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MSPs are transitioning away from break/fix to a
monthly recurring revenue model — and with good
reason. Delivering services that result in monthly
recurring revenue increases customer lifetime value,
among other benefits.
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Channel Partners

For nearly 30 years, Channel Partners has been the leader in providing news and analysis to indirect sales channels
serving the communications industry. It is the unrivaled resource for resellers, agents, VARs, systems integrators,
cloud and digital services providers and consultants that provide network-based communications and computing
services, applications, cloud services, managed and professional services — and more.

ChannelPartnersOnline.com is the official media partner of Channel Partners Conference & Expo, the world’s
largest channel event.

Channel Futures

Channel Futures unites the diverse ecosystem of companies that comprise the “evolving channel,” which includes
MSPs, systems integrators, born-in-the-cloud digital services companies, specialized services providers, agents,
VARs and consultants who recommend digital services.

ChannelFutures.com co-produces the GP Evolution event.

Together Channel Partners and Channel Futures provide inspiration, insights and tools to help every partner thrive
in a new, digitally transformed world.
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A VAR’s Guide to MRR - ‘Moving With the Cheese’

It seems that every time you blink, things in
the technology world are changing. Change is
as inevitable as breathing, but today’s channel
partner companies are faced with a rather unique,
difficult decision. The rise of the monthly recurring
revenue (MRR) model begs the question: To VAR,
or not to VAR?

MRR Rocks the World’s Economic Model

Since the dawn of civilization, the overriding
economic model has been “| pay you money, you
give me a product or service.” This structure has
been the predominant driver of economic growth
and prosperity, and it has remained relatively
untouched and unchanged. Until now.

Enter the MRR model, a complete overhaul
to the conventional, time-honored methods of
recognizing revenue. Not to put too fine a point
on it, but MRR is a massive shakeup. A seismic
switcheroo. So, what is it exactly, and what does
it mean for the IT channel?

Simply put, MRR is income that businesses can
count on receiving every month — a predictable,
consistent revenue stream. Essentially, MRR
hands companies a crystal ball of sorts. Because
customers pay a set monthly fee over the lifetime
of their contract rather than a lump sum upfront,

Most Commonly Cited Business Drivers for Using Recurring

Revenue Models

Increasing the Top Line

Enhancing Customer Experience

Increasing Customer Loyalty

Expand Into New Markets

Improve Customer Satisfaction Scores

Source: Ventana Research

it's easier for partners to accurately forecast and
budget. That’s far different from the one-time,
lump-sum revenue model traditionally used by
value-added resellers (VARs) (think Blockbuster).
MRR is more constant, allowing companies to
operate under a subscription model (think Netflix).

MRR Rocks the Channel Model

Understandably, for those used to making big

51%

51%

46%

44%

41%

money from one-time sales, this new model is a big
shift. Your classic “who moved my cheese” in action.

Historically for VARS, it has been typical to go from
project to project, big payday to big payday. For
example, if a customer buys a one-year Microsoft
Office license, they pay the reseller upfront for the
entirety of the contract. Then the reseller has to cool
its heels until the license is up for renewal before
getting another lump-sum payment — and that’s
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only if the customer chooses to renew.

These gaps and lack of service and predictability
get tricky when you factor in ongoing expenses,
with VARs sometimes scrambling to find enough
projects to see them through to renewal. Crossing
one’s fingers and hoping something breaks or that
someone will want a big setup/implementation so
that bills get paid isn’t the most sustainable way
of doing things, eh?

That’s one of the major advantages of the
managed services model — predictable income.
No gaps, guesswork, projecting or financial sting.
With the MRR model, managed service providers
(MSPs) can build a consistent recurring revenue
flow from monthly fees for services. Providers
know exactly how much they will charge and
exactly when they will see the cash roll in.

Jerod Powell, president and founder at INFINIT
Consulting, says one of the biggest issues for
VARs is that they’re so used to transaction-based
business models that it’s difficult for them to see
a clear path to providing managed services. It’s
a complex pivot to execute, but once complete,
it pays off in spades.

“At the end of the day, it’s infinitely easier to
project, budget and forecast,” explains Powell.
“If you add or lose customers, it’s easier to scale
up and scale down. All of this has become vital
to success and to being that trusted advisor.”

Gavin Livingstone, president of Bryley Systems,

has been in the managed technology business for
more than 30 years and experienced firsthand the
rise of MRR. Bryley Systems has been following
the recurring revenue model for quite a while now,
but Livingstone remembers a time before MRR
came on the scene and the pivotal moment when
the company made the leap to the new model, and
he recognizes how today’s business compares.

Looking back to when MRR was just kicking
off, Livingstone recalls one of Bryley Systems’
strongest sales years being the year 2000 when a
client ordered more than a million dollars’ worth of
IBM ThinkPads — a nice little payday. But that was
also the year the company switched from being
a hardware/software provider to a managed IT/
cloud/security provider.

“Our recurring revenue at that point was probably
around 20-25 percent of sales,” says Livingstone.
“Once we made the switch to MRR, our sales
dollars in terms of hardware and software began
a march downward. Now, 18 years later, those
sales are less than 20 percent of our overall sales.”

It's important to note that Bryley Systems has
retained those line items because the company
feels they are still part of the overall solution. A
lot of its clients like to have a single source on
that solution, so Bryley drove down the hardware/
software sales and drove up the recurring revenue
sales. And now? The company’s sales are better
than they were in the year 2000.

Proactive vs. Reactive (Transitioning
Away From Break/Fix)

With your typical break/fix scenario, reactive is
the name of the game. While it’s been the reigning
model for ages, it is a stop-go, alarm-responsive
process that leaves the provider scrambling after
each disaster that strikes.

With the break/fix model, a provider’s services
are utilized only on an as-needed basis. If a
customer’s network crashes or its computer
system breaks, the provider must pull a Clark
Kent and fly to the customer’s side to fix the
issue. At the end of it all, the provider then bills
the customer for the time it took to complete
the service.

This way of operating is also limiting in the
growth sense. If a provider wants to grow or scale,
it has to hire more staff, which is a big, prohibitive
expense.

The managed servicessMRR model allows
MSPs to be proactive rather than just reactive.
In this scenario, Clark Kent (the MSP) doesn’t
need to rush to change outfits in a phone booth
and fly to a location. He can sit at his computer
and, using a remote monitoring and management
(RMM) solution, proactively monitor, patch and
troubleshoot for all of his customers with no spatial
or temporal constraints.

So, when something breaks, goes wrong or
needs updating in Tokyo, an MSP in Dallas can
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use RMM tools to gain access and visibility in
real time into appliances and networks to perform
the necessary updates and fixes. This makes it
easier on everyone and decreases or eliminates
any downtime, which of course could negatively
impact business.

Unlike break-fix, managed IT services providers
are able to provide their clients with the full gamut
of IT support for a fixed monthly fee, resulting in
that oh-so-lovely steady stream of predictable
revenue.

This means that money is no longer just the
project, it’s in the service.

Cloud business model

Tech That Plays Well with MRR (Adding
Recurring Managed Service Offerings)
Both the managed services and cloud business
models, such as software as a service (SaaS),
use the MRR model. While the managed services
model means collecting recurring revenue by
managing clients’ IT systems for a set monthly
fee, a cloud-based business generates monthly
recurring revenue when it charges for storage,
software and other such cloud services. A cloud
service company (such as a SaaS provider) follows
the subscription business model, charging on a
monthly basis to access its software.
Remember the
example of paying for a
one-year Microsoft Office

End-users license? Boom, hello
cloud/SaaS/subscription
A ; business model era. All
g ] of a sudden, customers
= 8 Software as a Service Applications, web services, etc i
' ' don’t need providers
% 2 (SaaS) Ex: Facebook, Google Apps, Salesforce P .
g g to sell them Microsoft
o = .
S 2 Platformias alService App development environment Office because they
] = . . .
g e (PaaS) Ex.. Force.com, GoogleApp Engine, can get Office 365 from
s e Microsoft Azure, Cordy Process Factory .
£ 2 the cloud. For pennies.
g . .
S = T e Qs Raw resources: VMs, storage, etc And, they can handle it
3 < (Iaa$) Ex: Amazon AWS, Microsoft Azure,
_ Y+ Gogrid, Rackspace, Cloudwatt, Numergy, OVH themselves.
Game changer.

Source: Economic Impacts

migration to the cloud,

this is the golden ticket for vendors selling
software-defined wide-area network (SD-WAN),
unified communications as a service (UCaaS) and
disaster recovery as a service (DRaaS) services.

“Through SD-WAN and DRaaS, the big shift
right now is moving to a public cloud setting and
some sort of software-defined infrastructure,” says
Clinton Boyleston, brand developer at eGroup. “As
that’s developing more and more, it’s becoming
easier for us to ‘get in there’ and help with those
migrations, particularly given our partnership with
Microsoft, for example.”

MRR has had a profound impact on the economy
and business models worldwide. The important
thing to note about this new model is that it’s
largely customer-driven. Once the subscription-
based, recurring revenue apple hit folks on the
head, it was the customer who held the control.

With the rise of cloud applications, every
company is a tech company, and just about all
of them rely on some sort of MRR. Almost every
industry is turning to MSPs to sell them their
necessary machines or devices, configure the
operating system, handle integration with all other
systems and provide predictive maintenance, all
for one monthly price.

Take Caterpillar, one of the top manufacturers of
construction and mining equipment, for example.
This may seem like a bit of a far-fetched case, but
it shows how deep the rabbit hole goes.
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Caterpillar, looking to drive sales and growth,
recently turned to smart data and connected
products. Slapping a little internet of things
(loT) magic on a bunch of tractors was one
of the smartest moves Caterpillar could have
made. Its machines come equipped with loT-
enabled, predictive maintenance applications and
capabilities made to understand the machine,
improve the efficiency of the equipment, and shoot
back data and analytics.

Here’s the tie-in: To generate new recurring
revenue streams, a lot of manufacturers are
incorporating these types of services. Not only
is MRR a huge component of this, but it’s also
important to widen the lens and realize that cloud/
Saa$S applications and IT are now in everything.
Every. Thing. What were previously product-only
business models now widely have “as a service”
components.

Real-World Impacts

Since the MRR model came about so quickly
and unexpectedly, there has been some wheel
spinning in terms of how exactly to recognize this
form of revenue. Take ASC 606, for example, the
rather significant corporate finance compliance
change that the Financial Accounting Standards
Board (FASB) issued earlier this year. ASC 606
was the response to the new way businesses
were recording MRR, which was a bit Wild West-y

ASC 606 Implementation Strategy

Source: Connor Group

in nature due to the suddenness of it and lack of
protocol.

The old accounting standards, rooted in a
formerly cash-based economy, were no longer
cutting it. This was new, unfamiliar territory, this
subscription-based economy. Because the pay-
as-you-go economy came on the scene and
took off so quickly, each industry created its own
practices around when recurring revenue can be
recorded and recognized. Everyone played by
different rules.

A PwC report predicted that “products and

services is expected to be one of the areas most
impacted by the new standards.” This means
big changes in the way MSPs sell and service
their offerings.

Time to Move With the Cheese?

So, if you are a VAR looking to shift, or in the
midst of shifting, from the VAR model to the
solutions provider/MRR model, here are three
tips to keep in mind:

You don’t need to be the expert in everything.
Partner up. VARs aren’t going to be able to
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become an MSP overnight - it’s a big endeavor.
But they need to have access to that knowledge
and expertise, and that’s why a partnership with a
company that does have that next level of ability
is a good idea.

Buy an MSP. Yes, you read that right. If you’re
a VAR and you would really like to transition over
to becoming an MSP, consider buying an MSP.
It will mean some disruption in your business, of
course, but that’s the necessary evil.

According to Darrin Swan of INFINIT Consulting,
most VARs have really good revenue streams
already, so partnering is certainly a good way to
go. “Alot of what we’re seeing in the market today
is a lot of them are buying up MSPs and slowly
integrating over time so that they can onload that
expertise automatically,” says Swan. “The simple
fact is that it is a big hurdle to transition from
a straight VAR to an MSP organically. This is a
solution a lot of folks are scooping up.”

Embrace your role as a trusted advisor. As
you transition to MRR, the biggest transformation
will be a focus shift. You’re not just providing
services and fixing things that break; you will
now be a trusted consultant and advisor to your
customers. Now that tech is in every facet of
every business, IT is now the backbone of every
business. So partners have to be able to talk
not just tech, but business as well. You have to
know how to leverage tech to get your clients the

business outcomes they want. Your focus is now
finding the best solution for the customer.

eGroup’s Boyleston is in the middle of such
a shift.

“We’re aiming to restructure things from a pricing
and positioning standpoint because we’ve found
that people are willing to pay for what we know,”
he says. “We’ve created a more diverse portfolio of
services options, whether they be incident-based
or hourly-based, to allow organizations to utilize
our services more — to get us away from that VAR
mentality.” Customers can still buy technology
from eGroup, but they can also utilize the provider
to implement it and help them manage their entire
environment.
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Giving MSPs an Edge: A Guide to Building a Comprehensive Security Portfolio
seit ™| With the volume of cyberthreats on the rise, organizations are scrambling to stay one step ahead of
====22 | cybercriminals. This spells big opportunities for MSPs and MSSPs. But to get an edge on the competition,
you need to pick the right security tools.
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Disaster Recovery in the Cloud Era
) Disaser % Just because a customer has embraced cloud or is doing DR in an as-a-service model doesn’t mean
muefdi o they can ignore the care and feeding of the process. Things can, and do, go wrong. Shortchanging
samarares. | planning and testing can create a real catastrophe when systems fail or are hit by ransomware. In this
report we help customers implement the critical elements of a disaster recovery plan.

Software-Defined Everything: 5 Trends for 2018

ot Dtned | If you only think of SD-WAN when you think software-defined services, you’re missing a big, broad

==em®e 1 and fast-growing ecosystem. Yes, delivering a service to, say, integrate public clouds and customer

caaraves. | (Jgta centers to better deliver applications and enable loT will take some technical know-how. But the
opportunity is worth that investment.

channelpartnersonline.com 10



http://www.channelpartnersonline.com
http://www.channelpartnersonline.com
https://www.channelpartnersonline.com/intelligence/giving-msps-an-edge-a-guide-to-building-a-comprehensive-security-portfolio/
https://www.channelpartnersonline.com/intelligence/disaster-recovery-in-the-cloud-era/
https://www.channelpartnersonline.com/intelligence/software-defined-everything-5-trends-for-2018/
https://www.channelpartnersonline.com/intelligence/disaster-recovery-in-the-cloud-era/
https://www.channelpartnersonline.com/intelligence/cablecos-the-channel-state-of-the-cable-market-2018/
https://www.channelpartnersonline.com/intelligence/how-to-be-a-successful-digital-transformation-partner/

