


Is your company getting the most from its investment
in product management and marketing?

Does your product management and marketing function need
more structure or a repeatable process?

Training Seminars
for Product Marketing

Effective Product Marketing teaches how to
create successful go-to-market strategies using a
structured, repeatable framework that supports an
organization’s goals for growth in revenue, market
awareness and customer retention.

New Rules of Marketing shows how to harness
the power of online marketing using blogs,

viral marketing, podcasts, video, search engine
marketing and thought-leadership to reach
buyers directly.

Training Seminars
for Product Management

Practical Product Management defines the
strategic role of product management using the
Pragmatic Marketing Framework. From how

to identify market problems to delivering a
successful product plan.

Requirements That Work shows you a
repeatable method for writing clear requirements
your team will read and use. It discusses
techniques for prioritizing and organizing
market requirements and clarifies the roles

for team members.

Pragmatic Roadmapping teaches techniques
for developing, consolidating and communicating
product plans, strategy and vision to multiple
audiences—both inside and outside the company.
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In addition to the extensive published schedule, training can be conducted
onsite at your office, saving travel time and costs for attendees, and allowing
a much more focused discussion on internal, critical issues.

Pragmatic Marketing’s seminars have been attended by more than 50,000 product management and marketing professionals.

Pragmaric

Visit www.PragmaticMarketing.com or call (800) 316-7861 — .
== Markering.




The Economics of Software as a Service (SaaS) vs. Software as a Product

Figure 1. Software Value Model
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Figure 2. Customer perspective
of value over time
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Figure 3. Incremental value
to the customer
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Figure 4. License costs over time
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To keep this simple, we’ll assume
the model described previously—
minor updates happen frequently
and are free, and major updates
require the purchase of an upgrade
to the latest version of the software.
We'll also assume that every new
update introduces something
valuable to the customer.

Figure 1 demonstrates the value
model for software over time from
the software company’s perspective.

The axes represent increasing value
(up) versus the passage of time

(to the right). Time starts when
you purchase a license to use

the software. You're immediately
getting value. As minor updates are
released to customers, the value
gets marginally higher. Whenever

a major release is made, the value
curve jumps up dramatically. This
represents the introduction of new,
valuable capabilities.

As each new customer purchases

a license to the latest version of the
software, the company gets more
revenue. As each existing customer
purchases upgrades to their existing
software, the company gets more
revenue. Clearly, a company
makes money both from finding
new customers and from keeping
existing customers.

Companies typically make more
(per purchase) from finding new
customers than from getting
existing customers to upgrade.
Until a product builds a large
base of existing customers, the
company’s financial focus will
be on finding new customers.
Satisfying existing customers is
at risk of becoming a secondary
priority, purely based on
economics. Yes, this is an
incomplete picture; there are
other factors, but it is absolutely
an influence.
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Software license benefits

This article starts with a promise

to look at SaaS economics from

a customer’s perspective. If the
model in Figure 1 represents how

a software company views its
products, consider Figure 2, which
reflects how a customer might view
the same thing. Remember—in our
example, we have a perfect product
manager—every update has the
same perceived value to customers
as it does to the company. Figure 2
overlays customer purchasing behavior
on the value model.

As a customer, you make an initial
purchase (the left-most callout), and
then get free incremental increases
in value from each minor release.
You also purchase an upgrade to
the latest version of the software as
soon as it is available. You then start
getting incremental value from the
minor updates to that version of

the software.

The older version does not keep
getting updates, so if you don’t
purchase the upgrade, you don’t

get the benefits of the latest minor
releases. A second major release
happens, but you don’t purchase it
for a short while. Then a minor release
is made, with a fix to an annoying
bug that really bothers you. So you
purchase another upgrade.

The value to you, the customer, looks
like the steps reflected in Figure 3.

The green area represents the value
you get. It's worth noting that the
value is often a function of how much
you use the software (enabling the
benefit); and, as such, it is a function
of time. The more you use it, the more
value you get.

In Figure 3, you will notice that you
do not get the value of the last major
release until you actually purchase it.
You also do not get the incremental
value of minor releases that happen
after that release. Once you purchase
the upgrade, you immediately get the
benefits of all the minor releases as
you get “back in the game.”



The Economics of Software as a Service (SaaS) vs. Software as a Product

and 37/signals’ Basecamp.

SaaS — a simple definition

Software as a Service is usually provided as follows:

1. A company creates a software product and hosts that product on multiple servers.
The company manages the hardware and software—and realizes the cost of that management.

2. Customers subscribe to the service—getting the right to use the software for as long as they
continue to pay the recurring subscription fees.

3. The company makes both major and minor updates to the software, and the customers
automatically get those updates as part of their subscription.

There are many examples of SaaS; some obvious ones are Salesforce.com, Kadient’s inciteKnowledge,

Software license costs

Your costs over time are also
important. Figure 4 shows that the
obvious costs are the checks you
write to the software company to
pay for the software and for the
major upgrades. But this chart can
also be a little misleading—as we
are depicting “one time costs” that
add up over time. Showing this as
a stair-step area instead of a series
of spikes will make sense as you
keep reading. The key thing to
appreciate is that once you make a
purchase, your license purchasing
costs do not go up again until you
make another purchase.

At the start of the article, we
identified several “ownership”
costs—supporting the software
and hardware, for example. It is
critical that you keep those costs
in mind when evaluating software
license purchases. These costs are
ongoing costs—so the more you
use the software, the more the
costs add up.

There are also training costs—the
cost of lost productivity as people
learn to use the software and
adapt to changes in the software.
Figure 5 reflects the ongoing
infrastructure and training costs
as they expand over time.

When you combine these costs,
you get a model for the total cost
of purchasing a software license
over time. The jargon for this is
Total Cost of Ownership (TCO),
reflected in Figure 6.

As you can see, “purchasing”
software one time actually has a
continuously increasing total cost
of ownership. Different types of
software will have different relative
costs for infrastructure support,
training expense, and license fees.
But generally, training expenses
are much lower than the other
costs of ownership.

Saa$S economics

SaaS$ is purchased with the same
mechanics as subscribing to a
magazine or cable television

or satellite radio. You pay a
recurring fee for the right to use
the software, just as you pay a
recurring fee for the right to watch
cable television. You might even
get a discount for purchasing

a longer-term subscription and
paying up front. When you want
to stop using the service, you
stop paying the fee.

The model for creating value
with SaaS products is the same as
with licensed software (Figure 1.
Where things change slightly

is in the value model from the
perspective of the customer as
shown in Figure 7.

Here, there is a single trigger to
the realization of value—starting
the subscription. You automatically
get the minor and major updates
“for free” by continuing to pay the
subscription fee.

Figure 5. Ongoing software costs
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Figure 8. Ongoing Saa$S costs
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Saa$ costs are different

Where SaaS differs from the purchase
of a license to use software is on the
cost side (Figure 8).

The training costs associated with
using software have nothing to do
with the mechanism for payment,

so those costs are the same. The cost
of subscribing to the service (yellow
region) is new, and goes up over time.
It is also typically higher than the
training costs. Note that there are no
“large purchase” spikes in the costs,
because you never purchase a license.
And there are no infrastructure costs,
because the company that provides
the service realizes those costs.

The idea is that this approach is
more cost effective when it comes to
infrastructure costs, so the company
can pass on those savings to you.

Comparing the two cost models side
by side (Figures 8 and 9) is the way
to really see the difference.
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Figure 9. Total Cost of Ownership
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Both models have costs that increase
over time. For many technical reasons,
the SaaS architecture is more efficient
and has lower costs for the software
company, which tends to result in
lower costs for the customers. This

is not always the end result, but

it is directionally correct.

Another interesting factor is the

financial pressure on the SaaS provider.

Where a software licensing model
creates pressure to prioritize finding
new customers, a SaaS model creates
pressure to keep existing customers.

Saa$ providers get the same revenue
from a new customer as from an
existing customer—as opposed to the
“new vs. upgrade” dynamic seen with
software licensing models. In most
cases, it is cheaper to keep an existing
customer than to find a new one.

The net result: financial pressure

to retain existing customers. This
pressure can drive a different behavior,
more like that of a retail sales

model, where keeping your existing
customers is critical.

Time

Conclusion

The SaaS model ultimately provides the
same type of products as a software
licensing model—but with a better
economic model, one that is lower

in cost to the customer and structurally
inclined to keep getting better for the
customer with every new release.

Personally, I like the idea of
purchasing from a company that

is financially motivated to keep

me happy, not one that is pressured
to find another customer as soon as
I've written my check.

The best companies try to reinvent
themselves and improve their
products continuously. Over time,
the best companies will move to SaaS
models, which align their financials
with their objectives.
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Scott Seblborst bas been helping companies achieve Software Product Success for more than a decade.
Scott consults as a business architect, business analyst, and product manager. He has also worked

as a technical consultant, developer, project manager, and program manager. Scott has managed
teams from 5 to 50 persons, and has delivered millions of dollars in value to bis customers. Contact
Scott at scott@ynerblain.com, or join in on the Tyner Blain blog at btip.//tynerblain.com/blog



Participate in the 9th Annual
Product Management and Marketing Survey

VWhat is the difference between
product management ond product marketing2

2007

Monitoring development projects

Writing product requirements

Writing detailed specifications

(reating sales presentations and demos

Preparing business case

Researching market needs

Going on sales calls

(reating material for infernal audiences (infranet,/wiki)
Planning and managing marketing programs

Training sales people

(reating material for external audiences (blog/newsletter)
Visiting sites (without sles people)

Wiiting copy for promotional material

Working with press or analysts

Measuring marketing programs

Performing win,/loss analysis

Approving promotional material

Product Management vs. Product Marketing

I Product Manager

I Product Marketing Manager

There’s an on-going discussion
in virtually every company
about titles and responsibilities
in product management. This
graph from our 2007 survey
(pragmaticmarketing.com/
survey) shows that, in practice,

these titles have much overlap.

Each year, Pragmatic
Marketing conducts a survey
with product managers and
marketing professionals. Our
objective is to provide
information about
compensation as well as the
most common responsibilities
for product managers and

other marketing professionals.

Visit www.PragmaticMarketing.com to have your say!
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