How Much Is Required?
The model shows that a successful entry-level business based
on SAP Business ByDesign will likely need unencumbered investment capital in the range of $250,000 to $6.3 million. Investing
capital in an emerging market will be less. The required amount
of capital will peak approximately four quarters (one year) after
you start your investment cycle.
How Long Is It at Risk?
According to our data, it looks as if the investment in a business based on SAP Business ByDesign will be at risk for up to
10 quarters. The financial models and evidence from the field
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suggests that with proper execution, the total amount invested
in the business could be paid back in three years or less. We also
note that by quarter 13 or 14, the total amount originally invested
will be equal to the positive cash-flow balance, and the positive
cash flow will continue to increase from there.

driven by rapid increases in earnings before income tax (EBIT)
that exceed increases in invested capital. Results from businesses will differ, but the model and experience to date should
get you and your team interested enough in a business based on
SAP Business ByDesign to contact SAP for an in-depth discussion.

What Is the Return on Invested Capital?
Return on invested capital (ROIC) is a measure of how well companies are investing their money. When the return on invested
capital exceeds the cost of the capital to the business, the business is increasing in value as a result of the investments made.

Contemplation Points

ROIC equals:
EBIT x (1 - tax rate)
_____________________________________________
(Current assets - current liabilities) + fixed assets
The first two years of the investment in SAP Business ByDesign do
not show a positive ROIC because the expenses lead and exceed
the revenues. By the third year of the investment, profitability
begins to emerge as revenue streams overtake expense streams.
Due to the nature of the cloud or SaaS business, there are very
few fixed assets in the equation. Current liabilities are equal to
normal trade payables. Current assets are mostly made up of
cash (excess cash levels are generally removed for the ROIC
equation) and accounts receivable. The calculations indicate that
by year three the ROIC on the investment is approximately 25%.
In subsequent years this rate continues to rise to over 100%,
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What would we like you to be thinking about as a result of reading this section? First of all, you are now acquainted with what the
cash flow and working capital impact of investing in a business
based on SAP Business ByDesign might be. SAP has invested
extensively in financial modeling tools to help you and your team
build a quantitative picture of your business, including the financial aspects. It is obviously in everyone’s best interest to know
the financial “truth.”
Second, you are aware that anyone investing in a business based
on SAP Business ByDesign requires $250,000 to $300,000
of capital that he or she can afford to invest for a period of up to
10 quarters. If you have 10% or more of last year’s revenue in
cash or near cash (investable funds), then you need to be a business with at least $2.5 million to $3 million of 2011 revenue. Alternatively, you must have access to “outside” debt or equity capital.
Finally, if you have the capital to invest and the organization to
execute the required business model, then your investment in
SAP Business ByDesign can have a strong positive impact on
the long-term value of your business.

How to Make Money in the Cloud

Increasing the Value of Your Business

The Impact on Business Valuation
What impact will entering the SaaS business with SAP Business
ByDesign have on the value of your business? The focus and purpose of this section is to help you understand how investing in
SAP Business ByDesign can help you increase the value of your
business. After all, that’s what it’s all about, and we are beginning
to learn a great deal about it.
Earnings Multiples
In the software business, it currently appears that full-line and
mature software companies are being valued differently than
their cloud or SaaS counterparts. Price-to-earnings ratios of
a portfolio of publicly traded cloud- and SaaS-centric software
companies are trading at approximately two to three times the
price-to-earnings ratios of a portfolio of more established companies focused on on-premise offerings. We also know from
recent merger and acquisition activity that some very strong
earnings multiples are being paid for cloud- and SaaS-centric
organizations.

A business based on SAP Business ByDesign as it is currently
modeled looks like it can comfortably generate a sustainable
EBITDA in the range of 25% to 30%. After the first two or three
years, the business appears to have no problem generating rates
of return on invested capital far in excess of the cost of the invested capital. Every percentage point of ROIC in excess of the cost
of capital goes straight to the growth of company value.
Growth in the business happens in three ways. We know that
over time the average contract size sold by a partner increases.
We know that a certain percentage of clients are up-sold during
the course of a contract, meaning the monthly contract amount
goes up. We also know that the market for cloud and SaaS solutions is forecast to grow 25% to 35% per year. We expect SAP
Business ByDesign will attract new clients at that rate or higher.
Do the Math

In the partner business, we know that the revenue value of cloud,
SaaS, and managed print services partners is two to four times
that of same-size partners, without employing an annuity model.

Adding revenue from SAP Business ByDesign to the revenue of
your organization will multiply the impact on your business. We
estimate that for every percentage point of revenue from SAP
Business ByDesign you add, you will increase the value of your
business by 2% to 3%. That’s something to think seriously about.

The Value Acceleration

Contemplation Points

A number of drivers suggest that a business based on SAP
Business ByDesign can result in dramatic growth of the value
of your business:
•• Annuities represented by contracts for SAP Business
ByDesign
•• EBIT
•• ROIC
•• Growth

What would we like you to be thinking about as a result of reading this section? There is mounting evidence that cloud- and SaaScentric businesses are worth more per revenue dollar than their
on-premise counterparts, even if the on-premise counterparts
are better established. The multiple is material and appears
to be in the range of two to four times, depending on specific
circumstances.

When one of your salespeople sells the SAP Business ByDesign
solution for a three-year duration, the net current value of every
dollar of monthly revenue is worth approximately $2.50. (This
assumes a 10% discount rate, with no up-sell and no client loss.)
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A number of key business drivers support the expectation that
the value of your business will grow when you add a business
based on SAP Business ByDesign. Properly executed, it can add
2% to 3% to the value of your entire business for every percentage point increase in the revenue blend. For example, taking your
business from a revenue blend of 0% to a blend of 10% based
on SAP Business ByDesign could increase your business value
by 20% to 30%.
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Realizing a Business Based on SAP Business ByDesign

What Has to Happen
What has to happen for you to realize a business based on SAP
Business ByDesign depends on where you are right now and where
you wish to take your business in the future? Investments lead
returns, expenses lead revenues, and time and money are interchangeable. Some partners will look at the opportunity provided
by SAP Business ByDesign and pass. Others will analyze it as an
opportunity to build up their business and jump at the chance to
invest in a high-growth market with big vendor backing and limited competition. Some partners will have enough capital to invest,
and some will not. Whatever you decide, you owe it to yourself,
your management team, and your business to ask the following
questions:
•• How fit am I to execute this transition?
•• What do I have to build and why?
•• How do I engage with SAP?
How Fit Are You to Execute This Transition?
Before you and your team start to think seriously about making
an investment in building a business based on SAP Business
ByDesign, you need to examine some of the key aspects of your
business. You should start off by performing a thorough assessment of your current fitness to make the transition. How is your
organization’s financial health? How much will the investment
in SAP Business ByDesign potentially cost? How will you finance
a business based on SAP Business ByDesign? Next, you require
a destination plan. Where do you want your organization to be
in three to five years? What do you want it to be doing, and what
resources will it require to do it? Do you want SAP Business
ByDesign to be part of that?
What are your organization’s marketing capabilities? Do you
have the funds to invest in marketing infrastructure and programs? Do you have the right type of marketers engaged in the
right type of activities to generate the right number of prospects
of the right type? Is your marketing operation “cloud ready”?
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What are your organization’s sales capabilities? Can you train
them to sell SAP Business ByDesign? Does your current sales
compensation model support the sale of SaaS offerings? Will
you need to hire new sales resources with a new sales profile
with more success selling annuities? Will you need to overlay
these new people on your legacy sales force?
What are your organization’s administration and system capabilities? Do you currently have the capability in place to run the
billing and compensation systems required by a business based
on SAP Business ByDesign?
What are your organization’s technical capabilities? Will your
people commit to getting the authorization required to be able
to sell SAP Business ByDesign? Do your technical people have
the ability to adjust to the nature of the services business, which
a business based on SAP Business ByDesign is? Do they currently work within a structure of large, extended projects staffed
by experienced specialists? Can they switch when required? Will
you need to hire different technical resources?
Only after you have honestly assessed your existing fitness level
and ability to transition can you and your team start thinking
about what you might have to build and why.
What Might You Have to Build and Why?
A successful business based on SAP Business ByDesign will
require capabilities in the following key areas:
•• Leadership
•• Strategy
•• Marketing
•• Sales
•• Finance
•• Technology
•• Administration and support
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Some organizations considering investment in a business
based on SAP Business ByDesign may already have many of
the required resources in place. Others will need to make acquisition of those capabilities part of their destination plan.
Leadership from senior management is crucial to success in
this business. Because the scale and scope of the reskilling is
so broad and deep, organizations require a senior management
group and dedicated executive sponsor who really want to see
the business grow this way.
Strategy and strategic direction provide a vital road map for
the destination plan and entire transitional investment that will
be made. Is the business investment defensive or offensive in
nature? What plan is there to integrate the business based on
SAP Business ByDesign into your existing businesses? If you
are a start-up, what kind of start-up do you want to be?
Marketing’s role in the business is to create prospects for sales
and to keep the installed base aware of partner offerings. It will
need one person responsible for planning and execution. It will
need investments in programs and activities that generate the
required output at the expense levels available.
The role of sales in a business based on SAP Business ByDesign
is to turn prospects into contracts, maintain them, and up-sell
them. In order to perform this role, the sales force must be properly
trained and compensated. This will require a change in approach
and structure of compensation. It may require new sales talent
due to the fact that SaaS contracts will be more standardized
than legacy on-premise deals.
Finance and the availability of capital obviously play a key role
in a business based on SAP Business ByDesign. In order to be
successful, adequate capital to be put at risk must be available
for the required amount of time. The organization must then be
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managed through the unprofitable start-up stage to the period
of profitable growth and maturity.
Technology and technical knowledge play a very specific role in
a business based on SAP Business ByDesign. Technical resources
need to be generalists capable of talking to businesspeople about
business problems and solutions. If you do not have these people in your organization, you will need to train them, buy them,
or rent them.
Administrative and support tools and resources are required to
operate a business that has fundamentally different requirements
than the legacy business partner. Annuities and recurring revenue streams present a challenge to legacy systems and structures. The legacy systems and structures risk being overwhelmed
and must be segregated from systems and processes put in place
exclusively to support the business based on SAP Business
ByDesign.
How to Engage with SAP
Attend one of our regular sessions online, or approach your local
SAP representative and request the business planning template,
which will be used as a basis for discussion.
Further References
Accelerating Business Through the Cloud
www.sapvirtualevents.com/sapphirenow
/sessiondetails.aspx?sId=2747
An Introduction to the SAP Extended Business Program
www.sap.com/our-partners/become-a-partner
/sell-sap-solutions.epx
SAP Contacts
SAP_Cloud_Partners@sap.com
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