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eading SaaS companies continue to 
drive a disproportionate 30 to 45 percent 
annual top-line growth as compared to 
on-premise software companies. 

How do they do it? And why does the 
venture community continue to fund 

and investors continue to reward these SaaS 
companies with 5-10x valuations?

MULTI-TENANCY IS THE KEY
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Looking for the common thread across successful 
SaaS companies, one discovers that their applica-
tions are all built on a multi-tenant architecture that 
gives them tremendous economies of scale. SaaS 
applications built on sophisticated multi-tenancy 
support thousands of customers on a single appli-
cation instance and a single instance of the soft-
ware stack (i.e. the operating system, database 
and application server).  

The decision of “custom build” vs. “buy” of multi-
tenancy technology can result in making or break-
ing a SaaS company. It is more than a technical de-
cision; it is a strategic business decision that must be 
made at the highest level since it affects the entire 
company from sales to engineering to operations. 
In other words, it can be the difference between 
becoming the next Salesforce.com or going out of 
business.  

Rather than looking at multi-tenancy as simply a 
technical decision, one should examine the broad-
er picture as to why top SaaS companies like Suc-
cessFactors who brag about their multi-tenancy are 
so disproportionately successful.  It’s important to 
consider the full life cycle of SaaS:

•	 SaaS Readiness—implementing a robust multi-
tenant architecture 

•	 Operational Capabilities—operating and man-
aging a SaaS business

•	 Ongoing Sustainability—evolving and growing a 
SaaS business

SAAS READINESS—
IMPLEMENTING A 
ROBUST MULTI-TENANT 
ARCHITECTURE 
Most agree that multi-tenancy is the most effective 
way to scale a SaaS business. But how do you get 
there?  Should you perform a custom build or buy 
a multi-tenant architecture? Before looking at this 
question,	 one	 should	 define	 and	 understand	 the	
architecture. At a minimum, a robust multi-tenant 
SaaS architecture should provide:

•	 Support for multiple customers on a single ap-
plication instance with a single instance of the 
software stack

•	 A secure data access mechanism that ensures 
data security between tenants

•	 Self-provisioning 

•	 Support for frequent transparent updates

•	 Billing and subscription management capabili-
ties

•	 Tools to manage and monitor a SaaS business

A robust multi-tenant SaaS architecture affects the 
full life cycle of a customer. It is not simply a tech-
nique	to	efficiently	support	multiple	customers;	 it	 is	
much more than that.  It allows a business to quickly 
bring prospects on-board, monitor how they are us-
ing the applications, convert them to paying cus-
tomers,	 and	efficiently	 bill	 and	manage	 their	 sub-
scriptions over time —hence, software as a service.

The wrong decision on custom build vs. buy can be 
costly, as the SaaS market is constantly changing 
with new competitors and solutions. Companies 
entering the market that are able to provide self-
provisioning, free trials, rapid feature innovation, 
and insight on how their customers are using their 
applications have a distinct advantage in the mar-
ket. In established SaaS markets, these advantages 
can be leveraged into taking market share away 
from incumbent providers. In new SaaS markets, 
these advantages can be leveraged by grabbing 
a	“green	field”	share	with	a	first-mover	advantage,	
since time to market often plays a critical role in de-
termining success.

The custom build approach requires building multi-
tenancy into a SaaS application by weaving it into 
the application layer. Weaving in multi-tenancy 
throughout the application is a complex, error-
prone and labor-intensive process. Besides, it only 
addresses the multi-customer component of a ro-
bust multi-tenant architecture. 

“Multi-tenancy is a requirement for a SaaS ven-
dor to be successful.”

— Marc Benioff, CEO,  Salesforce.com

“It’s impossible to be successful in SaaS without 
multi-tenancy.”

— Treb Ryan, CEO, OpSource

“As a result of multi-tenancywe have achieved 
the lowest cost per seat in the SaaS industry.”

— Lars Dalgaard, CEO, SuccessFactors

“Due to multi-tenancy our gross margin in-
creased by over 70 percent.”

— Zach Nelson, CEO, NetSuite
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Developing a robust multi-tenant architecture from 
scratch is an order of magnitude more expensive 
and more time-consuming than plugging in a mid-
dleware solution. Not only is it more expensive and 
more time-consuming, in the end it may not be a 
differentiating factor. Multi-tenancy is a necessary 
component	for	an	efficient	and	scalable	SaaS	busi-
ness model, but a feature-rich application that 
is constantly evolving is where the differentiation 
comes in. 

Instead of weaving it in at the application level, 
the “buy” approach allows multi-tenancy to be 
plugged into an existing application without rewrit-
ing the application. This cleanly separates the ap-
plication from the multi-tenancy component, similar 
to other middleware products such as relational da-
tabases and application servers. 

A	plug-in	approach	to	multi-tenancy	has	significant	
business advantages:

•	 Reduced time to market—plugging in multi-ten-
ancy allows you to bring a multi-tenant SaaS ap-
plication to market in weeks or months instead 
of years.

•	 Reduced complexity with data security—dealing 
with multi-tenancy at the application level can 
be	 error-prone	 and	 is	 significantly	 more	 com-
plex than dealing with it at a middleware level. 
A plug-in approach provides a proven secure 
data access mechanism that ensures data secu-
rity between tenants. Errors such as one customer 
having access to another customer’s data can 
be catastrophic.

•	 Substantially lower cost--eliminates costs asso-
ciated with recruiting, training and retention of 
specialized personnel who are experts in multi-
tenancy and SaaS.

 
 

OPERATIONAL 
CAPABILITIES—OPERATING 
AND MANAGING A SAAS 
BUSINESS
A basic multi-tenant architecture gets a company 
into	the	game.	But	the	SaaS	battlefield	is	about	the	
second “S,” service—getting customers on board 
quickly while enabling them to have a unique envi-
ronment that meets their needs. A multi-tenant ar-
chitecture that simply supports multiple customers 
on a single code base ultimately falls short of the 
target. The architecture must also support the on-
going operational activities of the business in an ef-
ficient	manner.

When the decision is made to do a custom build 
of a multi-tenant architecture, it’s easy to overlook 
the time, effort and cost required to build and main-
tain capabilities to support operations such as per-
tenant customizations, self-provisioning, billing, and 
subscription management. 

Other key components such as self-provisioning, 
billing, management tools, security and scalability 
are often overlooked after weaving multi-tenancy 
throughout the application. The cost, time and risk 
to fully develop a robust multi-tenant solution are 
often grossly underestimated.

“Developing a multi-tenant SaaS application is an 
inherently high-risk undertaking. In my experience, 
development teams not familiar with developing 
SaaS applications tend to overlook the complexi-
ties of security, availability, performance, billing 
and subscription management requirements, 
typically resulting in significant project delays and 
cost overruns. Only development teams with sub-
stantial SaaS development experience should 
even consider developing new SaaS applications 
or converting existing applications. Leveraging 
the expertise and products of a company who 
focuses on multi-tenancy will substantially reduce 
these risks, shorten the time to market and reduce 
the overall expense of getting into the SaaS busi-
ness.”

Paul Ressler, Principal, The Cirrostratus Group

“This is a great ‘buy-versus-build’ question. You 
can reason by analogy with a lot of technologies 
that are out there today. It raises the question, 
why not build yourself a database? The reasons 
are very simple. It’s a well-established, well-under-
stood technology, and it’s not differentiating. You 
gotta have it, it’s a necessary part of the table 
stakes, but it’s not differentiating, it’s not going to 
make you different from the other providers. So, 
the best way to get multi-tenancy is to license it 
from somebody who focuses on that and nothing 
else.”

Henry Olson, former CEO, Edge Dynamics
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A plug-in approach to multi-tenancy reduces time 
to market, complexity, and cost by providing: 

•	 Scalable architecture—As the business grows, it 
scales up to handle a large number of tenants 
and users. Multi-tenancy also handles the elastic 
scaling of the underlying hardware as the vol-
ume of transactions increase.

•	 Self-provisioning—New prospects and customers 
receive streamlined on-boarding; for the SaaS 
provider, no operations or engineering resources 
are required.

•	 Per-tenant customizations—Each customer re-
ceives a tailored environment that does not have 
to	be	modified	between	application	upgrades;	
for the SaaS provider, no operations or engineer-
ing resources are required.

•	 Out-of-the box integration for leading billing pro-
viders—reports can be easily created along with 
support for data exports.

 

ON-GOING SUSTAINABILITY—
EVOLVING AND GROWING A 
SAAS BUSINESS
Sustainability is largely about delivering a SaaS solu-
tion with the lowest possible cost structure. In order 
to do that, the two largest costs -- support/opera-
tions staff and infrastructure (hosting and band-
width) -- must be managed effectively. The previous 
section discussed how the support and operations 
resources can be reduced with a plug-in approach 
to multi-tenancy.
As the SaaS market continues to grow, there will be 
increased competition and lower prices among the 
infrastructure providers for hosting and bandwidth. 
As a SaaS provider, the ability to take advantage 
of lower infrastructure costs will be a key element in 
profitability	and	 sustainability.	Any	multi-tenant	ar-
chitecture, whether made or bought, must be easily 
portable across clouds to take advantage of declin-
ing competitive prices in a maturing infrastructure 
market. A competitive advantage is gained when 

the SaaS application can be moved easily and as 
frequently as necessary in order to take advantage 
of these declining infrastructure prices.

Deciding to do a custom build of a multi-tenant 
application is similar to the decision to build a re-
lational database.  Although it is possible to con-
struct a set of basic relational data structures, much 
of the value comes in the form of the auxiliary tools 
for data loading, backup and performance moni-
toring. These tools allow more effective utilization of 
the underlying technology.  

This is no different in the SaaS world. To manage a 
SaaS business effectively, you need a series of dash-
boards and tools that will allow you to see the key 
metrics of your SaaS business (usage, feature cover-
age, etc.).   In a custom build approach, the de-
velopment and maintenance of these tools is yet 
another cost and risk that must be considered.

A plug-in multi-tenancy approach provides these 
sustainability advantages:

•	 Portability—The transformed SaaS solution can 
be deployed and easily moved between any 
public, private or hybrid cloud, leveraging the 
technology stack of the SaaS provider’s choice.

•	 Dashboard-driven management—A metric- and 
automation-rich environment provides key man-
agement data to all stakeholders in the organi-
zation including the sales, operations, product 
and executive teams. 

When considering the “custom build” vs. “buy” de-
cision for a multi-tenant SaaS architecture, one must 
evaluate all the development and maintenance 
costs for the architecture as well as the supporting 
tools. A team of engineers focused on converting 
your business toward multi-tenancy, is time taken 
away from building value-added core business so-
lutions for your customers. In addition, the risks of de-
layed time to market, complexity and cost overruns 
must also be weighed. As many companies have 
found in this decision process, the “custom build” 
approach can take 5 to 10 times longer and cost 
5 to 10 times more than a “buy” approach from a 
trusted and proven vendor. 
 

ADDITIONAL RESOURCES
Corent Technology offers a plug-in approach to 
multi-tenancy as discussed in this article. 

For more information, contact Larry Aiken at 
laiken@correnttech.com, 

Or visit www.CorentTechnology.com.

“We began work on a multi-tenant version of our 
software in 2007. The project was originally bud-
geted for 6 months and $500K. It actually took 
about 2.5 years and over $2M to complete . . . 
it	was	a	 long,	hard,	expensive,	and	anxiety-filled	
road.”

Larry Kavanagh, CEO, Kalio


