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Abstract 

 
There are numerous ways of selling software these d ays. Business owners and 
technology leaders have many questions like should they buy software as a 
service or traditional on-premise? W hich is best, u ser, usage- based pricing? In 
this research paper, we examine the challenges and future opportunities with 
Software as a Service. The paper also includes key questions for companies 
considering SaaS Vs Traditional on premise software s. This research tries to 
explore areas for management to think and choose wi sely between SaaS and 
traditional license softwares. The aim of this pape r is to compare analyze the 
relevance and applicability of SaaS in the business  organizations. Overall the 
purpose of this research is to help educate the mar ket, and to explore the real 
impact that SaaS will have on the market in longer term. 
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1. Introduction:  Evolving from  roots in Internet hosted software ap plications, from  2000 
onwards, Software as a Service (SaaS) has em erged a s one of the m ost significant trends 
in the Software Industry. Defined by W ikipedia as: “A  m odel of software deploym ent 
where an application is hosted as a service provide d to custom ers across the Internet” 
SaaS has becom e a m ajor force in the business appli cations m arket, im pacting new and 
existing providers alike, and increasingly figuring  in corporate decisions on a range of 
business application decisions from  Accounting, Cus tom er Relationship M anagem ent 
through to V ideo Conferencing. SaaS is not just a c hange in delivery m odel but all it 
requires is a significant shift in thinking. SaaS f orces fundam ental changes in thinking 
across the business. 
 
2. The Delivery M odel is just the beginning : Software as a service (SaaS) is a software 
application delivery m odel in which custom ers pay t o access and use the software 
functionality over a network through a hosted, web- native platform  operated by the 
software vendor (either independently or through a third party). It is clear that  
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the traditional software business m odel is unwindin g. ‘On dem and’ is becom ing software 
the preferred m ethod for licensing and deploying so ftware. The im pact on valuations and 



creating sustainable shareholder wealth are enorm ou s. There com es som e challenges as 
well w ith the delivery m odel.  
 
The em ergence of SaaS as an effective software-deli very m echanism  creates an 
opportunity for IT departm ents to change their focu s from  deploying and supporting 
applications to m anaging the services that those ap plications provide. A  successful 
service-centric IT, in turn, directly produces m ore  value for the business by providing 
services that draw from  both internal and external sources and align closely w ith business 
goals. 

 
Figure 1: Saas v/s Traditional on-prem ise softw are m odel 

3. Literature Review  

M errill Lynch, M ay 2008 said “The cloud opportunity  potentially $95 billion, or roughly 
12% , of the total worldw ide software m arket, w ithin  5 years. 
 
Saugatuck Technologies in M ay 2008 reported, “By 20 12, 70percent or m ore of 
businesses w ith greater than 100 em ployees w ill hav e deployed atleast one SaaS 
application.”  
 
Gartner in 2008 reported that- By 2012, m ore than 6 6%  of independent software vendors 
(ISVs) w ill offer som e of their applications option ally or exclusively as SaaS. 
The com pany that brought SaaS in the corporate worl d is Salesforce.com , providers of a 
SaaS�based Custom er Relationship M anagem ent solution. Fo unded in 1999, 
Salesforce.com  has grown organically from  a standin g�start to over 41,000 com panies 
using their SaaS solution until 2008. Now with reve nues over $700m  a year and still 
grow ing at approxim ately 40-50%  year on year, Sales force.com  has set a benchm ark for 
m any entrepreneurs and investors on the potential o f SaaS as a business m odel.  
 
According to IDC, the key elem ents of a SaaS soluti on are: 
 
• Provision of network �based access to, and m anagem ent of, a com m ercially available 
software package 
• M anagem ent of the operational services to run tha t software from  a central location 
rather than in the custom er’s own site 
• Delivery of the application to m ultiple custom ers    
• Centralized updating of the software functionalit y and code 



 
H ow  is SaaS different from  Traditional Licensing? 
 
Traditional license software are designed w ith a di fferent background of allow ing the 
custom ization in code which gives great flexibility  and ease to custom ers. In Traditional 
License software, we purchase a hosting and infrast ructure service along w ith the rights 
to use the software. In SaaS m odel, vendor (com pany ) m aintains the hardware, perform  
upgrades, backup data (som etim es), and perform  all the activities required to keep the 
software running. Traditional license software com p rises of follow ing -  

� Buying a source code control system . 

� Set up a server and install the software. 

� Pay support costs: power to the server, keeping the  server cool, applying security and 
operating system  updates to the server. 

� Pay costs associated w ith adm inistering the hardwar e and labor costs to update and 
upgrade the software. 

� Carry risks— a botched upgrade or a hardware failure — which can cause downtim e or 
lost data. 

� Bear the costs of designing and m aintaining a secur e system .  

Now, w ith outsourcing all the above functions, we g et a SaaS m odel- 

� Pay an IT services firm  to m anage the hardware and the software for you, including 
the security m odel. 

� And just use the software. 

Softw are as a Product and Softw are as a Service 

 Software as a Product Software as a Service 

Delivery Installed Hosted 

Developm ent Longer Cycle Short , continuous cycle 

Pricing Perpetual license + M aintenance Subscription  

Allocation of Investm ent Capitalized Expensed 

Additional Cost Installation, M aintenance, custom ization 

&  Upgrades 

Configuration 

Platform  M ulti-version Single platform  

Sales Focus Close the deal Prove value in first 90 days 

Feedback cycle Long Short 

Table 1: Softw are as a Product and Service 

 



W hy SaaS is Im portant 

There are various factors that lead to the im portan ce of SaaS. Som e of them  are 
m entioned below from  ISVs perspective and End- cust om ers: 

1. ISV Drivers 
a. Lower support and m aintenance costs 
b. Quicker tim e to m arket 
c. Tighter relationship w ith custom ers 
d. Lower cost of sales 
e. Shorter sales Cycle 

2. End- Customer Drivers 
a. M uch quicker im plem entation tim e 

fram e 
b. Free up IT resources to focus on m ore 

strategic initiatives 
c. Lower risk than traditional 

im plem entations 
d. Lower im plem entation and on-going costs 

SaaS M arket C hallenges 
Being the upcom ing im pactful resource in Inform atio n Technology, SaaS still faces som e 
m arket challenges. They are as follows- 

1. Custom er Confusion 
a. Lack of quality distribution channels for ISVs 
b. Finding the right SaaS applications 
c. No certification process 
d. Lack of integration between applications 
e. Lack of providers w ith enterprise application and i ntegration experience 
f.  Few hidden costs 

2. Security – especially identity and access m anage m ent 
3. Data protection and post-access security 
4. Scalability and perform ance 
5. Integration w ith On-Prem ise applications 
6. Controlling upgrade and new functionality 
7. Ability to custom ize 
 
The m ost significant thing to watch here is that al l of these barriers are ideally IT issues. 
W ith grow ing advancem ent in technology these barrie rs can be rem oved. 

 
Deciding if SaaS is right for your O rganization : Business owners and technology 
leaders have m any questions like should they buy so ftware as a service or traditional on-
prem ise? W hich is best, user, usage-based pricing? Our research tries to explore areas for 
m anagem ent to think and choose w isely between SaaS and traditional license softwares. 
W hile evaluating the cost and other factors, it is im portant to evaluate the situation from  
organization perspective. Before deciding to go for  SaaS, each organizations should ask 
the follow ing questions to them selves:  

1. Does the data used by the application either origin ate outside the firew all or go 
outside the firewall at som e point in tim e?  



2. Is the application used by a distributed workforce?  
3. Is a network effect im portant to the success of the  application?  
4. Is quick im plem entation im portant?  
5. Does the application require heavy integration w ith  other applications?  
6. Does the application require heavy custom ization?  
7. W hat level of training is required?  
8. Is the application com putationally intensive/tim e c ritical?  
9. W hat are the security arrangem ents for the web brow sing facility? Are they in 

place 24/7, 365 days a year? 
10. On what type of infrastructure does the vendor host  data? W hat are the virus 

protection arrangem ents? 
11. Is vendor’s server farm  scalable to quickly m eet a sudden increase in dem and? 

 
4. Research M ethodology: For the purpose of the study follow ing aspects of S aaS were 
considered:  

1. Im pact  
2. Opportunity/Threat  
3. Business potential  
4. Cost of bandwidth  
5. Frustration level of using software  

 
5. Research O bjectives : On the basis of above features, follow ing objective  was 
studied: 
 

1. To study the perception of IT professional about Sa aS  
2. To help educate the m arket, and to explore the real  im pact that SaaS will have on 

the m arket. 
 
6. Sam pling: Convenience sam pling m ethod was adopted for prim ary  data collection; 
using structured Questionnaires form  users from  Ind ore and around.  
 
7. Data Collection: Secondary data sources including published articles , internet, various 
researches etc.  For prim ary data the views and perception of the us ers were gathered 
using structured questionnaires.  
 
8. Findings : Based on the Gartner report in 2008: 
 

1. By 2009,  
a. 40%  of new business software vendors w ill offer a S aaS m odel 
b. 100%  of Tier 1 consulting firm s w ill have a SaaS pr actice 

2. By 2010,  
a. 15%  of larger com panies w ill begin projects to repl ace their ERP backbone ( 

financials, HR and procurem ent) w ith SaaS solutions  
b. 85%  of SaaS vendors w ill offer perform ance SLAs in standard contracts 

3. By2012,  



a. M ore than 66%  of independent software vendors (ISVs ) w ill offer som e of 
their applications optionally of exclusively as Saa S 

 W ith the survey being conducted in the m onth of Ja n, 2012 in India, over 300 
respondents who are m em ber of Association of M icros oft Certified Partners and also 
partner at unnam ed m ajor IT distributor, follow ing were the m ajor findings: 
 

1. 76%  respondents said that SaaS will “ dramatically impact ” the partnering 
landscape  

2. 70%  respondents view SaaS as a “big”  opportunity (not a threat)  
3. 78%  of the respondents confirm ed that they are already engaged  in SaaS related 

activities  
4. 81%  respondents believe that SaaS has the potential to change  the way business is 

done 
5. 82%  respondents have assured that there is decrease in cost  of bandwidth  
6. 74%  respondents say that they have now overcom e the  frustration w ith traditional 

on-prem ise software buying cycle (license+ m aintena nce contract+ upgrades)  
7. Overall, 91%  respondents say SaaS is the most “impactful”  trend in software and 

it is in full sw ing  
8. 75%  respondents agree that SaaS provides m uch bette r operational effectiveness 

in term s of delivering apps and quick service and e fficient and cost effective  
9. 81%  respondents believes that SaaS has low total co st of ownership  
10. 90%  respondents trust that SaaS changes every aspec t of their operation 
11. 84%  respondents say that SaaS is an opportunity to redefine and expand product 

portfolio and business value 
12. Over the next several years, SaaS will becom e pervasive  in alm ost all areas of the 

software m arket  
 

9. Conclusion:  Software as a service isn’t always the right choic e. For businesses in 
certain sectors, such as health care or other indus tries that require the highest levels of 
data security, buying a perpetual license for a con ventional solution is w ise. As we see, 
“purchasing” software one tim e actually has a conti nuously increasing total cost of 
ownership. D ifferent types of software w ill have di fferent relative costs for infrastructure 
support, training expense, and license fees. But ge nerally, training expenses are m uch 
lower than the other costs of ownership. SaaS is pu rchased w ith the sam e m echanics as 
subscribing to a m agazine or cable television. You pay a recurring fee for the right to use 
the software, just as you pay a recurring fee for t he right to watch cable television. You 
m ight even get a discount for purchasing a longer-t erm  subscription and paying up front. 
W hen you want to stop using the service, you stop p aying the fee. The SaaS m odel 
ultim ately provides the sam e type of products as a software licensing m odel— but w ith a 
better econom ic m odel, one that is lower in cost to  the custom er and structurally inclined 
to keep getting better for the custom er w ith every new release.  
Com panies that opt for on-site software licenses sh ould also ensure that they’re 
com plying w ith vendor license agreem ents. In the su rvey, nearly 30 percent of users 
identified reducing software costs as an im portant consideration for tracking software 
licenses. There’s a problem , though: W hile m ost org anizations can tell how m uch 
software they have installed, the m anual m ethods th ey use to track licenses m eans they 



don’t always have as good a handle on what pieces o f it are actually being used. 
Com panies that autom ate the process of centrally ta cking and m anaging licenses gain 
deeper insight that lets them  be sm arter about purc hasing decisions at upgrade tim e. 
Thus we can easily conclude from  our findings that:  

1. Com petitive, econom ical, and technological factors w ill fuel SaaS growth. 
2. SaaS changes every aspect of an organization’s oper ation 
3. Developm ent, m arketing, sales, delivery and support  processes m ust 

change in an organization 
4. SaaS is an opportunity to redefine and expand produ ct portfolio and 

business value 
5. SaaS opens new channel and partner strategies 
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