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Introduction

Since 1997, IDC has been researching Application Service Providers
(ASDs), an application delivery model whereby buyers gain access to
enterprise applications ranging from accounting and human resources
(HR) to ecommerce and customer service. Under this model, a vendor
prices and packages applications and related services to ensure rapid
implementation and minimize the expense and risk associated with the
entire application life cycle, which spans acquisition, implementation,
and ongoing maintenance.

Today, the ASP model is steadily gaining acceptance. In the past year,
we have witnessed major IT players such as IBM and Microsoft
announce formal ASP strategies, bringing credibility to the model. Up
until this point, there has been little history from which to learn. Both
ASPs and customers were largely venturing into the unknown. Now,
however, the first ASP customers, the early adopters, are speaking out,
and ASPs, prospective customers, and the entire I'T industry want to
know: What are they saying? Is the ASP model delivering on its
promise? What lessons can these customers share with future ASP
customers about this burgeoning market?

In a recent study, IDC interviewed executives at 10 companies about
their experience selecting an ASD, their satisfaction with the service to
date, and their advice for future customers. This paper:

e Qutlines the lessons learned from ASP customers

* Discusses the emerging need for services and service delivery by

ASP providers

* Introduces Interpath, an ASP that appears to be positioning itself
accordingly as a service-oriented ASP

* Analyzes the drivers for selecting an ASP and provides recommen-
dations for how to procure the services of an ASP
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Lessons Learned

A couple of years ago, ASPs entered the market pledging to reduce
total cost of ownership and alleviate IT headaches; thereby allowing
the customer to focus more on strategic business priorities. Have ASPs
been able to live up to their promise? We asked business executives at
10 companies to discuss some of the benefits and challenges they have
experienced since procuring an ASP service.

Benefits

Overall, the ASP customers we spoke with were pleased with the
service thus far. From measurable benefits such as cost reduction to
the more intangible improved communication, the executives easily
cited many advantages of using an ASP.

*  Focus on core business. The ASP model allows customers to focus
on their core business. Although it’s tough to put a dollar value on
the freedom this model affords, several customers cited it as
an immediate benefit. Executives and IT departments no longer
need to concern themselves with day-to-day technology issues
or staffing woes and instead can focus their energies on growing
their business.

* Rapid deployment and flexibility. Speed is a critical factor for
companies that want to compete in today’s Internet economy.
Customers appreciate the ASPs’ expertise in implementation
methodologies, which enables businesses to have a cutting-edge
application environment up and running in record time. Likewise,
they noted the scalability of the system and the ease of adding new
users, applications, and technologies. Because ASPs essentially
have “applications on tap,” adding more users or new application
functionality may be as simple as the ASP “turning the faucet
open a little wider.”

* Improved information flow. Other IDC research has shown that
businesses, particularly in industries characterized by mergers and
consolidation, are struggling with multiple, disjointed systems
that cannot “speak” to each other. With everybody on one system
and sharing the same data, it is easy to see how subscribing to an
ASP service can address this concern by facilitating communica-
tion with employees as well as with customers.

* Application expertise. The combination of shorter application
cycles and the IT staffing crunch presents a formidable challenge
for businesses. An ASP that provides perpetual maintenance and

Copyright © 2000 IDC. Reproduction without written permission is completely forbidden.

External Publication of IDC Information and Data—Any IDC information that is to be used in advertising, press releases, or promotional materials requires
prior written approval from the appropriate IDC Vice President or Country Manager. A draft of the proposed document should accompany any such
request. IDC reserves the right to deny approval of external usage for any reason.

Purchasing an ASP Service:
Lessons Learned from Executives

i

IDC

Printed on
recycled
materials

&s



i

IDC

the latest versions of an application helps companies to address
both of these issues. According to one customer, using an ASP
enables the company to “have expertise at their fingertips all
the time.”

* Total cost reduction. Technology improvements are often viewed
as either revenue-generating or cost-saving investments. The ASP
model, which falls into the latter category, aims to reduce expendi-
tures on hardware, software, and network components. A less
apparent, but equally valuable, benefit is that employing an ASP can
also help companies save on recruiting, staffing, and training costs.
After conducting a cost analysis, one CFO commented: “It reduced
the cost so much that we felt we couldn’t afford not to do it!”

Challenges

Potential customers and ASPs alike can learn just as much, if not more,
from the problems ASP customers encountered as they can from the
benefits they experienced. Four topics consistently surfaced when the
executives were asked to share some challenges that they have encoun-
tered in dealing with ASPs:

1. Finger-pointing. When ASPs did not have the network under
their control, they seemed to blame the networking company for
connectivity problems and vice versa. As one executive said: “Off-
site is fine, but connectivity becomes a greater issue.”

2. Inexperienced companies. Since the ASP is a relatively new con-
cept, most ASP customers are still struggling and learning
throughout the process. However, most executives added that they
had their expectations set at the appropriate level.

3. Communication. Because of communication breakdowns,
customers were sometimes confused about what was actually
included in the service offering: “I thought we were going to get
an ISP connection as well. As it turned out, we didn't.” They also
suggested that the ASP was not always aware of network issues:
“Sometimes we are down and the ASP doesn’t even know it.”

4. Lack of control and security. In signing with an ASP, customers
are entrusting control of their application environment to a third
party. ASP customers we spoke with felt protective and concerned
about the security of their data.

Advice from ASP Gustomers

Now that customers have gone through the process, ironed out the
wrinkles, and started telling their story, what insight do they offer to
those considering using an ASP? When we asked our executives to
share some lessons learned with future ASP customers, the prevailing
theme was, “Do your homework.”
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Before procuring an ASP service, the executives suggested that compa-
nies take the time to truly understand their business needs and what
components and services they are getting from the ASP. According to
one executive, every application should be evaluated for its pros and
cons when choosing an ASP. “For some applications, it could be the
best thing, and for some, it could be the worst,” he said. It is also
important to recognize the different models and types of ASPs and the
benefits and limitations associated with each.

More than once, executives pointed out that there was a natural liquidity
risk involved in dealing with ASPs. Because ASPs are generally immature
companies, a CIO suggested that the financial health of the vendor was
one of the most important factors in selecting an ASP and should be
investigated thoroughly.

Finally, as implied by the challenges encountered, customers agree that
communication among all parties involved is crucial. Although probably
true for every business decision, having expectations set realistically from
the start can facilitate the entire process and is a proactive step toward
preventing future frustrations.

An Emerging Trend: The Importance of Services and
Service Delivery

One of the key themes that emerged from the ASP customer inter-
views is that services and quality service delivery are increasingly
important to customers. Currently, ASPs are differentiating themselves
primarily by the types of applications that they provide. IDC strongly
believes that in time, ASPs will need to enhance their offering with
services — both around the delivery and the ongoing management of
the application.

In our interviews, ASP customers noted the importance of ongoing
customer support. Regardless of the size of their business, they want
the ASP to be quick to respond and customer centric. According to an
executive from a $100 million company, “The size of the ASP was not
as important as the anticipated responsiveness to our company. We're
not GE. We didn’t want to be a small fish in a big pond.” Again, we

see an unmet need and a chance for differentiation.

Given these findings, IDC recommends that ASPs find ways to
expand and emphasize their services, either around the delivery (e.g.,
through a focus on customer service) or through add-on features (e.g.,
enhanced security components).

Valuable ASP Services

The fundamental principle behind the ASP model is that software is
now being delivered as a service. Customers are looking for more than
just access to and functionality of the application. Herein lies the
chance for an ASP to distinguish itself from the hundreds of other
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ASPs that clutter the market. Most ASPs have not yet focused on ser-
vices, as they have been busy putting together their business models,
selecting partners, and signing up their first customers. ASPs can
enhance their offering by adding services, such as training, or by
increasing their focus on customer support. Which of these features do
customers value the most? What services should you look for when

evaluating ASPs?

While customers consider all the services we listed important, service
level agreements (SLAs), integration services, and customer support

services topped the list — practically in a dead heat (see Figure 1).

Figure 1
Importance of Services Offered by ASPs

Highest Score = 5
Source: IDC, 2000

Integration services |
Customer support services |
Security services |
Application management and upgrade services |
Integration with other applications or systems |
Implementation methodology |
Training services |

Consulting services |

SLAs |
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Service level agreements (SLAs). When you are outsourcing your
mission-critical applications, chances are you have little tolerance for
downtime. Thus, negotiating the SLA is key to protecting your
investment. SLAs are contracts between you and the ASP outlining
the quality and performance levels you can expect from the ASP.
Components can include metrics such as application availability,
response time, security standards, and provisions for recovery
and outages.

Integration services. As your company grows, you will need to
adapt your IT platform to meet new business challenges.
Customers are seeking an ASP that can provide services to seam-
lessly integrate new applications with their existing operations —
legacy software and all. ASPs that offer such services can position
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themselves as a flexible and scalable partner, ready to meet their
customers’ current and future needs.

*  Customer support services. The executives we spoke with sought
assurance that they could count on the ASP for ongoing support.
When the need arises, customers expect a rapid response. They do
not want to waste valuable time trying to figure out whom they
need to contact. Given the high customer acquisition costs and
age of the market, it is imperative that the ASP you choose
concentrate on satisfying its clients.

Interpath: A Service-Oriented ASP

Company Background

Interpath Communications Inc. (www.interpath.net), located in Mor-
risville, North Carolina, is one example of a business that has recog-
nized early the importance of being a service-oriented ASP. The
company was founded in January 1998 by Carolina Power & Light
(CP&L) and currently employs about 300 people. In June 2000, Bain
Capital Inc. purchased 65% of the company, with CP&L maintaining
a minority ownership. Bain and CP&L have recently invested another
$100 million in Interpath, giving the company the necessary financial
resources to operate for the next few years.

Interpath provides the following solutions:

* cBusiness applications, including applications from Vignette,
BroadVision, and Microsoft

*  Customer relationship management, including applications from
Pivotal Software

*  Managed hosting and networking
*  Data services
*  Comprehensive ebusiness development services

Additionally, Interpath began its global expansion with the August
2000 acquisition of Alta Internet Business Centres, one of Australia’s

leading ASPs.

Executive Team

Interpath’s senior management team has strong roots in the wireless,
network, and ASP industries. Chairman and CEO Joel Schleicher spent
11 years in the technology and communication services sectors. Among
other notable positions, Schleicher served as COO and President of
Nextel Communications Inc. from 1989 through 1995, growing
the wireless company from $17 million to $400 million in revenue.
Schleicher is surrounding himself with people steeped in ASP industry
experience, further strengthening the potential of the company.
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Value Proposition

Interpath’s mission is “to be the leader in delivering outsourced applica-
tion development, integration, and hosting solutions that
enable customers to win.” The company is focused on delivering compre-
hensive solutions and forming long-term partnerships with its clients.
Interpath has devised a three-pronged strategy to achieve this goal. The
company will:

1. Provide state-of-the-art solutions through a full suite of industry-
leading enterprise applications

2. DPartner with systems integrators to expand the breadth of its
product offerings and to obtain expertise in new applications

3. Continue to build world-class monitoring and application
management capabilities

In February 1999, Interpath opened the Interpath Operations Center
(IOC). Within the walls of this 90,000 square foot facility is the com-
pany’s state-of-the-art “Mission Control” room, from which the com-
pany monitors and manages its customers networks, systems, and
applications on a 24 x 7 x 365 basis.

Customers

Interpath has minimized its downside risk by building a customer
base of stable and secure companies. Clients include Ericsson,
First Union, Glaxo Wellcome, Nucor Steel, Pergo Flooring, Quintiles,
and Woolworths.

The Interpath Difference

In the flood of ASPs entering the market, Interpath differentiates
itself through its end-to-end application ownership and a service-
oriented approach.

End-to-End Ownership

Through its “Mission Control” room in the IOC, Interpath provides
customers with an end-to-end application solution, including processing
infrastructure, network, application skills, and overall management.
Interpath takes care of everything from design to delivery and works
closely with its partners every step of the way to ensure a seamless process.

Since partnerships are important to the delivery of the ASP service,
Interpath seeks to partner with companies that are leaders in their
market and that have proven methodologies, strong references, and
deep breadth of experience and capabilities. The company also requires
that partners have embraced the ASP model and devised a
formal market strategy.
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A Focus on Services

Interpath provides a full suite of services around its ASP offering. Inter-
path’s customer-centric focus is driven by Schleicher, who has a very
proactive attitude toward customer satisfaction. The company will regu-
larly meet face-to-face with customers to learn their needs first-hand,
and it has a director-level employee whose primary job is to follow up
with customers to ensure they are always satisfied. Every employece’s
compensation is formally tied in part to the company’s overall customer
satisfaction levels, an approach that aligns all Interpath workers. An
in-house team monitors and manages the application environments to
ensure that customers’ systems are available and running smoothly.
Customers have access to technical support on a 24 x 7 x 365 basis.
Additionally, Interpath works with best-of-breed system integrators in
an effort to bring clients the latest expertise and newest applications.

The I0C and high-quality infrastructure enable Interpath to offer a
secure environment and performance guarantees. Security services and
provisions include:

*  Managed firewalls

* Intrusion detection systems
*  Response services

* Disaster recovery

* Redundant fire detection suppression system

Interpath’s Strengths and Challenges

Interpath’s ASP solution addresses several of the customer demands and
market needs revealed by our research. In particular, the company’s
focus on services plays directly to many of the concerns voiced in the
interviews.

e A forward-thinking company. Recognizing the importance of
services, Schleicher has clearly positioned Interpath as a service-
oriented ASP, providing end-to-end solutions complete with a suite
of service offerings. Additionally, Schleicher brings wireless expertise
to Interpath, which suggests that the company will be an early player
in the emerging wireless ASP arena. Bain Capital’s investment in
Interpath brings both capital and management expertise to the
company, enabling long-term decision making and strategies.

*  Customer-centric focus. Starting with Schleicher, the company’s
customer-centric vision permeates the organization. Escalation
procedures ensure that the CEO knows about critical incidents
within four hours. In fact, Schleicher has been known to give his
home telephone number to clients, assuring them that Interpath’s
priority is to better serve them. Additionally, Interpath has
developed a hiring process to identify, recruit, and retain
employees with a customer-centric focus.
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* Single source. Interpath owns the application environment, from
the processing infrastructure and network to the application skills
and overall management. Therefore, customers can turn to Interpath
as the single source for a turnkey solution, leaving little room for
finger-pointing. Given that Carolina Power & Light, a utility
company, founded Interpath, the ASP inherently has infrastructure
expertise. The IOC was built with the latest hardware, backup
generators, and redundant networking to bring peace of mind to
Interpath customers. The performance of this infrastructure is
backed by SLAs, which ensure security, reliability, guaranteed
uptime, redundancy, and several other components. Interpath pro-
vides system integration competencies through its partnerships with
leading system integrators. The company works closely with system
integrators throughout the entire process; thereby learning first-hand
the intricacies of each customer’s application environment.

While Interpath’s approach aligns well with the evolving, more service-
oriented ASP market, strategy execution will not be without
challenges. In its go-to-market plan as a turnkey solution provider,
Interpath must be careful not to follow in the footsteps of other ASPs
that failed to deliver on their promise of seamless end-to-end service.
Forming and managing tight strategic partnerships can mitigate

such pitfalls.

Next Steps: Lessons for Procuring an ASP Service

Now that early ASP customers are beginning to talk about the selec-
tion process, benefits, and challenges of the service, it is up to you to
decide if there is a place for ASP services in your organization.

Is an ASP Right for You?

ASPs offer a compelling value proposition to companies competing
in today’s new economy. Pressure to deploy ebusiness, rapid changes
in technology, and a lack of in-house expertise are just a few of the
factors driving the growing popularity of ASPs. While there are
several advantages to the ASP model, when we asked customers to
rank them according to importance, the following four benefits

topped the list:

1. Ability to focus on core business. Running a business is all
about priorities. Having a vision and inspiration for your company
is crucial for your organization, employees, and customers. Yet, too
many companies find themselves being sidelined from their
main priorities because of distractions with issues around
day-to-day operations. Technology is often one of the worst
offenders when it comes to business distractions, particularly for

the I'T department.
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Customers turn to ASP services to eliminate the need for IT
departments to manage application environments. As a result, IT
resources are free to be deployed on initiatives that are strategic to
a company’s overall business goals (e.g., initiatives that support the
creation of new products and that spur innovation).

2. Access to applications. Consistent with previous IDC research,
affordable access to applications is one of the top drivers in the
decision to use an ASP service. Historically, packages from vendors
such as SAP, BroadVision, and Vignette have been perceived
as expensive and complex for small and midsize businesses,
with licenses running a company up to millions of dollars. Our
interviewees clearly valued gaining affordable access to applications
previously outside their budgets. An ASP solution levels the playing
field; bringing the latest technology to their businesses and allowing
them to more effectively compete with larger firms.

3. One-stop shopping and support. Companies are tired of managing
multiple vendors and of the inevitable finger-pointing that occurs
when something goes wrong. They are looking for a single point of
accountability. Although there are various components to the ASP
service, they are packaged together and sold to the customer as a
single offering. In the customer’s eyes, the ASP alone is responsible
for delivering on the contract. This is an attractive remedy to
making multiple calls to vendors when your system is down.

4. Lack of in-house expertise. IDC estimates that there will be over
760,000 unfilled IT positions this year. With such a shortage of IT
skills, IT departments are overburdened. The result is that they
spend more time on support and maintenance and less time
on strategic business issues. New versions of already complex
applications flood the market before I'T departments fully digest the
previous release. It is no wonder that executives are turning to ASPs.

By outsourcing to an ASP service, you can relieve your IT personnel
of many of their support duties, including application upgrades,
management, and support, and they can focus on technology to
execute your core business strategy. However, some smaller businesses
do not have an IT department. For these companies, an ASP is a
total IT solution, instantly providing experienced personnel, robust
applications, and a sophisticated infrastructure.

ASP Selection Process

Once you have made the decision to outsource your application environ-
ment to an ASP, the question then becomes “Which ASP?” The selection
process should not be taken lightly. You are, in effect, relinquishing direct
control over your data, handing it off to a company that claims it will be
available and secure. As a business professional, it is your duty to perform
due diligence when evaluating ASPs. A poor choice could lead to months
of wasted time and thousands of lost dollars.

- 10 - IDC
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While many of the customers we spoke with did not have a “formal”
process for evaluating ASPs, some common themes emerged from the
interviews. Executives formed cross-functional teams representing the
various business areas that would be most affected by the decision.
They gathered research, eliminated ASPs that did not offer the desired
applications, and conducted cost analyses. A C-level executive usually
made the final decision.

We found more conformity when we investigated why they selected a
particular ASP (see Figure 2).

Figure 2
Selection Criteria in Evaluating ASPs

Ability to scale and grow with business |

Ability to offer a full range of services |

Management team and experience |

Applications offered |

Price competitiveness |

Deep knowledge and industry experience |

Speed to implement |

References |

Strong alliance partnerships |

Full range of applications/portfolio of applications |

Global expertise |

Recommendation |

Highest Score = 5
Source: IDC, 2000

Our survey revealed the following four criteria were most important in
the decision-making process:

1. Ability to scale and grow with the business. Regardless of the
industry your business is in, the fact is that both your company
and the market will change and grow. To stay competitive, your
business needs the flexibility to respond and adapt to these
changes. Most likely, you will engage in a multiyear contract with
an ASP. Thus, choosing a service provider that can scale and grow
with you over the years is paramount.
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The relationship with the ASP is best thought of as a partnership,
not as the typical customer/vendor association. The ASP must
have a willingness to work with you to understand your current
and future business needs and exhibit the capability to meet those
needs. As one executive noted: “Youre making a bet that these
people will be a part of your company and that they will act like a
partner ... That's why we looked so closely at them from a lot of
different angles.”

2. Ability to offer a full range of services. In choosing to use an ASP,
you are physically moving your mission-critical data out of your
direct control. With such high stakes, you want a true service
provider, not just a company selling software in a new way. Your
demands go beyond reliability and connectivity to user support,
security, and problem resolution. A true service provider will have
expertise in project management, application integration and
management, and overall customer support. If an ASP is lacking
in any of these service competencies, it is important they have
tight partnerships in place to round out the offering. Most impor-
tantly, the organization should be responsive and work to solve the
issue, not pass the blame.

3. Applications offered. Obviously, the ASP must support the appli-
cations necessary to run your business. Equally important are the
applications they plan to offer in the future. Over time, business
needs change, and systems need to be expanded and adapted
accordingly. As you delve further into the evaluation process, you
should investigate the ASP’s level of application expertise — in
terms of implementation, integration, and ongoing management
experience. The core of the ASP’s value proposition is access to
and management of applications. You want assurance that the
applications will be up and running when you need them.

4. Stable, experienced management team. Given the immaturity of
the ASP market, it can be difficult to find an ASP with a proven
track record. Therefore, executives are examining the management
team as part of the review process. As indicated earlier, in signing
with an ASP, you are gambling that it will be around in a few years.
A look at the skills and experience of the existing management team
can give prospective customers a good feel for the ASP’s strengths
and weaknesses.

Conclusion

Keep in mind the valuable lessons we learned from speaking with
current customers, and perform your own reference checks in your
search for ASPs. Although this is a truism, it cannot be emphasized
enough in this emerging market. Don’t expect the ASPs to have many
years of experience, as this is a new market. But do look into their
roots, staff expertise, and committed partners.
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As more and more ASPs offer the same or similar applications, look for
those that complement their offering with services. Understand the
components of the SLA. Are the standards higher than what could be
accomplished in-house? Inquire whether they have experience in imple-
menting and managing applications, as well as monitoring and manag-
ing a network. Make sure you are comfortable with the security
precautions and services, as this is where your company’s data will reside.

Most likely, the ASP contract you sign will be for a three- to five-year
period. Does the ASP have the integration services and capabilities to
meet the needs of your growing business? Look beyond the current
offering and consider the expertise of the management team and where
the ASP may be a few years down the road.

Lastly, take into account the attitude and focus of the ASP. The actual
contract is words on a sheet of paper. What counts is the spirit behind
the words and the mindset of the people who will ultimately be deliv-
ering the service. Though definitely a qualitative and subjective factor,
you want reassurance that the ASP is determined to serve its customers
for the life of the relationship.

Although the ASP market is just a few years old, it is already beginning
to evolve into a more service-oriented environment. It did not take
long for customers to recognize that the value of the ASP model lies in
its ability to incorporate services and provide immediate relief from IT
pressures. The degree to which the customer will benefit from the access
to applications and technology hinges on the responsiveness of the ASP.
An ASP that does not work with clients to satisfy their needs and help
their companies grow cannot expect to build customer loyalty. The ASP
needs to invest in its customers as much as its customers are investing
in it. The relationship is truly a partnership, and it needs to be treated
as such for both parties to benefit.
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