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WINNING 
STRATEGIES

 D
ESPITE THE HYPE surrounding all 
things cloud, hosted services really 
do transform the way IT functional-
ity is delivered. For small companies 

in particular, hosted services—which essen-
tially involve renting applications rather than 
purchasing them—promise to up the ante in 
capabilities. With hosted services, software 
license fees and hardware costs are no longer  
barriers for small companies; in many cases, 
they can acquire the same capabilities as 
large companies for a modest monthly fee.

While the potential of hosted services has 
many channel partners eager to get on board, 
successfully venturing into the market re-
quires deliberate planning. Channel partners 
have to consider what services they want to 
offer as well as the way they want to offer 
them—on their own or through a partner. 
And those channel partners that make most 
of their money from selling hardware or pro-
viding break/fix services will have to get used 
to a new way of doing business.

Indeed the biggest hurdle to hosted ser-
vices may just be the different frame of mind 
required to sell them. “The hosting model is 
a volume game,” says Curt Mark, manager of 
partner development at Intermedia, a New York- 
based provider of hosted services of Microsoft 

Exchange and collaborative applications. Rev-
enues from hosted services recur monthly, and 
“margin may be smaller up front than what a 
channel partner is used to,” Mark says. “But as 
the months add up and the number of custom-
ers grows, margins grow as well.” And as those 
margins grow, so do the opportunities for offer-
ing and upselling additional services.

Selling hosted services requires that channel 
partners forge ongoing relationships with cus-
tomers that go far beyond making a sales call 
or a support visit. A solid relationship with cus-
tomers can inform channel partners as to what 
services to deliver. And in the process of de-
livering services, a relationship with customers 
can be solidified and expanded to encompass 
additional services. It is this kind of hands-on 
interaction that provides partners with their 
best defense against competition from the likes 
of Microsoft and Google. Large vendors can’t 
match what a local channel partner can deliver 
in personalized service. 

Alan Jones, treasurer and CTO at Carr-
Jones Inc., an Arlington, Mass.-based provider 
of IT services, began steering clients to hosted 
services—specifically Microsoft Exchange, 
backup, and Web site hosting—in response to 
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customer demand. “We got into the market be-
cause that is what the customers needed,” he 
says. “Increasingly even very small businesses 
rely heavily on applications such as email, and 
they don’t have their own IT staff.” 

Providing hosted email services is certainly 
a logical first option for entry into the hosted 
services market given the ubiquity of email. 
When initially venturing into hosted services, 
think in terms of basic business functionality 
(see “The Hosted Services Value Chain”). 

“Hosted Exchange and PBX are good places 
to start because every company needs email and 
a phone system,” says Chris Damvakaris, vice 
president of sales and marketing at Apptix, a 
Herndon, Va.-based provider of hosted Microsoft 
Exchange, email, VoIP, and SharePoint services. 
For many channel partners, “moving to the cloud 
is a simple step for messaging and collaboration 
applications that are traditionally managed in-
house,” Damvakaris says. The cloud offers the 
opportunity to alleviate day-to-day maintenance 
of servers and applications so channel partners 
can focus on core activities; customers benefit 
by paying only for what they use, with the ability 
to scale up and upgrade quickly.

Once the initial decision has been made to of-
fer specific hosted services, channel partners 
have to decide how best to do so. Jones’ com-
pany doesn’t have the resources to provide 24/7 
support, and 95 percent of revenues are derived 
from consulting services. Carr-Jones opted not to 
offer hosted services directly; the monthly fees 
would be minimal. The company refers custom-
ers to 123Together.com, a provider of Microsoft 
Hosted Exchange in Burlington, Mass. 

Essentially a conduit to hosted services 
provided by a third party (Carr-Jones also 
refers customers to Rackspace for Web site 
hosting), the strategy is the right thing to do 
for his customers, Jones says, and therefore 
is right for his company. “I only set custom-
ers up with services they can trust,” he says. 
“I don’t whitebox a service because I don’t 

have the longstanding reputation the way 
Rackspace does,” he adds. 

For other channel partners, working with 
a hosted services partner makes sense. Dar-
ryl Parker, owner and president of Web site 
management firm Parker Web Services in 
Matthews, N.C., began offering email in the 
cloud in 2004. At that time, the company 
had 150 clients and managed 2,000 email 
accounts. “We were using our own servers 
and the maintenance was a bear,” Parker re-
calls. “A lot of the issues we had were based 
on having the number of users, and our sys-
tem wasn’t maximized for that scale.” 

Parker evaluated three options: not man-
aging email services, referring customers to 
Google for its Gmail service, or selecting a 
partner for email hosting. The Google option 
provided no revenue opportunities, and Parker 
wasn’t ready for that. “We do see email as an 
anchor asset,” he says. “If you are managing 
email for a client, it’s more likely that you will 
retain that client, because email is a daily use, 
critical system.” As such, clients want consis-
tency, stability, and a high level of service.

Parker opted to go with a partner for email 
hosting and noticed the difference immedi-
ately. (The company was Webmail.us, which 
has since been acquired by Rackspace.) “The 
quality of service went up overnight,” he re-
calls. In addition to email, Parker offers clients 
Web site hosting and online backup, and he is 
evaluating Voice over IP (VoIP) services. 

When it comes to choosing a hosting part-
ner, Parker recommends evaluating providers 
based on quality of service, support infra-
structure, and pricing options. Also take into 
account how important resellers are to a pro-
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vider’s growth strategy. One way Parker gauges 
how well resellers are regarded is the control 
panel. With Rackspace, “the control panel en-
vironment is geared specifically for resellers,” 
Parker says. “There is a consolidated control 
panel for Web site hosting and email services, 
and the company is working to develop APIs 
so that resellers can integrate their own soft-
ware.” Jones of Carr-Jones actually creates test 
accounts with providers before referring them 
to customers. “I called one company at mid-
night on Christmas Eve with a problem just to 
see how they would respond,” Jones says. 

Of course, some channel partners may prefer 
to sidestep partners entirely. Pivot Networks 
in Austin, Texas, offers hosted Microsoft Ex-
change, backup, and other services to more 
than 200 clients from three data centers. Ac-
cording to owner and CEO Brannen Mehaffey, 
the company decided to invest in its own host-
ing infrastructure “based on three assump-
tions: Hardware will get cheaper, hard drives 
will get larger, and retained client data is going 
to increase.” To get into the market, Mehaffey 
estimates that Pivot invested about $35,000 
for hardware, software, special switches 
(needed for high availability required by back-
up services), disk space, and internal staff. Yet 
the investment has paid off; Pivot earns 20 
percent of its revenues from hosted services, 
and Mehaffey expects that to increase to 30 
percent in the next year. 

Mehaffey has resisted partner opportuni-
ties. “Once you make the investment in infra-
structure, profitability drops off when you use 
a partner,” he says. “Going with a partner is 
a good way to get into hosting if you want to 
keep your initial outlay costs minimal.” Never-
theless, even those channel partners that go 
with a partner shouldn’t expect instant riches. 
Parker Web invested in labor when it migrated 
clients to hosted email. “It took us about 12 to 
18 months to see a tangible financial return,” 
Parker says. 

However, Parker and others who have 
made the move to hosted services don’t have 
regrets. “We would still be in business with-
out hosted services,” Parker says, “but just 
not as profitable.”

MEGAN SANTOSUS is a business and 
technology writer based in Natick, Mass.

■ 123TOGETHER.COM

■ ALTEVA LLC  

■ APPTIX  

■ INTERMEDIA.NET INC.  

■ RACKSPACE U.S. INC.  

■ HOSTED SERVICES PROVIDE channel 
partners with a way to establish ongoing 
customer relationships.

■ CHANNEL PARTNERS SHOULD 
SELECT the hosted services model that 
works best for their company—hosting 
themselves or through a partner.

■ TO MARKET HOSTED SERVICES, 
channel partners should focus on 
solution-based consulting.


