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About This Report

This report was developed and written by the sestaif of Saugatuck Technology
Inc. This report is based on independent researciloped and conducted by Sau-
gatuck Technology Inc., which is solely responsiiolethe analysis, conclusions,
and recommendations presented in this report. Tidigation of this report was
funded by Plateau Systems Inc.

About Saugatuck Technology

Saugatuck Technology Inc. provides subscriptioeaesh and management
consulting services focused on the key market seardd disruptive technolo-
gies driving change in enterprise IT, including Sa&loud Infrastructure,
Open Source, and Enterprise Social Computing.

Founded in 1999, Saugatuck is headquartered inpestConnecticut, with
offices in Boston, Santa Clara, CA and Frankfuryi@any. For more informa-
tion, please visitvww.saugatech.copor call +1.203.454.3900.

To request a briefing with our analysts, contacti€MacGregor at
chris.macgregor@saugatech.com
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“We're very familiar
with benefits of SaaS.
The key benefit is the
removal of capital soft-

ware costs from our ant

nual planning.”

- VP Planning; Large US-
based business services
provider

INTRODUCTION

Only a few years after they first appeared, soféaas-a-service (SaaS) solutions
have begun helping Human Resources (HR) execudivéprofessionals improve
their ability to accomplish critical goals, whialmturn is helping HR to improve
the ability of their firm to succeed in business.

But the rapid rise of SaaS for HR has brought agesving number and range of
solutions and providers into the marketplace. Mgkire wrong choice will change
how the HR organization works, and can severelyictany HR organization’s
ability to deliver more and better service at lesst. The choices of inadequate
SaasS solutions (and providers) can also easilg their long-term costs to, and
above, the level of traditional solutions.

Research conducted by Saugatuck Technology witle th@an 200 HR executives
and professionals in early 2010 indicates that tstdiding and applying three
core criteria -Configurability, Adaptability, andl ntegratability — will enable HR
executives to make the right choices in SaaS solsitiFour more criteria help se-
lect the right solution provider¥fiability, Support, | mplementation, andHR Ex-
perience and Knowledge.

The challenge is understanding where, and why, Salions help HR execu-
tives and professionals improve their abilitieslébiver on critical responsibilities.

This research report provides insight and guidan@slucate HR executives on
just those topics. We utilize data and analysimf@augatuck’s recent survey of
SaaS use, benefits, concerns, and costs, andigwsrwith HR and IT profession-
als experienced in the acquisition, use, and manageof SaaS solutions. In the
end, we will find how SaaS helps HR executives prdessionals succeed — and
helps their companies grow.

Defining Softwar e-as-a-Ser vice (SaaS)

Software as a service (SaaS) is a means of acgu@inid using software via one or more networks,
typically via the Internet. SaaS applications resid one or more servers located on an internet-
connected platform; little or no software is aciyidcated on the users’ devices (e.g., serveisk-de
top, laptop, mobile phone, PDA). SaaS is, in effsottware securely and reliably outsourced to on
or more providers. SaaS is an important compomethtd much larger concept of Cloud Computing
(or “The Cloud”), which also includes the ability buy, use, and manage traditional computing, st
age, and other traditional IT capabilities as omaded services, via Internet and similar networks.

With SaasS, users do not need to buy, install, aaitein applications. There are usually costsiror i
plementation, and SaaS business applications pieatly best installed and optimized by trained-pr
fessionals. But these costs tend to be far lessttiwse for traditional, on-premise applicationadA
after implementation, all maintenance and upgradeperformed by the SaaS provider, on its own
software and servers. As a result, the key benaffi@aS center on low cost of ownership; there is
little or no cost to the customer other than usaggsecure internet access. These benefits aradpel
to drive very rapid, widespread SaaS adoptionlinsgdects of business, from desktop applications
departmental solutions to core, critical busingssesns.

SaaS may be acquired, used, and paid for in atyarfievays. The most common ways include estab-

lishing an account and acquiring a license to beesoftware from the provider as needed, when
needed. The provider may charge per use, monthbrmually; and most providers offer group li-
censes that reduce the cost per user significantly.
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“SaaS makes it easy fo
us to keep up. We can

get out of the software

business. We can keep
our IT guys doing more|
productive stuff than

maintaining someone
else’s software.”

- Director, Human Re-

source Administration , US

-based energy services
firm
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SAAS MusT MEET HR NEEDS

To evaluate SaaS solutions and providers for HRfinsemust figure out what HR
executives and professionals require. What wilpteelcomplish core HR goals and
responsibilities?

Saugatuck survey and interview research with HR@tkees in early 2010 indi-
cates that HR executives and professionals are eooserned about their ability to
fulfill five core HR responsibilities, as follows:

Acquiring & retaining key talent

Developing key talent

Aligning employee performance with business restltompensation
Building leadership capabilities

Supporting organizational innovation & change

The ability to find, develop, and reward key talentritical to maintaining and

improving any business’ competitive position. Tlger@mic turmoil of the last 18
months put a significant strain on employees, agdmizations are realizing that
they must put systems and processes in place te suak the right people are in

the right job, at the right time to support the pamies’ objectives. Business strate-

gies and priorities shifted during the most re@aanomic cycle, and companies
are now moving into a phase where acquiring aneldeing key talent is critical
to their ability to remain relevant and competitive

In an increasingly global marketplace, the seanctahd management of talent
both become global, providing more (and more varsébices and sources while
also creating more compliance requirements that beugtegrated and managed
effectively. Effective talent management requites ability to develop talent and
leaders from within the organization and a demaidr ability to align individual
performance with business results and compensation.

To accomplish this, HR organizations need to ewstalbhemselves as leaders
within the business. That leadership requires agrability to develop, imple-
ment, and support a wide-ranging series of busidessges, so the company can
anticipate and respond to market changes quickdycast-effectively. These
changes, in turn, affect the ability of the compé&m§ind, keep, and manage key
talent, creating a cycle that repeats (or, creaingpeatable cycle).

According to Saugatuck’s latest research, Saaeis as needed by HR executives

to create and meet these leadership abilities.
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WHERE DOES SAASFIT WITH HR PRIORITIES?

Unfortunately, HR executives indicate to Saugatihel their current systems are
far less than effective in helping them to meeséhgoals. Figure 1 summarizes
what Saugatuck calls “The Effectiveness Gap” betwep HR priorities and the
abilities of existing HR systems to help HR profesals meet those goals.

Figure1l: HR Prioritiesvs. Abilities of Existing HR Systems
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Source: Saugatuck Technology Inc. global web suively. 2010; n = 226; multiple responses allowed

The top, blue bars in Figure 1 represent the reaanking by HR executives of
how important fulfilling each of a series of respimilities is to their ability to con-
tribute to their organization’s success. The pdaages indicate the percentage of
HR executives ranking each as “extremely important'very important.”

The lower, maroon bars represent the answers cfaime HR executives when
asked, “How effective are your current Human Resesisystems at helping you
address each of these priorities?” The perceniadesate the percentage of HR
executives ranking each as “extremely effective"vary effective.”

Figure 1 clearly shows that HR executives see thairent systems as being much
less than optimal for their needs. And the biggefectiveness gaps” are found
among the most-important HR priorities, includihgge related to finding, keep-
ing, and managing key talent — and performance.
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“We went with a SaaS
solution because it fit
what we needed, and
because the long-term
cost was extremely low
compared to upgrading
or adding on to our ex
isting systems.”

- VP HR, Multi-national
electronics manufacturer

The abilities of such systems can often, but netgs$, be improved through up-
grades, including the purchase and implementati@additional modules, upgrad-
ing to newer versions, and improving the technaalgintegration capabilities.
Unfortunately, such upgrades tend to be relatieglyensive by themselves, and
they rely significantly on highly-skilled resourcesimplement and optimize. It
tends to be a very “hands-on” experience, requirgtatively expensive hands.

HR executives and professionals have thus beeergtistponing significant up-
grades, or seeking alternative means of improvieg @&bilities to meet critical
priorities and responsibilities. Increasingly, S&a8ne of those means.

Saugatuck’s 2010 survey and interview program Wihexecutives clearly shows
that Cloud-based solutions — including SaaS —eea as a means of helping to
bridge the effectiveness gaps and improve HR psaieals’ ability to manage
their key responsibilities.

This confidence is translating to action. As FigRredicates, almost 40 percent of
executives surveyed indicate plans to implemengSaaone or more core HR
systems between now and YE 2011, with nearly 56gmplanning to have SaaS-
based, core HR Administration apps in place by VE2

Figure2: Core HR SaaS Applicationsin Place or Planned, 2010 - 2012

Time and Labor Management 22%
8 [

Human Resources Administration 21%
8 [

Benefits Administration 20%
1 [
Talent & Performance Management 16%
i f ' '
0% 10% 20% 30% 40% 50%
Percentage of Respondents Indicating Saas in Place or Planned
OAlready in use 2010 ®2011 02012

Source: Saugatuck Technology Inc. global web suively. 2010; n = 226; multiple responses allowed

Such aggressive interest and acquisition plans baxgght a widening range of
solutions and providers into consideration, fromaleshed HR software providers
to long-time SaaS players to a wide variety of rawers.

The next question, then, is how to make the mdett¥e choices?
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“We went with SaaS
because it was very ea
to see how it would hel
us not have to invest in
the same, expanding, I]
resources over time.”

-VP, Benefits Planning an
Administration , large US4
based bank /financial sef
vices provider

SOLUTION SELECTION

When it comes to selecting Saa$S solutions, HR dxesuprovided Saugatuck
with sets of selection criteria, based on providaidity to deliver solutions for
real-world HR.

The first set is what Saugatuck calls “table stakethe bare minimum of demon-
strated abilities that any provider must be ablgtove to get in the doofhese
include the following:

The ability to reduce capital and operating costs,
The ability to simplify software management, and
The ability to ensure data security and privacy.

Providers must be able to show real-world proog= customer cases and refer-
ences — of these abilities before proceeding tméx¢ phase of selection.

Ranking just below these “table stakes” in impoctaare a range of abilities
needed to make solutions work within HR as paihyemsd as effectively as possi-
ble. These fall into natural sets@bdnfigurability, Adaptability, andl ntegratabil-

ity, all closely and similarly ranked by HR executivas follows:

Configurability. Any solution must include the ability to work agtHR
organization really works. This includes havingoaverful, and realistic,
set of rules for enabling and managing the HR degdions’ operations
and processes as they exist and as they are edpedrist. A key ques-
tion to ask of the solution and provider is, “Daleis solution force my
organization into any painful changes in orderde i?”

Adaptability. Any solution must be able to grow with HR andhatite
business as they change. And changes in the soluti@de by the provider
over time, must not thwart HR’s needs or the neédise business to grow
and change. A key question to ask in this casélisy can, and will, the
solution and provider change and adapt to my clmgnigiisiness realities?”

I ntegratability. Any solution must include abilities to integratigh exist-
ing on-premise systems, and with other SaaS sysi#imée some SaaS
solutions can effectively replace practically adisting software and sys-
tems, the reality is that such change can be ertieexpensive and dis-
ruptive to HR and to the business at large. Fofdheseeable future, few
HR organizations will completely “rip and repladégir existing systems.
The more “normal” path will be to use SaaS solugitmreplace some ex-
isting systems, and to improve the capabilitiestbkrs, and to migrate
more and more HR operations to SaaS over time. &hysaaS solution
must be able to integrate with existing systemsapeatations. And as HR
responsibilities and roles expand, HR systems g@edations will interact
more, and more deeply, with other areas of thenessi and with outside
providers and partners.

Solutions must also show strong ability to integraith other SaaS and
Cloud-based solutions.
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“Choosing our provider
was as important, or
more important, than
choosing our SaasS ap-
plications.”

-VP HR, multi-national
durable goods manu-
facturer

PROVIDER SELECTION

Providers must be evaluated at least as thorowaghfire solutions. As one of the
first research and consulting forms in the on-dedn&aaS and Cloud IT markets,
Saugatuck has developed broad and deep experiedaxpertise on key aspects
of Saa$S provider capabilities. And the most impdarisviability.

Simply because its offerings are delivered and wse&aaS does not reduce the
importance of provider viability. SaaS is in thesimess for the long haul. Any
buyer of SaaS must have a strongly positive sehge @rovider’s ability to stay
in business and to continually improve its offedmyer the long-term. Without
continuous improvement and innovation, a SaaS ges\d solutions are little bet-
ter than traditional software.

Saugatuck finds that whether a SaaS provider enggrgent firm or an established
firm is largely unrelated to their long-term viahjil Some startups have enough
funding and other resources to last many yearsantinually improve offerings
without a strong revenue base; some established fivith long histories are fac-
ing bankruptcy and dissolution.

Meanwhile, some providers are being acquired; saménvesting in and pursuing
new industries, others are acquiring other progda&ny of these cases can cause
significant disruption to the provider’s businessl &s ability to support buyer and
user needs. Any SaaS provider must also undergtarialisiness of SaaS. The

shift from a traditional software business to areer-oriented SaaS business model

Is challenging for providers. The SaaS model reguan ability to innovate, and to
deliver innovation and improvement on a regular frequent basis. Look for pro-
viders with a track record of both.

Every buyer of SaaS will need to develop and apgigble, strict criteria of their
own to assess a provider’s viability. Most tradiabbusiness measures, including
track record, customer satisfaction, industry rapom, and channel presence, can
and should be used to gauge SaaS provider viability

In addition to overall vendor viability, HR exeotgs tell us that SaaS providers
must specifically be able to deliver the followimgorder to be considered:

Support. In our most recent survey, HR executives toldgaguck that the
availability of cost-effective, responsive user o is of the utmost impor-
tance to them. This is an easily-overlooked aspeftaS; too many buyers
see SaasS as needing less technical support bebausaftware is located on
the provider’s servers. But even with the mostlgasied SaaS solutions, im-
plementers, IT organizations, and users will nesgbing and easily-accessed
support, especially with solutions that can be igpméd to meet HR organiza-
tions’ unique demands. Tiered support levels engidater flexibility and help
manage support costs more effectively.

I mplementation. Ranking just below Support cost and capabilitresur sur-
vey were implementation cost, and the availabiithighly-skilled implemen-
tation resources. Implementation of comprehensaa&SSsolutions can be
somewhat complex, especially when the Saa$S soligibndging gaps



April 2010

HR SaaS Solutions for Better Business: A Selection Guide

“As good and easy as
this solution can be,
you really need to use
experienced help to ge
it done right and rela-
tively inexpensively. ”

- VP Planning; Large US-
based business services
provider

between multiple systems and operations. Meanwhilbuyers and support
organizations, and HR executives and professionalst solutions that can be
implemented rapidly and cost-effectively. The Spasvider must be able to
set and meet realistic expectations for solutioplémentation, hopefully using
previous, relevant experiences as examples. Bsyendd evaluate SaasS pro-
viders that have in-house implementation resouggertise and experience,
or that have established and close working relahigos with experienced HR
solution resellers or consulting firms.

HR experience and knowledge. Finally, but of no less importance, SaaS pro-
viders must understand HR, not just build andi4BlIsolutions. This means
that any provider being considered must understam@ntire range and impact
of HR responsibilities, and the challenges HR faoesrder to understand

how HR works — and wants to work more effectively.

NET IMPACT

Saugatuck’s real-world research shows that Saafi@wd are not only viable for
critical HR operations, they are considered a me&iraproving HR'’s ability to
fulfill their responsibilities. SaaS solutions skbbe considered by HR executives
for any and all aspects of HR responsibility andragion.

As with any important part of IT and business, ¢higcal challenges are in evalu-
ating and selecting solutions and providers. Wthieeprevious pages provide use-
ful direction and detail regarding SaaS solutiod provider selection, we feel it
necessary to emphasize one more critical aspect:

IT buyers and HR executives must work togetheulgest
SaasS solutions and providers to at least the sawvedd of
scrutiny, evaluation, and challenge that any previdf any
critical IT would be subject to.

SaaS is mainstream IT, and needs to be evaluaedied, implemented and sup-
ported as such. HR and IT need to work closelyttagenot only to understand and
evaluate the capabilities of solutions and proddbut to be able to accurately es-
timate the effects of the solution on HR, IT, ahd tompany at large. The more
comprehensive the solution, the more importanédones to coordinate and con-
duct the evaluation and selection process effdgtive

“We are very satisfied. | wish we had known aboaiS sooner and used it
earlier.”

- Director, Human Resource Administration , US-ltbE@ergy Services Firm
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SPONSOR PERSPECTIVE: PLATEAU SYSTEMS L TD.

SaasS is rapidly moving from an “if’ to a “when” disssion for many organizations, and this is esfigdiaie
with regards to HR and talent management applieatigVith SaaS continuing to move beyond its iniighes
of CRM and small to mid-sized businesses and imtoenterprise, it is important for customers tmgeize that
not all SaaS solutions or providers are create@leydhen selecting a solution provider, companiestnevalu-
ate the provider’s ability to deliver SaaS in a wagt supports their unique business requirem&#aS buyer
should apply the following framework when selectrtgaaS provider partner:

Product Architecture. The foundation of the SaaS solution must be anrgmge-class, multi-tenant archite
ture. Customer benefits are made possible throtfglie@cy gained by the provider via a one-to-malgfivery
model that is best served by a multi-tenant archite. Product architecture is critical becauseSSamviders
manage upgrades and maintenance, and architecilimpact a provider’'s ability roll out changes ¢ostom-
ers. The best SaaS architecture also enables devighof configuration and extensions, which imnt@nable
maximum cost savings and ease of use. Providers aeliger flexible tools that allow users to makeanges
and implement their own processes and requirements.

Operations. SaaS customers place a significant amount of iimuke hands of the provider. Because provig
are responsible for managing and delivering thetswi, they are also responsible for data securélability,
scalability, and the overall user experience. Rfers must not only have the right architecture, e best
physical infrastructure and systems in place, tinexgt also have the right people and processesageb sup
port this new operating model. Two core providegragpions aspects to be considered are:
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Product Infrastructure The provider should be hosting the applicatiom isecure and scalable third-party

facility that meets all customer security and dai@acy requirements. Providers should also addcess
mon best practices for application delivery (SAST¥@e II, PCI, and Safe Harbor). Because SaasS ©ug
ers are dependent on the provider for much of titeuser experience, providers should assure alégh
of availability and a high quality experience.

Customer Support & ServiceSaaS offers a much faster time to market, anala&® $Smplementation is mug
different than an on-premise one. SaaS solutioascanfigurable and extensible in a less technicadly
manding way than on-premise deployments, and acesrerganization must be built with that in mind.

Business M odel. Saas is fundamentally changing the way proviteitsl and deliver their solutions solutions
are delivered more quickly and at a lower cost, tedpace of innovation is much faster. These cbamgpact
sales and marketing efforts and the overall charestics of the provider’'s financials. The majorif a pro-
vider’s revenue should be recurring, with a smallerfessional services component. Deferred revavilide an
indicator of the provider’'s long-term revenue hiealthe following business metrics are equally int@ot to
consider when evaluating SaaS solution providers:

Customer RetentionThis is critical in any business. Best-in-clagaS providers generally experience |
than 5 percent annual customer churn because dleyg heavily on customer success.

Profitable Growth Is the provider building a sustainable businesdeh or just growing quickly with hope
of selling the company? Well-run providers build f@ability, consistent profitability, and growth.

Choosing the right SaaS solution provider can bbhalenge. Buyers must evaluate solution providgEnst g
broad set of criteria that assess both technologytlae business. The provider must have the prothepera;
tions, and the proven business results to showitthélt be a sustainable business partner.

Plateau Systems is a leading provider of enterp8iaaS solutions for talent management and is widklgg-
nized in the talent management space for produstvation and excellence, and for our long-standingimit-
ment to making customers successful. The resudite®l customers are achieving using Plateau’s leayn
performance, compensation, and career and sucaesgilutions are a testament to the superior fumetiiby,
robust capabilities and flexible architecture oktPRlateau Talent Management Suite. Our solutiord em-
pany are further differentiated by our unique akilio deliver against the SaaS provider requireraenttlined
above.

For more information or to request a demonstratiplease visit us dittp://www.plateau.com
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SAUGATUCK OFFERINGS AND SERVICES

Saugatuck Technology is a strategic advisor toaeni
executives, information technology vendors and $twes,
providing strategy consulting, subscription reskamd
thought-leadership programs focused on emerging
technologies, key business / IT challenges, arettie
management strategies.

VENDOR STRATEGIC CONSULTING SERVICES

« Market Assessment
. Strategy Validation
« Opportunity Analysis
« Scenario Planning

« Competitive Analysis

USER STRATEGIC CONSULTING SERVICES

« Leadership and Planning Workshops

« Strategy and Program Assessments

- Deployment and Management Best Practices
» Vendor Selection / Evaluations

CONTINUOUS RESEARCH SERVICES (CRS)

« Subscription access to Saugatuck’s ongoing premium
research, includinResearch AleriQuickTakes
Strategic Perspectiveand fact-based and in-depth
Research Reports

» Research agenda focuses on Key Trends and Emerg-
ing Technologies driving change in Enterprise Com-
puting, i.e. SaaS, Cloud, Open Source, Social Com-
puting, as well as market forces and players at the
business process layer

THOUGHT-LEADERSHIP PROGRAMS

« Custom research programs targeting key technology
and business/IT investment decisions of ClOs, CFOs
and senior business executives, delivered as @sear
reports, position papers or executive presentations

VALUE-ADDED SERVICES

« Competitive and market intelligence

- Investment advisory services (M&A support,
venture fundraising, due diligence)

+ Primary and Secondary market research.

For more information about this or any other Saudat
Technology report or service, please call us atale
phone numbers given at the bottom of this pagenuail
us atinfo@saugatech.com

We also invite you to visit our website at
www.saugatech.comWhile there, please register for our
complimentaryResearch Alerifocused on emerging and
disruptive technologies, key business / IT chakk=n@nd
effective management strategies.

SAUGATUCK OFFICES:

US Headquarters:
Westport, CT 06880
+1.203.454.3900

Silicon Valley:
Santa Clara, CA
+1.408.727.9700

Germany:
Eltville, DE
+49.6123.630285



