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UNDERSTANDING 
CLOUD ERP BUYERS 
AND PROVIDERS

Our Understanding 
As organizations realize the benefits of 
cloud computing, an increasing number 
are committed to moving as many of their 
applications as possible away from their on-
premises infrastructure. Our research shows 
that those who achieve this goal can expect 
to save 16% to 21% in overall IT spending. In 
addition, buyers rank cloud systems highly 
for their speed of implementation, scalability, 
ease of upgrades and agility.

Grab a seat and enjoy.
Read Time: 11 minutes

Moving the bulk of an organization’s systems 
to the cloud means that ERP—typically the 
largest single application—also must move to 
the cloud. Without cloud ERP, an organization 
will still be running a significant percentage of 
its application portfolio on-premises.

This report, based on our experience in ERP 
selection deals, describes the two major 
categories of cloud ERP buyers as well as the 
two major categories of cloud ERP providers. 
We conclude with recommendations for 
buyers looking to make the best choice.
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Chapter 1 

FIRST-TIME BUYERS VS.
ERP REPLACEMENT MARKET

1 
First-time ERP buyers 
Tend to be newer, smaller, faster-growing 
companies. This category also includes 
newly launched or acquired divisions of 
larger companies that may be too small 
to implement the parent company’s ERP 
system. These organizations often have 
little IT infrastructure, and may have a 
single IT staff member or a contractor 
who provides IT support. As a result, they 
tend to be wide open to cloud alternatives 
that do not require much infrastructure 
or internal support. They may be running 
on QuickBooks or some other entry-level 
accounting system and looking for their first 
true ERP system. Their rapid growth leads 
them to value speed of implementation, 
agility and scalability for the future—all 
strengths of the cloud model. They also tend 
to be cost-conscious, desiring to conserve 
cash to grow the business. The pay-as-you-
go model of cloud ERP, therefore, appeals 
to them. Buyers in this category do not need 
much convincing on the value of cloud ERP; 
they are the ones who “get it”.

As shown in Figure 1, the market for cloud 
ERP can be divided into two basic segments: 
small, young, fast-growing companies 
looking for their first ERP system and more 
established firms looking for replacements 
of their legacy systems. These two types of 
buyers not only differ in their organizational 
characteristics, they also differ in how they 
go about selecting ERP systems.

First-Time 
ERP Buyers

ERP Replacement 
Market

Size/Growth
New, smaller, 
faster-growing

Established, 
larger, 
slower-growing

On-Premise Little or none Much

IT Staff Little or none Incumbent

Top Criteria 
for ERP

Speed, Agility, 
Scalability

Functionality, 
Stability

Source: Computer Economics, 2014

Figure 1: Two Types of Cloud ERP Buyers
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2 
The ERP replacement market 
Includes companies that tend to be larger, 
more established and slower-growing than 
first-time buyers. They have significant 
investments in on-premises infrastructure 
and IT staff members to support it. This is 
not their first experience with ERP. They 
may have been running their legacy ERP 
systems for years or even decades and, for 
whatever reason, they are now looking for a 
new system. Their experience with ERP leads 
them to put more weight on functionality, 
fit and vendor viability. They tend to be 
more conservative and less willing to make 
compromises to go to the cloud. There is one 
thing they have in common with first-time ERP 
buyers: they are also cost-conscious.

Cloud ERP, to date, has had most of its 
success with the first category of buyers, 
both with startup companies and newly 
launched or newly acquired divisions of 
larger companies. These buyers are used 
to making quick decisions. They are more 
nimble and faster-moving. The message 
about cloud ERP resonates with them, 
especially if they are in a technology-related 
business. The vendor selection decision 
might be made by one or two executives 

without a long, drawn-out process of due 
diligence. But first-time ERP buyers are, by 
definition, a relatively small market.

The ERP replacement market is the bigger 
opportunity. The challenge is these buyers 
have longer, more complex sales cycles. 
There may be existing systems that they 
need to retain and interface with the new 
system. The IT staff may be biased toward 
solutions that leverage their skills and 
experience, which are rooted in the on-
premises world. Their legacy systems may 
be past their useful life but have functionality 
that is highly specific to the business. The 
selection decision is often made by a 
committee of managers and IT leaders, which 
defines a long list of functional requirements 
based in part on what the old system does, 
and they expect the new system to be able 
to provide similar features and functions. 
Whether justified or not, they often need to 
be reassured about information security, data 
privacy and vendor viability.

Of course, there are many companies that 
do not fit neatly into these two categories. 
Therefore, it is helpful in this analysis to 
consider these two categories as two ends 
of a spectrum of cloud ERP buyers and not 
as an either/or segmentation.
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Chapter 2 

CLOUD-ONLY 
ERP PROVIDERS VS.
TRADITIONAL VENDORS

Just as there are two types of cloud ERP 
buyers, there also are two types of cloud 
ERP providers, as shown in Figure 2.

Cloud-Only Providers 
These are the “born-in-the-cloud” ERP 
vendors that do not have an on-premises 
offering and include such companies as 
NetSuite (acquired by Oracle in 2016), 
Plex, Workday, Rootstock, Kenandy, 
FinancialForce, Intacct (now owned by Sage) 
and several others. These tend to be newer, 
smaller vendors (although Workday and 
NetSuite now exceed $1 billion in annual 
revenues). Because cloud-only vendors have 
a single deployment option, they each can 
focus their entire business—from product 
development to sales to implementation and 
ongoing support—on the cloud. As a result, 
they make fewer compromises and tend 
to deliver the maximum benefits of cloud 
solutions in speed, agility and scalability.

Cloud Providers Trditional Vendors

Size
Smaller, 
faster-growing

Larger, 
slower-growing

Business 
Model

Simple: 
cloud only

Complex: 
on-premises, 
hosted, and 
rearchitected cloud

Strength
Cloud 
characteristics

Functionality

Key 
Challenge

Implementation 
Services

Ongoing 
support services

Source: Computer Economics, 2014

Figure 2: Two Types of Cloud ERP Buyers
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Traditional ERP Vendors 
These are larger, more established providers 
such as SAP, Oracle, Infor and Microsoft. 
They are growing more slowly than cloud-
only providers, although in some cases, 
their cloud offerings are growing at a 
faster rate than their on-premises offerings. 
They have more complex businesses as 
they have to support their on-premises 
customers as well as their hosted or cloud 
customers. Because they have developed 
their solutions over many years or even 
decades, their functional footprint, with some 
exceptions, tends to be more complete than 
those of cloud-only providers.

Just as there is overlap between the two 
categories of cloud ERP buyers, there also 
is overlap on the provider side. For example, 
Acumatica, a born-in-the-cloud provider, 
does offer its solution on-premises to those 
buyers willing to install Acumatica’s cloud 
stack. At the other end of the spectrum, 
SAP is the epitome of a traditional ERP 
provider but it offers a separate cloud-only 
system, Business ByDesign, which has more 
than 1,000 customers worldwide. As noted 
above, Oracle, a traditional ERP vendor, 
acquired NetSuite, the first and largest 
cloud-only ERP provider in terms of number 
of cloud customers.
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Chapter 3 

CLOUD-ONLY AND 
TRADITIONAL ERP PROVIDERS 
HAVE COMMON GOAL

The U.S. National Institute of Standards and 
Technology’s definition of cloud computing 
outlines five essential characteristics: (1) 
On-demand self-service, (2) Broad network 
access, (3) Resource pooling, (4) Rapid 
elasticity and (5) Measured service.

The cloud-only providers generally display 
these cloud characteristics to a greater 
extent because they do not have a legacy 
of on-premises customers that they need 
to serve. This gives them a significant cost 
advantage over traditional providers. Their 
ability to pool resources of all customers 
across a single infrastructure adds to their 
cost advantage. Nevertheless, cloud ERP 
providers exhibit these characteristics to 
varying degrees. 

The traditional ERP vendors generally take 
one or both of the following strategies in 
responding to the needs of cloud buyers:

Hosting 
This approach is essentially a managed-
services offering where the vendor 
hosts its on-premises software and 
takes responsibility for activities such as 
maintaining and administering the necessary 
infrastructure, performance monitoring 
and tuning, backup and recovery, and 

keeping the system up to date with bug 
fixes and new versions. These services 
can be offered directly by the vendor or 
through partners. Hosting can be done 
on hardware dedicated to each customer, 
although today it is most often deployed on 
a virtualized infrastructure. For the purposes 
of this report, we consider hosting to be any 
deployment that has a separate instance 
of the application software and separate 
instance of the underlying database for 
each customer. Because each customer 
represents a separate installation, this 
strategy carries the highest cost for the 
vendor, which is ultimately reflected in the 
cost to the customer. 

Re-engineering 
With this approach, the vendor redesigns 
the architecture of its on-premises software 
so that it can be deployed—to a greater 
or lesser extent—as a cloud offering. This 
approach may be one of partial  multi-
tenancy, for example, at the application 
layer, while maintaining separate databases 
or database schemas for each customer. A 
vendor also may deploy its solution on an 
elastic cloud infrastructure, where computing 
and storage resources are dynamically 
allocated to customers based on moment-
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divisions of larger organizations. These 
buyers value speed, agility and scalability, 
giving less priority to completeness 
of functionality. In cases where critical 
functionality is missing, these buyers 
can often be satisfied by the cloud-only 
provider’s promises to add the functionality 
or to build it out using the provider’s 
Platform-as-a-Service (PaaS).

The speed and agility benefits of cloud 
computing are reflected in how cloud-only 
ERP providers generally handle version 
upgrades. Cloud-only providers, which most 
often maintain only a single production 
version, usually upgrade all of their customers 
to new versions within a short period of 
time. In best cases, upgrades are nearly 
transparent to customers, who can “turn 
on” new functionality as they see the need. 
This approach appeals to both first-time ERP 
buyers and ERP replacement buyers. 

by-moment demand. The vendor also takes 
responsibility for the application in the 
same way as with a hosting approach. A re-
engineered system can deliver some of the 
benefits of cloud ERP, although there can be 
compromises that have to be made to keep 
the “cloud version” of the software in sync 
with the on-premises version. As with the 
hosting option, the vendor can offer these 
cloud services directly or allow partners to 
offer them. With a re-engineered product, 
the vendor can achieve economies of scale 
that are better than hosting, although they 
may fall short of the cost efficiencies of 
cloud-only providers.

As noted, at this time, cloud-only providers 
and traditional providers have their 
competitive weaknesses. With a few notable 
exceptions, cloud-only providers usually 
lack the mature functionality of traditional 
providers. Traditional providers, on the 
other hand, generally lag behind cloud-
only providers in their cloud characteristics. 
As a result, cloud providers and traditional 
providers both want to move to the upper 
right quadrant of Figure 3, where they 
maximize their cloud characteristics as well 
their completeness of functionality.

Cloud-Only Advantage in Speed, Agility, 
Scalability, Ease of Upgrades and Focus 
During this period of transition—as cloud-
only providers are building out their 
functionality and traditional providers attempt 
to improve their cloud characteristics—each 
category has its advantages.

Cloud-only ERP providers often have an 
advantage in selling to first-time ERP buyers 
in small, faster-growing companies or new 

Figure 3: Common Goal of Cloud-Only 
Vs. Traditional ERP Providers

Traditional 
Providers

Cloud-Only 
Providers

Source: Computer Economics, 2014
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In contrast, traditional ERP vendors—even 
those that have re-engineered their systems 
for cloud deployment—generally maintain 
multiple versions of their systems and allow 
customers to stay on older versions for 
longer periods of time. In worst cases, they 
charge customers for upgrade services, 
creating a disincentive for customers to 
upgrade. Though the traditional vendors 
may present this as an advantage (i.e. you, 
the customer, have a choice on when to 
upgrade), customers are rarely well-served 
by being back-leveled on older versions. 

Finally, cloud-only ERP providers have the 
advantage of focus: they only serve cloud 
customers. Everything they do—product 
development, sales, implementation and 
ongoing support—is focused on the cloud. 
If their cloud offering is not successful, 
they have nothing else to fall back on. In a 
positive sense, they have all their eggs in 
one basket. 

Traditional ERP vendors, however, suffer 
from divided attention. If their cloud offering 
is not successful, they can continue to make 
money with their on-premises customers. In 
addition, most traditional ERP vendors have 
less than 10% of their customers running 
under their hosted/cloud offerings. That 
tempts them to treat their cloud offering as a 
side business.

Traditional ERP Vendors Have Temporary 
Advantage in Functionality 
Traditional providers, on the other hand, 
often have an advantage in selling into the 
ERP replacement market. The selection 
criteria of these buyers are more heavily 
weighted toward functionality, which is a 
strength for traditional providers. Being 
more conservative, these buyers are often 
more comfortable dealing with a traditional 
provider than with a cloud-only provider 
that may not yet be as well known. To the 
extent they want the benefits of cloud 
computing, ERP replacement buyers can 
often be satisfied by a hosted offering or a 
re-engineered cloud service, even if it does 
not fully display the characteristics of 
cloud computing. 

So, the question for both the types of 
buyers is, how good is “good enough? 
How good does the functionality of cloud-
only providers need to be to satisfy ERP 
replacement buyers? How good do the 
cloud characteristics of traditional ERP 
providers need to be to satisfy first-time ERP 
buyers? The cloud ERP market is changing 
rapidly, and there is no one right answer. 
Cloud-only vendors are rapidly building 
out their functionality month by month. 
Traditional vendors are making progress in 
moving their solutions to the cloud. In every 
case, buyers in both categories need to 
conduct due diligence.

http://www.netsuite.com
http://www.netsuite.com.sg


Page 11Copyright © 2018, Oracle and/or its affiliates. All rights reserved.

Chapter 4 

BUYERS SHOULD TAILOR 
DUE DILIGENCE TO
PROVIDER TYPE

The choice of a cloud ERP system is a major 
decision without a one-size-fits-all answer. 
First-time buyers and ERP replacement 
buyers should ask some key questions.

• For first-time ERP buyers, is the hosted 
or re-engineered cloud offering of the 
traditional vendors good enough to 
overcome their weaknesses in cloud 
characteristics? Will the implementation 
time be fast enough? Will the IT staffing 
requirements be low enough? Will the 
solution be flexible and scalable enough?

• For ERP replacement buyers, is the 
promise of cloud computing benefits 
strong enough to overcome any lack of 
functionality? Will key features be missing? 
Can they be filled by customizing with the 
vendor’s PaaS? Will the vendor still be 
around in five years?

When considering SaaS-only providers, 
consider potential risks during  
the implementation:

• In the sales presentation, observe whether 
the SaaS provider is pushing an approach 
of mostly virtual services, claiming the 
system is so easy to implement that very 
little help is required. This may be adequate 

if the organization is prepared to implement 
without much direct support. Otherwise, the 
organization may be starved for resources 
when it most needs them.

• In reference-checking, ask about the 
implementation experience. Who provided 
implementation services, the SaaS 
provider directly or an implementation 
consulting firm? What type of support did 
they provide? Were their on-site services 
adequate? What do they wish they had 
done differently?

Buyers interested in the cloud or hosted 
offerings of traditional ERP vendors should 
also look to mitigate risks. 

• In the sales presentation, observe whether 
the vendor is mostly talking about the 
software and implementation services, 
giving insufficient attention to ongoing 
support after the go-live. This may indicate 
they are still thinking of themselves 
primarily as sales and implementation 
service providers, not as ongoing 
support providers.
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• In reference-checking, ask about the day-
to-day experience with ongoing support. 
Does the provider schedule extensive 
downtime for maintenance? Are there 
many unscheduled outages? Do customers 
have problems contacting the right support 
person to resolve issues?

Of course, all these questions can be asked 
of all vendors, but being aware of common 
weaknesses can help a company focus on 
areas that may be problematic. 

Cloud ERP is still in its early phases, 
but there are already many successful 
implementation that prove the viability of ERP 
deployments in the cloud. Understanding an 
organization’s key requirements as well as 
the different approaches to cloud ERP will 
help buyers make the right choice and be 
successful in their implementations.

About the author:

Frank Scavo is president of Computer Economics, Inc. In this analysis, 
he draws upon his years of experience helping IT organizations select 
ERP systems.
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