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Executive Summary

A comprehensive strategy for your enterprise application software focuses not
only what you are delivering today for your users but also anticipating future
business needs, including requirements for future software releases and
application platforms. Traditionally, and without question, software licensees
retained software vendor annual maintenance contracts and upgraded as each
new release was made available. Industry analysts, advocating close ties
between the licensee and the software vendor, recommended staying on the
very latest software releases — and indeed, this was frequently a necessity
anyway given the immaturity of application suites.

Software vendors enjoyed the status quo and eventually began to view annual
maintenance fees as an entitlement or right, ultimately taking advantage of their
position to increase support fees to as much as 22 percent of license fees.
Software licensees, lacking other support options and recognizing their
subordinate position, lost control of their upgrade strategy and simply fell in
line, paying increasing support fees and diligently deploying new releases,
frequently without rigorous return-on-investment (ROI) assessments.

Over time, the maturation of application software suites, the increasing costs of
maintaining and upgrading systems — and the development of new software
platforms and technologies, including Software-as-a-Service (SaaS) and Service
Oriented Architecture (SOA) based systems — have complicated the process for
evaluating and setting application upgrade strategies. The introduction and
adoption of third-party support as a replacement for software vendor annual
support has further expanded the set of options available to software licensees
in determining their corporate application road maps.

Despite hundreds of software licensees switching to third-party support, there is
a widespread misconception that switching to third-party support is a non-
strategic, dead-end strategy solely for end-of-life releases with no refresh or
upgrade paths available in the future. The facts speak otherwise: as this white
paper explains, third-party support helps clients take back control of their
upgrade strategy, giving them more flexibility and options in managing their
application road map.

Rimini Street 3



End-of-Support Deadlines
Drive Upgrades

"Vendor-imposed end-of-support
deadlines were one of the driving
forces for considering an upgrade for
95 percent of the respondents who
are considering upgrades."

-R. “Ray” Wang, Forrester Research,
May 29, 2008

Are You Paying for Upgrades You
May Never Use?

“Paying far in advance for upgrades
that are seldom utilized makes less

sense in today’s economy.”

~Forrester Research, February, 2009’
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Determining The Value of Upgrades

Why Do We Upgrade?

“To upgrade or not to upgrade” is an ongoing dilemma facing enterprise
application software licensees. While vendors promote the concept of
upgrading to stay current on support and retain the right to future releases,
according to Forrester Research, “Most business and IT execs put off upgrades
for as long as possible to avoid costs and minimize business disruption.”"

Historically, enterprise software clients have upgraded for a number of reasons:

¢ New release functionality. New application releases may contain
features and functions that extend or enhance business processes.

o Compliance. Applications such as payroll need to be kept up-to-date
with the latest tax, legal and regulatory updates.

e Pressure from the vendor. Vendors may stop supporting older
releases, or may charge more to support older releases than the
current release. Upgrading may bring some support cost relief.

o Early technology adopter philosophy. Early adopter organizations
want the most current, cutting-edge innovations; more conservative
adopters are content to wait for new application releases and
platforms to be real-world tested before moving to the latest.

e Market and career pressures. Information technology executives and
managers may wish to advance their careers by orchestrating
upgrades to the most contemporary, modern technologies. Likewise,
management may wish to upgrade the IT environment so as to remain
an attractive employer to engineers who wish to stay current with their
skills.

Questions to Ask About the Value of Upgrading

While the reasons for upgrading given above may be legitimate for some
enterprise software clients, the playing field has changed since the days when
significant must-have functionality was introduced in every major application
release (see below, “Upgrading: Not What It Used To Be”).

The difficulty of justifying the cost and resources required to upgrade is
reflected in the title of a recent Forrester Research report, “Application
Upgrades: How To Make Upgrade Decisions When Business Value Proves
Elusive.”® Today, it is prudent to ask the following questions before continuing
down the traditional upgrade path:
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Upgrading: Where’s the
Business Case?

“The most common reason we hear for
deferring an upgrade is the lack of a
convincing business case ... If the
upgrades aren’t delivering value ...
[then] don’t upgrade the package. This
scenario can be supplemented with
third-party support for break-fix and
compliance updates.”

—Forrester Research, June 25, 2010*

Enterprise Application Upgrades
Face Increased Scrutiny

“We believe ERP upgrades, the
primary motivation to pay
maintenance fees, are on the wane
because it’'s a mature market. Vendor
investments in R&D are on the decline,
innovation is lagging and
redeployment costs are multiples of
the license fee. As a result, customers
are increasingly questioning the value
of paying annual maintenance fees of
20 percent of the cost of the original
license for the occasional use of
technical support.”

—Cowen and Company, September 25,
2009°
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Is there a solid, convincing business case for the upgrade? What
are the real, quantifiable IT cost savings and business process benefits
of the upgrade? What is the expected ROI?

Is there real value in the release’s enhanced functionality? Again, is
there a compelling business case for adopting the new features and
functionality, or are they merely “nice-to-haves”? Are you trained to
deploy new releases despite diminishing returns?

Does the upgrade represent the deployment of technology for
technology’s sake? Are alluring technologies driving the technical
team to adopt expensive new releases while business users see no
benefit? Are little-used technical enhancements slowly locking you into
the software vendor’s technology stack?

Upgrading: Not What It Used To Be

A bit of historical background helps to put current upgrade options in
perspective:
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Today’s software is incredibly mature and stable. In the 1990s and
early 2000s, enterprise software clients regularly upgraded because
each new major release offered major new functionality covering
essential business processes. This is no longer the case. Current
software platforms are 20+ years old, extremely mature and proven
across billions of transactions worldwide, and can run businesses for
the next decade or longer. (For example, SAP ported its mainframe
R/2 product to its client/server R/3 product in the early 1990s and to
Internet architecture around 2000, but much of the underlying ABAP
code remained the same.)

Every major and minor business function has been automated in
the leading software platforms over the past two decades. Current
software releases more than meet the needs of even the most complex
organizations. In fact, many organizations only use 20-30 percent of
the available functionality. This means that incremental releases
provide limited new functionality; they do not provide meaningful ROI.
Innovation is coming from smaller, more agile firms, not ERP
providers. Leading ERP companies are encumbered with supporting
and maintaining existing applications as well as attempting to build a
future generation of software. True innovation that you can deploy and
utilize today to create a competitive advantage is coming from nimble,
cutting-edge firms dedicated to creating modern solutions that work in
concert with your current enterprise software backbone.



Software Maintenance Is Enormously
Profitable for the Vendors

“Software giants such as Oracle and
SAP charge as much as 22 percent of
the value of an initial license for annual
support ... Profit margins on support
can be upward of 90 percent, according
to industry estimates.”

—-The Wall Street Journal, November 30,
2010°

It's a Long Road to the Next Platform

“Companies starting down a path
toward SOA should expect the entire
project to take at least 15 years to
complete ...”

—-Anne Thomas Manes, Burton Group,
August, 2006’
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Technology Shifts Happen: The Days of Vendor Entitlement May
Be Numbered

The state of enterprise application software today is fluid and dynamic, with
boundaries and alliances constantly shifting due to new technological
developments and M&A activity. Older, established vendors are trying to retain
clients and convince them to keep investing in future releases and platforms
through annual maintenance fees on existing releases — while newer, more
disruptive firms such as Salesforce.com and Workday are pushing the
boundaries of fresh, innovative technologies such as SaaS.

In terms of maintenance fees, the status quo today is the same as it’s been for
the past decade and a half or more: clients are asked to accept, without
question, that the vendor is entitled to hefty annual maintenance fees, because
the vendor is taking that money (which accounts for more than half the vendor’s
total annual revenues) and engaging in research and development for the
client’s future benefit.

The following factors underline the paradigm shift now underway from vendor
entitlement to software licensee empowerment:

¢ Next-generation software platforms will not be ready for 5-8 years
and will require a full reimplementation. Future software platforms,
like Fusion, take many years to fully develop and deploy as a complete
enterprise software suite. With no guarantee on time line or functional
content, paying maintenance fees in anticipation of a next-generation
platform is a significant risk. Additionally, analysts have stated that
next-generation platforms like Fusion will require a full
reimplementation and will likely require additional license fees.

¢ Maintenance fees consume budget that could address innovation
and competitive advantage. Enterprise software licensees that opt for
third-party support use the significant cost savings to retain headcount
and fund strategic investment in IT initiatives such as innovating
“around the edges” of their core legacy ERP systems with Web 2.0
technologies, SaaS, virtualization and so on.

o Enterprise software licensees’ current maintenance fees are
paying for the development of future releases they may never use.
There is no guarantee that new platforms and enhancements will meet
your business needs; and It is a matter of historical fact that major new
platforms and applications are typically introduced with significant
quality wrinkles that can take years to get ironed out.

Recognizing that innovation is not forthcoming from the large software vendors,
or at best coming at a glacially slow pace, organizations are balking at paying
for upgrades they may never use or need, and are looking to third-party support
providers for significant cost relief.
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What Enterprise Software Clients Want in an
Enterprise Applications Road Map

To sum up the previous discussion: traditionally, the vendor has felt entitled to
lock the client into a particular support schedule and upgrade path. But today,
many enterprise software clients, having accepted this “vendor entitlement”

model for years, are calling the status quo into question and demanding a
choice of maintenance and support providers.

The CIO, the IT team, the business user and procurement/finance may have
somewhat different angles on upgrading, but ultimately, enterprise software
clients are looking to formulate an upgrade strategy that will result in:

¢  Full functionality for business processes
¢  Flexibility in formulating the future enterprise applications road map
¢ ROl/real business value

e Reduced risk of committing to new releases and platforms before
they’re ready

e  Optimized cost savings
e Alignment of cost with return

For organizations running today’s mature, highly functional enterprise
application software that will remain stable for a decade or longer, new support
options are available: as explained below, by leveraging third-party support,
enterprise software licensees are taking control of their upgrade strategies,
while saving 50 percent or more on annual maintenance fees.

Third-party support helps organizations accomplish these objectives and
thereby proactively manage their enterprise applications road map.
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How Third-Party Support Enables Your Enterprise
Applications Road Map

Run Your Current Release for Many Years to Come

With third-party support, enterprise software licensees gain flexibility and
choice because they make their own decisions on how long to run releases.
Clients extract the maximum possible return from their investment in their
current enterprise software while saving up to 90 percent on their Total Cost of
Maintenance (TCM — see “Saving Up To 90 Percent on Total Cost of
Maintenance” below). Leading third-party support providers will support current
stable, mature releases for 10 years

-party support
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