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Traditionally, large IT organizations have utilized their resources to 
design, build and launch new applications within their datacenters 
using commercial off-the-shelf (COTS) software. This was 
considered the primary function of IT. IT built these solutions 
from the ground up, with the customizations to meet the needs 
of the organization and with the intent of creating a competitive 
advantage. Many of these needs are common across different 
enterprises, and the SaaS market has now created solutions to 
address these common requirements.

The fi nancial evaluation of a SaaS solution needs to take into 
account several factors that have not always been considered in the 
traditional build-it model. Under the build-it paradigm, it is assumed 
that the cost to develop a new application is equal to the cost of 
the software package purchased. After all, the IT personnel who 
would customize the software solution were already considered 
an allocated expense item in the IT budget. And capital equipment 
such as servers may or may not have been considered; it was an 
assumed part of the cost of doing business.

First in the process was forming the software selection team, which 
included IT members and business users. Months transpired as 
the team evaluated all options before making a software decision. 
For the next 12-18 months, IT designed, integrated, tested, tuned 
and launched the new solution. But the costs didn’t end when the 
new solution was launched. In fact, according to Gartner Inc., the 
annual cost to own and manage software applications can be up to 
four times the cost of the initial purchase. Gartner also said that as 
a result, companies end up spending more than 75 percent of their 
total IT budget just on maintaining and running existing systems and 
software infrastructure.

In addition, the state of Internet-based, on-demand systems is 
forever changing. New technologies, regulations and interface 
options are being developed every day. These new models can 
quickly make what was a modern, state-of-the-art system look old 
in a matter of months. Service-based offerings avoid this because 
the service provider needs to keep up with the latest models to 
remain in business. 

In today’s environment, IT executives have many more choices than 
ever before. Some current applications may still remain behind the 
fi rewall (particularly when they are core to the business), but others, 
particularly newer solutions, will be provided in the “cloud” with 
little or no help from IT resources. These cloud-based solutions are 
offered based on the premise that organizations have similar needs, 
and a multi-tenant solution that is confi gurable will fulfi ll 90 percent 
of several organizations’ requirements. Within this category is a 
model known as software-as-a-service (SaaS), which is growing at 
an accelerated rate and will be discussed in this paper. SaaS is a 
method allowing executives to cut costs in half, while conversely 
launching applications more quickly.

“Covisint offers its own IP in a services offering. 
The company has successfully expanded into other 
verticals such as healthcare, energy, and travel. 
Today, in addition to IAM services, Covisint manages 
federated relationships between its customers by 
providing identity broker services. Instead of maintaining 
a network of bilateral federation agreements, clients only 
need to sign an agreement with Covisint to enter the trust 
network that provides access to all members’ authorized 
resources. Of all companies included in this Forrester 
Wave, Covisint has been in the market the longest (more 
than 10 years), has repeatable services, and offers a 
federation protocol converter. It is the strongest player 
in identity management and attestation, has extensive 
strong authentication capabilities, and provides 
consumer identity management for all OnStar customers 
as part of the OnStar Connected Vehicle Platform.” 

  relaM evE ,resC sardnA yB ;cnI,hcraeseR retserroF   —
with Stephanie Balaouras, Kelley Mak; The Forrester 
Wave™: Enterprise Cloud Identity And Access 
Management, Q3 2012 

Collaborative Portal Decisions 
That Make “Cents”
Reducing Total Cost of Ownership by 50% 
or More with SaaS Solutions



As IT executives evaluate the many solutions available, they need 
to calculate an accurate estimate of the total cost of ownership 
(TCO) for each model. However, comparing the TCO for a cloud-
enabled solution and a customized software solution is not as 
straightforward as it seems. Many organizations make the mistake 
of simply comparing the cost of the actual packaged software to the 
managed services cost. In doing this, organizations underestimate 
the value the cloud-computing model such as SaaS provides.

Many additional costs and benefits need to be brought into the 
equation to conduct a fair comparison. Other benefits, such as 
speed to market or reaction to business needs in today’s highly 
competitive marketplace, must be considered as part of the 
equation. Lost opportunity is a factor that will impact the financial 
performance of the company as it waits for a customized software 
solution to be developed, but it is very difficult to quantify.  
By comparing costs and benefits, key decision makers will be 
prepared to move forward with a SaaS decision in confidence.

Objective 

The objective of this document is to present the reader with 
general guidelines for developing a TCO comparison for two types 
of enterprise implementation: a customized software solution 
and a SaaS solution. Comparing the TCO for each approach will 
enable the decision maker to choose the best approach. The two 
approaches are defined as follows:

• Software-as-a-Service Solution—A model designed to 
deliver business applications and processes anywhere, 
anytime through an external service provider like Covisint. 
This model has a subscription-based pricing model and is 
configurable using APIs. 

• Customized Software Solution—A traditional model where 
an internal IT team develops a custom solution using a 
standard software package.

The case study described in this document demonstrates the 
customized software solution not only requires a higher upfront 
capital investment, but costs more than twice a SaaS solution over 
a threeyear period. 

Why software-as-a-service? 

SaaS solutions are being adopted at an accelerated rate by enterprises 
around the world. Global spending on SaaS is expected to reach 
$45.6B by 2017, according to Gartner Inc.1 SaaS is often used by line-
of-business leaders who are looking to deploy technology to rapidly 
provide their teams with needed functionality, increase productivity and 
address new market opportunities. In fact, Gartner estimates that by 
2017, CMOs will spend more on IT than CIOs.2

How customers benefit from SaaS solutions 

There are many benefits of using a SaaS-based approach while 
developing a collaborative portal. According to Forrester Research, 
customers leveraging the SaaS model report significant benefits, 
such as: 3 

• Subscription-based pricing that lowers the cost to get 
in the game. For many firms, the key benefit of SaaS is 
its simple, subscription-based pricing model: Firms pay a 
subscription fee per month (or year) per user that covers 

everything needed to operate, including support and 
maintenance. This model eliminates the capital investment 
required for on-premises hardware and software licenses.

•  Simple implementation and upgrades that minimize 
staff effort. A SaaS-delivered tool only requires a web 
browser and an Internet connection to function — there’s 
no client to install, no hardware to support, and nothing 
to upgrade locally. SaaS also offers seamless, automatic 
upgrades, typically two to four times per year (but note that 
customizing your SaaS tool can cause problems with future 
upgrades). In contrast, on-premises upgrade cycles average 
between 18 and 24 months. 

• Reduced support needs. I&O pros can expect a far lower 
support burden for the ITSM SaaS platform itself than for 
a comparable on-premises deployment, because the SaaS 
provider typically includes support and maintenance in the 
subscription (the provider does patching and bug fixing). 

• Greater opportunity of use. A per-seat SaaS subscription 
will usually cover access to capabilities across multiple 
service management processes. Thus, I&O pros won’t need 
to waste time arguing with the supplier about whether you 
need to pay more for multiple licenses across multiple ITSM 
products or modules (a common and costly annoyance in 
the on-premises mode). This gives I&O teams the freedom 
to continue their adoption of service management over 
time without additional costs other than those for additional 
users and seats. 

According to The Forrester Wave™: Enterprise Cloud Identity And 
Access Management, Q3 2012 more than 70% of North American 
and European software decision-makers indicated that speed of 
implementation and deployment was one of the key benefits that 
drove their SaaS choice. Significantly for these decision-makers 
SaaS solutions leave the deployment, maintenance and ongoing 
management to the supplier. 4

A SaaS solution is very different than traditional customized 
software olution projects. It requires a level of understanding on how 
the models differ—and then it is recommended that a TCO analysis 
be conducted to ensure the SaaS option is the most cost-effective 
for your business situation.

Developing the TCO comparison 

There are several cost drivers that should be considered in 
developing a TCO comparison. This section will highlight the 
cost drivers that were commonly found when examining several 
industry TCO models. For the purpose of comparing costs for 
the two approaches highlighted in this paper, a case study is 
presented. Cost estimates were developed from standard price 
sheets published on various web sites, which are referenced in the 
cost table. Consequently, this cost comparison reflects the price 
differential that would exist for a standard portal implementation 
with the assumptions stated.

Case study parameters 

In order to compare the cost of a custom software development 
solution (on-premise solution) to an application using a SaaS 
model, the following guidelines were given to the cost estimation 
team of IT development professionals at Covisint: 



• A portal implementation for 10,000 licensed users. 

• A fairly active user group with an average of 213,000 site 
visits and 645,400 page views per month. 

• A custom software solution defined and implemented within 
12 months time by a dedicated development team (general 
time required to custom design, integrate, test, tune and 
launch a new software solution). 

• A SaaS solution implemented in 30-60 days using  
Covisint’s multi-tenant solution and with light branding  
from the customer. 

Customized software solution 

There are several costs that should be considered when developing 
a customized software solution. These can be categorized as capital 
expenses, operating expenses and other expenses. Each type of 
expense is described in further detail in the section that follows.

Capital expenses 

• Software license and maintenance fees—Includes the 
cost to secure software for utilization in the application 
development project. Maintenance fees of 22 percent per 
year are assumed for every year after the initial purchase 
year. This does not include the cost to upgrade to a new 
version of the software during the three-year period. 

• Hardware—Includes the number of servers and  
other capital equipment that will be dedicated to  
the solution implementation.

Operating expenses 

• Custom coding, implementation and integration—
Includes the number of hours for full-time IT staff members/ 
contract labor that would be assigned to the application 
development project. The staff members would be 
responsible for designing, integrating, testing, tuning  
and launching the solution based on a pre-defined 
requirements document from the business users. Once 
the application is fully operational (one year), the labor is 
generally reduced. Remaining employees would be cut or 
reassigned to other projects. 

• Application support and maintenance fees—Includes 
software maintenance charges for the servers, and database 
software costs and maintenance fees. 

• Server support—Includes server support cost incurred with 
each of the servers used for the project. 

• Systems administrators—Generally includes full-time 
employees or hours dedicated to administering the system. 

• IT and help-desk staffing—Help-desk costs include 
support to cover “Level 1, 2 and 3 calls.” Also, includes 
resources required to maintain system documentation, 
support information, operational interfacing and reporting. 

• End-user training—Includes number of resources required  
to conduct initial training for all users of the system. 
Separate training sessions are scheduled with system 
administrators and users. 

• Unscheduled maintenance and recovery—Includes 
estimated cost for unscheduled maintenance and  
outage recovery.

Other expenses 

• Monitoring—Includes the cost to monitor the application so 
problems with performance can be easily detected. Does not 
include charges for an identity management/security solution 
(which is integrated into Covisint’s SaaS solution). 

• Communications—Monthly network charges for 
communications systems are included in this line item. 

• Hosting—Includes the cost to host the new application. 

• User adoption and migration—Includes the cost incurred 
to migrate users to the new solution and labor hours utilized 
as users adopt the new approach. 

• Innovation—The states of Internet-based, on-demand 
systems are forever changing. New technologies, 
regulations and interface options are being developed 
every day. These new models can quickly make what was 
once modern look old in a matter of months. Service based 
offerings avoid this because the service provider must keep 
up with the latest models to remain in business.
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This chart is based on the business case built for comparative purposes  
by Covisint. It illustrates the cost differential by year.
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This chart is also based on the business case. On a cumulative basis, 
costs for a customized software solution are estimated to be more than 
double the amount of a SaaS solution within a three-year period.



The SaaS solution 

For a portal solution implemented using a SaaS model, costs are 
all-inclusive and are based on a “pay-as-you go” model. The basic 
cost elements include: 

• One-time setup fee—Cost to do the layout, 
requirements,design and initial branding of the application 
and setup for usage. 

• License fee per user—SaaS models include a license fee 
for every user. Organizations may slowly ramp up to the 
desired number of licenses, or begin all users at the same 
time. License fees vary by complexity of the application 
environment and various other factors. 

SaaS vendors are responsible for complete delivery of the 
application. The only responsibility of the IT organization is to 
ensure the necessary ports on the firewall are free and there is 
enough capacity available for end users to access the environment. 
The system is flexible and periodic updates are implemented 
without extensive involvement with the IT department.

One of the greatest differences between the cost of a customized 
software solution and a SaaS offering is the tremendous upfront 
investment required for the custom-built solution and the length 
of time required for implementing. This creates a large spike at the 
onset of the project. 

Initial Cost
Setup & Deployment

Ongoing Costs Total Cost—Setup &
Deployment, Yrs 1-3Year 1 Year 2 Year 3

Comparable Cost Analysis

Capital Expenses:

Operating Expenses:

Portal Software License(s)
and Maintenance1

Hardware 2

Software SaaS Software SaaS Software SaaS Software SaaS Software SaaS

Total Cost of Ownership (TCO)—Standard Portal Implementation

Other Expenses:

SaaS Subscription Model Costs

Initial and Annual Costs (Cumulative)

Custom Coding, Implementation, 
Integration 3

Application Support & Maintenance Fees4

Server Support 5

$1,212,000 No Capital

$70,000 $ - $ - $ - $70,000

$1,560,000 $520,000 $520,000 $520,000 $3,120,000

$ - $15,200 $15,200 $15,200 $45,600

$ - $21,600 $21,600 $21,600 $64,800

$ - $120,000 $120,000 $120,000 $360,000
$ - $46,080 $46,080 $46,080 $138,240

$ - $15,000 $ - $ - $15,000

$ - $25,020 $25,020 $25,020 $75,060

$ - $1,200 $1,200 $1,200 $3,600

$ - $2,400 $2,400 $2,400 $7,200

$ - $21,600 $21,600 $21,600 $64,800

$ - $900,000 $900,000 $900,000 $2,700,000

$50,000 $ - $ - $ - $50,000

Expenses Expenses Expenses Expenses Expenses

$266,640 No Capital $266,640 No Capital $266,640 No Capital $2,011,920 No Capital

$2,842,000 $50,000 $1,054,740 $900,000 $1,039,740 $900,000 $1,039,740 $900,000 $5,976,220 $2,750,000

System Administrator(s) (People) 6

IT and Help-desk Staffing 7

End-user Training 8

Monitoring10

Communications 11

Web Access Subscription Fee13

Professional Services Adaptor 
Configuration14

Hosting12

Unscheduled Maintenance and Outage
Recovery 9

Assumptions: 

1. Based on 10,000-user implementation with IBM WebSphere 
Portal Enabled Processor Value Unit License (pricing on web 
site). Software maintenance estimated at 22 percent of the 
cost of initial setup. 

2. Includes all hardware costs based on six servers. 

3. Custom Coding, Implementation and Integration is based 
on using six FTEs for one year, 2,080 hours annually per 
employee, $125/hour pay and benefits, two FTEs  
after implementation. 

4. Includes software maintenance charges for six servers and 
for database software costs and maintenance fees. 

5. Based on average monthly server support for six servers at 
$300/server. 

6. Based on appointment of one systems administrator with an 
average cost of $10,000/month. 

7. Help-desk costs include 200 L1 calls, and 20 L2 calls per 
month and 20 percent of one FTE for L3 support and issue 
resolution. Also, includes 20 percent of an FTE to maintain 
documentation and support information and 10 percent of 
level 2 FTEs for operational interfacing and reporting. 



8. End-user Training based on two training administrators at 20 
percent time to develop and conduct initial training. 

9. Unscheduled Maintenance and Outage Recovery based on 
$2,085 per month for application support and maintenance 
fees and ongoing server maintenance. 

10. Monitoring based on one monitor at a charge of $1,200 
annually. Does not include charges for an identity 
management/ security solution (which is integrated into 
Covisint’s SaaS solution). 

11. Based on an average monthly network charge of  
$200/ month. 

12. Based on an average monthly hosting cost of  
$1,800/month. 

13. Based on 10,000 users at Year 3. Assumes steady increase 
in number of users: 5,000 (Year 1), 7,500 (Year 2) then 
10,000 (Year 3). Estimated cost of $7.50/user per month. 

14. Includes initial setup cost for the application using  
a SaaS model.

Other cost considerations

In addition to line items included in the TCO analysis, there  
are several other cost considerations that should be taken  
into account hen building a customized software solution.  
These items are factored into the per user seat cost when 
deploying a SaaS solution. 

• Audit/regulatory compliance—Complying with the various 
types of federal and industry regulations to avoid penalties 
(such as SOX, HIPAA, Safe Harbor, PCI DSS, SAS 70, etc.). 

• Business and legal framework—For information access 
and sharing of the new software solution. 

• Authentication mechanisms/security protocols—These 
must be developed and operated. 

• Provisioning/de-provisioning mechanism—Allowing a 
complex array of users to access and share information and 
address implications in other processes. 

• Ability to innovate—Keeping apprised of technology 
advances to innovate or revise solutions based on changes. 

• Continuous help-desk support—Dedicated resources to 
provide continuous help-desk support for mission-critical 
applications (24 hours x 7 days x 365 days). 

• Business continuity planning—Developing a disaster 
recovery plan that includes protocols for data backup and 
recovery, data retention, availability, failover, etc. 

• Cost of governance—A team must be formed, or person(s) 
identified, to provide governance for an internally developed 
solution, ensuring old content is removed, new content is 
loaded correctly, integrity is maintained, etc. 

• Ease of integration—Resources and time required to 
integrate the new solution with other applications. 

• Implementation time/ramp-up cost—Expense and time to 
ramp up and implement the new system, including cost of 
and process for accreditation. 

• Amount of investment risk—Investment risk is higher with 
a customized software solution and success is dependent 
on the quality of developers along with degree of dedication 
to the development project. 

• Performance guarantees (SLAs)—Service levels are not 
guaranteed for internally developed solutions. There is no 
way to offset financial penalties that may be incurred by the 
ultimate customer. 

• Infrastructure development—Cost to develop the 
infrastructure, such as headcount and the hardware/
software required to support the new solution (including 
content management system). 

• Multi-tenant model—The advantages of multi-tenancy are 
not realized with a single-tenant solution.

• Retaining identity and branding—Cost for marketing  
and technical resources to develop the brand identity  
for the solution. 

• Scalable utility model—An initial decision is required 
regarding scalability without prior knowledge on usage, 
which can lead to over-investing or under-investing due  
to inadequate information or lack of ability to predict  
future usage. 

• Increased accessibility and productivity—A behind-
thefirewall approach limits access for users based on 
physical location. 

• Cost of quality—Additional time and resources required to 
support the quality of the solution. 

• Defined, predictable spends—Many times, with an 
internally developed software solution, the cost is higher 
than estimated due to scope creep and/or expenses 
incurred that were not discussed at the onset of the project. 

• Platform independence—Internally developed solutions 
are dependent on the platform on which they are built.  
On-demand applications can be used by Windows, Linux, 
Mac, etc.

Why Covisint? 

Covisint has evolved from a cloud-computing pioneer in 2000 to a 
leader in today’s cloud computing market. 

In 2014 Gartner Inc. recognized Covisint as a leader in its Magic 
Quadrant for Identity and Access Management as a Service as well 
as visionaries in both its Magic Quadrant for Horizontal Portals and 
Magic Quadrant for Integration Brokerage.   

Our platform allows organizations to connect with customers, 
business partners, and suppliers, integrating data from multiple 
sources and enabling communication on a variety of devices, 
including smartphones and tablets. Covisint’s secure Cloud 
Engagement Platform is collaboration made easy. It can turn your 
company’s focus from time-consuming IT development initiatives 



to creating new innovative new business models. It’s the way 
forward for your organization. 

The Covisint Cloud Engagement Platform supports identity, 
access management, data exchange and application development 
services for more than 18 million users representing over 3,000 
global customers, 80,000 connected organizations and more than  
1 billion yearly transactions. 

Covisint’s Cloud Engagement Platform enables organizations to 
connect, engage, and collaborate with all their relevant constituents 
– customers, business partners, and suppliers – whatever the 
location, protocol, platform or device. 

Enterprises around the globe recognize the need to respond more 
quickly to market demands. Digital communication has accelerated 
expectations among every constituent inside and outside the 
enterprise. And that means finding ways to increase agility,  
reduce costs and increase speed-to-market. 

The Covisint Cloud Engagement Platform has been successfully 
deployed for more than a decade, providing a secure, modular 
framework that improves the efficiency and effectiveness of 
our customers’ unique business services. Covisint has years of 
experience in transforming customer business initiatives securely 
and with far less risk than our customers could do on their own. 

1. Gartner Inc.: Forecast: Public Cloud Services, Worldwide, 2011-
2017, 4Q13 Update

2. Gartner Inc.: By 2017 the CMO will Spend More on IT Than the 
CIO, Jan 03, 2012 Hosted by Laura McLellan, Research VP

3. Forrester Research: Market Overview: IT Service Management 
SaaS Tools Update, 2014 

4.  Forrester Research: Market Overview: IT Service Management 
SaaS Tools Update 2014

Gartner does not endorse any vendor, product or service depicted 
in its research publications, and does not advise technology users to 
select only those vendors with the highest ratings. Gartner research 
publications consist of the opinions of Gartner’s research organization 
and should not be construed as statements of fact. Gartner disclaims 
all warranties, expressed or implied, with respect to this research, 
including any warranties of merchantability or fitness for a particular 
purpose
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Covisint ensures trusted information gets where it needs to go securely and seamlessly across the 
extended network of business partners, suppliers and customers. Covisint’s B2B Cloud Platform 
provides a single entry point that enables people and “things” to exchange information and ideas 
without limitations or boundaries across the extended enterprise.


