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Technologies True Cost

An introduction to “Software-as-a-Service”

"79% of companies are now purchasing and/or reviewing Software-as-a-Service offerings
- IDC Software as a service adoption study
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Note all figures quoted in Australian dollars.
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Introduction

What i s “aS@®3d wa(Saa8)?

Put simply, it is a term used to describe an application that is delivered over the Internet. The concept of
SaaS made its first big impact on the software industry when Salesforce launched in 1999. They were
awarded “Technology of the year” in 2004, 2005 and 2006 by InfoWorld, one of the web’s most respected
technology news sites.

Salesforce were not alone in their uptake of SaaS technology. Many software companies including Planitax,
Citrix and Microsoft quickly followed suit. At the end of 2009 it was estimated that 79% of American
organisations were using at least one SaaS application. This trend is expected to continue with SaaS market
share set to reach $11.5 billion USD by 2011. This will represent over 25% of all software sold to companies.

Why are so many companies moving to SaaS?

Advantages Disadvantages

Global multi-user access Control and trust

Your data is available 24 hours a day anywhere in the Some organisations find it very difficult to relinquish

world. Server-based systems are expensive to set-up and | control or trust third parties to manage their applications

maintain to make this happen. and data.

A more powerful and secure IT infrastructure Know your requirements

Few organisations can match the infrastructure and Organisations without clear objectives and defined

security of SaaS vendors. business processes will be no better off with a SaaS
solution than with an infrastructure solution.

Standardisation of processes Product availability

When one Saa$ system is employed across an industry Some vertical markets require industry specific business

standardisation becomes a standard, not a hassle. applications for which SaaS solutions may not be
available.

Low cost of entry and lower total cost of ownership
Elimination of capital expenditures and dramatic
reduction in IT salaries and maintenance contracts.
Service connectivity

Connectivity to other online systems such as banks, mail
houses and faxing services provides extensive flexibility.
Much lower risk

Faster implementations and outsourced expertise
dramatically lowers risk.

What does this mean for the strata industry?

Strata management companies have to be many things - accountants, lawyers, secretaries, mediators,
property managers plus they have to manage their own technology infrastructure. The Client/Server model
has been the only option available to the strata industry up until recently. As a result most strata
management business were forced to install complicated computer networks with one, or more servers to
operate their strata management software and provide remote access to their data.

Client/Server models require companies to spend a significant portion of their time and budget on the
implementation, maintenance and upgrading of equipment that adds little or no value to their bottom line.
Increasingly, strata managers are turning to the ‘Software-as-a-Service’ (SaaS) model to reduce their
technology costs and to maximise their time spent on higher value activities such as servicing clients.
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How do I save money using SaaS?
This document hopes to show you how you can save by utilising SaaS technology in your strata
management business. Two case studies will be used:

1. A start up strata management business with no existing infrastructure
2. An existing strata management business with infrastructure in the middle of its life cycle

These case studies will highlight both the cost and time benefits of installing and using “Software-as-a-
Service”.

Disclaimer

The case studies in this paper show estimates of time and money regarding both SaaS software and server-
based software. These estimates have been prepared by Mystrata based on market research with
independent IT companies and discussions with existing Strataware clients and prospective Strataware
clients in Australia. The estimates for hardware such as servers are based on common Dell servers running
Microsoft Windows Small Business Server. Dell servers are often the most economical solutions for small
business in Australia. The estimates for items such as IT maintenance, software licenses and back-ups are
based on discussions with existing strata management businesses using different server-based software
that currently compete with Strataware.

Please note that all estimates in this paper will vary for each individual business and we recommend
managers seek independent advice before relying on these estimates. Moystrata is confident we can
demonstrate similar comparisons in your business and therefore would be pleased to carry out a free, no-
obligation assessment of your current IT infrastructure.
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Case Study 1: Start-up Business

In this case study we will look at a new strata management company with no technical infrastructure that
purchased a strata roll of 2,500 lots.

The company will consider two strata management software options:

1. A new Client/Server based management software
2. A new “Software-as-a-Service” based management software

The cost of infrastructure for both types of software will be analysed to ascertain the true cost of setting up

and operating each software model.
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Year One: Cost Comparison

Strataware Other Software
G{ 2 T Gagd-SERIIA OS ¢ Infrastructure Based
Dollar Cost Time Cost Dollar Cost Time Cost

Application server purchase - - $7,500 -
Application server setup - Instant $4,050 30 hrs
Terminal server purchase - - $11,000 -
Terminal server setup - - $2,700 20 hrs
Network infrastructure $1,350 48 hrs $1,350 48 hrs
Workstation Computers (x 5) $7,500 - $7,500 -
Internet connection $1,440 - $1,000 -
Internet down time - 8 hrs - -
Application upgrades - Instant - 24 hrs
IT maintenance contract $5,000 - $10,000 -
Licenses for software updates - - $1,500 -
Backup routines - Instant $1,000 52 hrs
Total $15,290 56 business hrs $47,600 174 business hrs
Software Preference: “Software-as-a-Service”
Dollar Saving: $32,310
Time Saving: 118 business hrs (14.75 business days)

Year One: Conclusion

The first year for any business is important. The amount of capital and time required has a big impact on
the businesses ability to break even.

The above financial model clearly shows the initial outlay for a Client/Server based system is much greater
than that of a SaaS system. So much so, that if you remove the Terminal server purchase and setup costs
(which would remove your ability to get remote access to the Client/Server based system) you would still
save $13,700 by opting for a SaaS system. Also note that the cost of software or implementation costs such
as training have not been taken into account.

Further to the initial capital outlay, the Client/Server model also suffers from depreciation. In the first year
of operation the business spent $18,500 on two servers, on a four year technology life cycle this is a further
$4,625 per year loss over the SaaS model.
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Year Two: Cost Comparison

Other Software
Infrastructure Based
Dollar Cost Time Cost

Strataware
G{ 2 T Gagd-SERIIA OS ¢
Dollar Cost Time Cost

Application server purchase - - - -
Application server setup - - - -
Terminal server purchase - - - -
Terminal server setup - - - -
Network infrastructure $350 8 hrs $350 8 hrs
Workstation Computers (x 5) - - - -
Internet connection $1,440 - $1,000 -
Internet down time - 8 hrs - -
Application upgrades - Instant - 24 hrs
IT maintenance contract $5,000 - $10,000 -
Licenses for software updates - - $1,500 -
Backup routines - Instant $1,000 52 hrs
Total $6,790 16 business hrs $13,850 84 business hrs

Software Preference:
Dollar Saving:
Time Saving:

“Software-as-a-Service”

$7,060

68 business hrs ( 8.5 business days)

Year Two: Conclusion

The second year represents ongoing ‘running costs’ of technology. The initial expense has now passed and

maintenance and backups become the main concern.

The above financial model highlights the running costs of the Client/Server model when compared with the
more efficient SaaS system. Even if the company were to drastically reduce their IT maintenance contracts

the Client/Server system still cannot compete.

Further to the running costs, the Client/Server model also loses $4,625 per year in depreciation however

some of this is tax deductible.
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Looking Forward

The first two years of business have been covered in the above business cases however when looking
forward the picture becomes even clearer.

Ten Year Comparison

Strataware Other Software
G{ 2 T Gagd-SERIIA OS ¢ Infrastructure Based
Dollar Cost Time Cost Dollar Cost Time Cost
Year One $15,290 56 business hrs $47,600 174 business hrs
Year Two $6,790 16 business hrs $13,850 84 business hrs
Year Three $6,790 16 business hrs $13,850 84 business hrs
Year Four * $15,290 16 business hrs $47,600 174 business hrs
Year Five $6,790 16 business hrs $13,850 84 business hrs
Year Six $6,790 16 business hrs $13,850 84 business hrs
Year Seven $6,790 16 business hrs $13,850 84 business hrs
Year Eight * $15,290 16 business hrs $47,600 174 business hrs
Year Nine $6,790 16 business hrs $13,850 84 business hrs
Year Ten $6,790 16 business hrs $13,850 84 business hrs
$93,400 450 business hrs $239,750 1,110 business hrs
Software Preference: “Software-as-a-Service”
Dollar Saving: $146,350 (S14,635 per year)
Time Saving: 660 business hrs ( 82.5 business days or 8.25 business days per year)
*Technology Life Cycle

Over a ten year period we can see the ‘technology life cycle’ has a major impact in the feasibility of the
Client/Server model. In reality the SaaS model is also affected by the life cycle however it is almost
transparent to the consumer - they only have to replace workstation computers while the software vendor
takes responsibility for maintaining their servers and infrastructure.
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Case Study 2: Existing Business

In this scenario we will look at a strata management company with existing technical infrastructure that
manages 2,500 lots. For this case, the company will be in the middle of its technology life cycle and will

have a terminal server and application server.
The company will consider two strata management software options:

1. Continuing using its Client/Server based management software
2. Changing to a “Software-as-a-Service” based management software

The cost of ongoing infrastructure for both types of software will be analysed to ascertain the true cost of

changing the operation to a SaaS model.
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Year One: Cost Comparison

Strataware Existing Software
G{ 2 T Gagd-SERIIA OS ¢ Infrastructure Based
Dollar Cost Time Cost Dollar Cost Time Cost

Application server purchase - - - -
Application server setup - Instant - -
Terminal server purchase - - - -
Terminal server setup - - - -
Data Migration $5,000 250 business hrs - -
Network infrastructure - - - -
Workstation Computers (x 5) - - - -

Internet connection $1,440 - $1,000 -
Internet down time - 8 hrs - -
Application upgrades - Instant - 24 hrs

IT maintenance contract $5,000 - $10,000 -
Licenses for software updates - - $1,500 -
Backup routines - Instant $1,000 52 hrs
Total $11,440 258 business hrs $13,500 76 business hrs
Software Preference: “Software-as-a-Service”

Dollar Saving: $2,060

Time Cost: 182 business hrs (22.75 business days)

Year One: Conclusion

Even with existing infrastructure, including servers, there is a saving of over $2,000 when changing to a
Saa$ system midway through the companies technology life cycle.

The biggest cost to a business if they decide to change to a SaaS model is the cost of data migration. We

have assumed the migration process will take 250 business hours (31.25 business days) at $20 per hour.
Even with this cost, the SaaS model still works out cheaper.

At the start of their technology life cycle the business spent $18,500 on two servers. It is still incurring a loss
of $4,625 per year in depreciation however some of this is tax deductible.
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Year Two: Cost Comparison

Other Software
Infrastructure Based
Dollar Cost Time Cost

Strataware
G{ 2 T Gagd-SERIIA OS ¢
Dollar Cost Time Cost

Application server purchase - - - -
Application server setup - - - -
Terminal server purchase - - - -
Terminal server setup - - - -
Network infrastructure $350 8 hrs $350 8 hrs
Workstation Computers (x 5) - - - -
Internet connection $1,440 - $1,000 -
Internet down time - 8 hrs - -
Application upgrades - Instant - 24 hrs
IT maintenance contract $5,000 - $15,000 -
Licenses for software updates - - $1,500 -
Backup routines - Instant $1,000 52 hrs
Total $6,790 16 business hrs $18,850 84 business hrs

Software Preference:
Dollar Saving:
Time Saving:

“Software-as-a-Service”

$12,060

68 business hrs (8.5 business days)

Year Two: Conclusion

The second year represents ongoing ‘running costs’ of technology. The initial expense has now passed and

maintenance and backups become the main concern.

The above financial model highlights the running costs of the Client/Server model when compared with the
more efficient SaaS system. Even if the company were to drastically reduce their IT maintenance contracts

the Client/Server system still cannot compete.

Further to the running costs, the Client/Server model also loses $4,625 per year in depreciation however

some of this is tax deductible.
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Looking Forward

The first two years of business have been covered in the above business cases however when looking
forward the picture becomes even clearer.

Ten Year Comparison

Strataware Other Software
G{ 2 T Gagd-SERIIA OS ¢ Infrastructure Based
Dollar Cost Time Cost Dollar Cost Time Cost
Year One $11,440 258 business hrs $13,500 76 business hrs
Year Two $6,790 16 business hrs $18,850 84 business hrs
Year Three * $6,790 16 business hrs $47,600 174 business hrs
Year Four $6,790 16 business hrs $18,850 84 business hrs
Year Five $6,790 16 business hrs $18,850 84 business hrs
Year Six $6,790 16 business hrs $18,850 84 business hrs
Year Seven * $6,790 16 business hrs $47,600 174 business hrs
Year Eight $6,790 16 business hrs $18,850 84 business hrs
Year Nine $6,790 16 business hrs $18,850 84 business hrs
Year Ten $6,790 16 business hrs $18,850 84 business hrs
$72,550 402 business hrs $240,650 1,012 business hrs
Software Preference: “Software-as-a-Service”
Dollar Saving: $168,100 ($16,810 per year)
Time Saving: 610 business hrs ( 76.25 business days or 7.63 business days per year)
*Technology Life Cycle

Over a ten year period we can see the ‘technology life cycle’ has a major impact in the feasibility of the
Client/Server model. In reality the SaaS model is also affected by the life cycle however it is almost
transparent to the consumer - they only have to replace workstation computers while the software vendor
takes responsibility for maintaining their servers and infrastructure.
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Definitions

Software-as-a-Service (SaaS)

Is a software application delivery model where a software vendor develops a web-native software
application and hosts and operates (either independently or through a third-party) the application for use
by its customers over the Internet. Customers do not pay for owning the software itself but rather for using
it. They use it through an API accessible over the Web. *

The term Saa$S has become the industry preferred term, generally replacing the earlier terms Application
Service Provider (ASP) and On-Demand.

Technology Life Cycle (Life Cycle)
Is the industry accepted timeframe in which computer equipment needs to be replaced due to age or fault.

40% of companies are on a 4-year cycle, 30% are on a 3-year cycle, and 30% are on other (longer) cycles.
Experts favour a four-year cycle. Longer cycles may leave hardware out of warranty and unsupported, sub-
optimise worker productivity, or present budget problems.

Technical Infrastructure
Is a term referring to the hardware and technical components that make up a computer and/or a
communications network.

Common components may include, but not be limited to: servers, routers, switches, hubs, uninterruptable
power supplies, computer workstations, wiring and printers.

Client/Server
Client-server is a computing architecture which separates a client from a server, and is almost always
implemented over a computer network.

Each client or server connected to a network can also be referred to as a node. The most basic type of
client/server architecture employs only two types of nodes: clients and servers. This type of architecture is
sometimes referred to as two-tier. It allows devices to share files and resources. *

1. As per definition on http://en.wikipedia.org
2. As defined in Michigan state legislation: http://michigan.gov/documents/Life_Cycle_Boilerplate_Report_86875_7.pdf
3. As per definition on http://en.wikipedia.org
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