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INTRODUCTION: SOFTWARE AS A
SERVICE

The enterprise intelligence through e-transformation is
oneof the cornerstones of the next-generation e-business
era where the Internet constitutes the core business
resource. Furthermore, the severe competitive landscape
of e-business makes firms focus on their core capability
and farm out staffing functions such as IT. Under this
circumstance, enhancing intelligence and synergy
through e-transformation will be accomplished by IT
outsourcing via ASPs (application service providers).
The ASP industry now provides an essential infrastruc-
ture for the Internet-based e-business transactions,
thereby accelerating corporate e-transformation.

An ASP is generally defined as a third-party service
firm that deploys, manages, and/or remotely hosts a
software application through centrally located serversin
alease agreement. A SPsstarted their businessby provid-
ing online application programs such as ERP (enterprise
resourceplanning) and CRM (customer relationship man-
agement) solution packagesto corporate customers. The
first customersweresmall companiesor local branches of
multinational companies where I T outsourcing was the
only option to deploy IT resources due to financial or
regional constraints. As seen in these cases, the biggest
merit of employing ASPsisthat corporate customers do
not haveto owntheapplicationsand takeresponsibilities
associated with initial and ongoing support and mainte-
nance. Consequently, ASPs are differentiated from the
existing I T servicesinthat ASPs provide I T resourcesto
multiple corporate clients on aone-to-many basiswith a
standardized service architecture and pricing scheme.

Table 1. Key playersin the ASP value chain model

BACKGROUND:
CHAIN

INDUSTRY VALUE

The industry value chain does not allow asingle service
provider to control the entire service delivery process.
Evenif we confine our attention to the software delivery
processinthevaluechain, thecomplexity doesnot reduce
significantly. In order to deliver applications over the
Internet, we need a mechanism to establish and maintain
collaboration among independent functional divisions.
Analysis of thisnature of the value chain shows how the
industry is likely to evolve and gives someinsightsinto
the strategic meaning of special typesof convergence. In
particular, we should point out two critical aspectsof the
value chain, which arerequired to survivein the market:
alarge customer base and stabl e relationship with other
functional divisions. The structure of partnership among
theplayersinthevaluechainisoneof themajor elements
to classify emerging A SP business models. Table 1 sum-
marizes key playersin the ASP value chain.
Thereareanumber of factorsthat arefrequently cited
as fueling or dashing the growth of the ASP market
(Burris, 2001; Factor, 2002; Kim, 2002; Sparrow, 2003;
Toigo, 2001). Oneof thestriking characteristicsobserved
so far is that immaturity of the industry is the most
representative challengeintermsof the market factor: for
exampl e, theuncertainty asto whether existing and emerg-
ing ASPs are winning enough customers to validate an
ASP business model for highly sophisticated enterprise
applications. While some ASPs are gaining momentum
with early adopters, thereare many client companiesthat
are unwilling to rent ERP applications due to the lack of
trust in theindustry itself in Korea (Kim & Choi, 2001).

and so forth

so forth

e Software Vendors: including ISVs (independent software vendors), content providers (CPs),
e Network Infrastructure Providers: including telecommunication operators, 1 SPs (Internet service providers), and

e Application Service Providers: as an intermediary or an organizer between software vendors and customers
e Individua and Corporate Customers: subscribers (end users) of the ASP services
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Table 2. Drivers and challenges of the ASP industry

Category Drivers

* Reducerisk of technological

breed applications
¢ Avoid IT staffing shortage

obsolescence due to rapidly changing IT
Technology | ¢ Provide a chance to utilize best-of-

Challenges

+ Unsolved security concerns

+ Emerging, new technological
requirements from theclients: e.g., SLA
with client participation

+ Unproved servicereliability: e.g.,
network problems, system scalability and
performance

Market ownership)

+ Provide predictable cash flows

¢ Minimize up-front TCO (total cost

+ Unproved client momentum
+ Failurein giving clients sufficient trust
due to unstable ASP industry

Moreover, it is security control and remote monitoring
systems, SLA (servicelevel agreement; Lee& Ben-Natan,
2002; Sturm, Morris, & Jander, 2000) management, andthe
global standardization process that should be further
developedto support proliferation of ASPs. Intheend will
survive only a few successful ASPs that adapt them-
selves to the market requirements and take the most
advantage of the competitive landscape.

Table 3. ASP business models and capability profiles

ASP BUSINESS MODELS

The industry’s short history raises the following ques-
tions. What changes will happen? Who will be the win-
ners and losers? To answer these questions, Table 3
clarifiesdifferent typesof the ASP businessdomainsthat
arecurrently emerging. ASP' scommon val ue proposition
to improve total benefits from IT outsourcing has been
giving rise to various trials in designing the service

Basic Types Characteristicsand Value-Added Components Basic Capability

+ Develop deep expertise within a given functional area (as

opposed to one-stop shop): Substantial consulting servicesare | ¢ Well positioned
H-ASP possible to expand customer
(Horizontally | ¢ 1SV’sneed of partnership with systems integration and basis quickly
Specidized distribution companies ¢ Hard to copy the
ASP) ¢ Should be Web-based software provider domain-specific

+ Either own the software or develop proprietary integration | knowledge

in aspecific field

¢ Strong advantage
X/:f?: aly ¢ Industry-specific applications (in contrast to one-stop shop) ';ﬂ:ﬁg?g'zed
- + Verticaly oriented template methodology: easily deploy
Specialized across multiple clients in the same industry * Hardto copy the
ASP) industry-specific
knowledge

AIP ¢ Originated from telegommunicgti on company that owns + High investment
(Application network_s an_d has operations experience costs as an entry

+ Provide infrastructure management to ASPs barrier: easy to
Infrastructure | | Provid icesindluding SLA tect thei ket
Provider) ovide system management servicesincluding SLA proi eir marl

+ Alleviate client concerns regarding network reliability, etc. | share

+ Provide total services from front end to back end with

systems integration consulting

¢ Create new business process by rearranging suppliersand | ¢ Going back to
XSP customers one-stop-shop idea:
(Extended ¢ Help customers and even other service providers enter new | Improved flexibility
Service markets, deploy services, and improve profitability easily will be the core
Provider) while minimizing risk competitive edge for

+ Build and integrate customized applications, thereby

enabling clients to avoid the need to handle multiple ASP

solutions
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