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S ix Points to Becoming a 
Cloud-savvy Channel Par tner
By Ken Presti, Principal Analyst, Channel Impact

Transitioning to Cloud-based Services
As consultants committed to helping our clients build 
stronger, more successful channel programs with equal 
emphasis on the success of their partners, Channel Impact 
is highly tuned to the challenges associated with business 
transformation from traditional resale in favor of a model 
focused on annuity-based revenue streams, such as cloud-
based and managed services.
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While this subject has been a major topic in 
the industry dialogue for several years, many 
partners are either unaware of how to plan 
such a transition, or are reluctant to pull the 
trigger on a move they know they must make, 
fearing how such a move might impact their 
bottom lines. With feedback from a small 
number of industry leaders who have built solid 
reputations around this trend, here are six key 
points worthy of your consideration in planning 
and managing your company’s transition.

1. Your Cash Flow Model Will be a 
“Locomotive”
The fact that annuitized services will change the partners’ cash 
flow model goes without saying. But this fact continues to be 
among the strongest fear factors for channel partners that are 
pondering the move.

The issue needs to be considered at two levels. The first involves 
the level of investment necessary to deliver the services that your 
company would like to offer. Unless your strategy is built around 
offering services that will ultimately be delivered by someone 
else, your cash flow must be sufficient to support whatever 
data center investments and related technologies that may be 
necessary to deliver the value.

This means that partners must look at a full range of the services 
within their reach, compare the related costs with their cash 
flow and overall investment capability, developing a short list of 
options based on varying levels of expense and customer need, 
and then start making hard decisions based on the investment 
requirements and potential payback of each individual scenario. 

“As customers increasingly look toward the benefits of cloud 
and managed services, partners must invest to transform their 
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business models to focus on value-based service portfolios. This 
does create some short term financial challenges, however, once 
they have developed their services portfolio, partners now have 
new opportunities for more profitable and predictable revenue 
streams, said Edison Peres, senior vice president of the Cloud and 
Managed Services Partner Organization at Cisco Systems. “The 
most successful partners are being proactive with an offensive 
strategy, where they are now developing offers and services that 
are becoming their primary, long term value proposition. This is a 
much stronger vision than partners who are [moving to services] 
as a defensive strategy because they don’t want the customer to 
go elsewhere.”

The second cash flow consideration is based on the fact that the 
lump sum payment associated with the traditional resale model 
gets replaced, by definition, with incremental payments that 
occur over the long haul. While this can sometimes be mitigated 
by contract terms that may require higher up-front investments 
from the customer, the partner’s income is much more likely to 
come in as a steady trickle – much like the delivery of the value 
to the customer.  Once the strategy gain critical mass, however, 
that steady trickle from multiple customers combines into a 
respectable cash flow.

“You’re probably going to have a transition period in which your 
short-term cash flow is not doing so well, at least on that portion 
of the business transitioning to an annuity model, because 
you’re taking in a smaller amount of money, and at the same 
time you’re spending money to get people skilled up on the new 
business environment,” said John Ericksen, senior vice president of 
consulting at Channel Impact. “You need your people to be well 
suited to the new model, and you need to re-align your sales and 
compensation plans based on the new cash flow situation.”

In many cases, channel partners would be wise to conduct the 
move towards annuitized services on an incremental basis, 
rather than a single “all-in” approach. This may be a matter of 
emphasizing services with new customers while keeping your 
historical business – at least temporarily – with more traditional 
resale. 

“As customers increasingly look toward the benefits of cloud and managed 
services, partners must invest to transform their business models to focus on 
value-based service portfolios.”  Edison Peres, Senior VP of the Cloud at Cisco Systems
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“Channel partners are typically offering annuity-based 
services that are complementary to what they have already 
sold, or doing it on new accounts and not their existing 
accounts so that they don’t cannibalize their sales,” explained 
Ericksen. “Some are doing it through subsidiaries, but the 
vast majority of them don’t really want to run two separate 
business models at the same time.”

The move towards annuitized services begins more like 
a freight train, and less like a jet airplane. Rarely do we 
see sudden acceleration down the runway. The new model 
builds momentum slowly, but also can evolve into a virtually 
unstoppable force, when properly managed. Key metrics 
extend beyond margin and must be more heavily weighted 
towards customer satisfaction, which must remain steady in 
order to achieve long-term success.

In many cases, channel partners see a 40-60 percent hit to 
their cash flow in the early going. But this number varies 
widely from company to company.

“You’ve got to have a strong balance sheet, very strong 
operational support and hyper sales to generate enough cash 
for the next generation of this investment,” said Chris Vincent, 
president of Global Data Systems, a Lafayette, LA-based 
integrator that began moving towards annuitized services 
three years ago. “We saw a leveling off of the transactional 
business, which is very scary.  “But the good news is that, once 
you get it going, you don’t start the year at Square One. If 
your run rate is 20 million bucks, that’s where you start the 
year. 

According to Vincent, it took approximately 12-16 months to 
reach critical mass on the service-based side of the business. 

“It’s a leap of faith and it’s painful to let go of one rope 
and try to grab onto the next one,” he said. “In retrospect, I 
would’ve invested more resources early on, in order to turn 
the corner more quickly. Instead we were heavily committed 

to both models at the same time. But it’s two different sales 
mindsets and two different management styles. And it’s 
extremely difficult to run both.”

Much of the angst around cash flow can be mitigated by 
collecting more money up-front, as opposed to streaming 
equal payments over the life of the contract. But generating 
higher payments in the early-going can be both an art and 
a science because many customers will seek to push the 
payments further into the future.

 “We typically do prepaid contracts, so our cash flow did not 
take a dive,” said an executive at a regional integrator, who 
preferred anonymity. “It doesn’t have to be all paid up-front, 
but the more you can get an advance, the better off you are. 
How much you can get in advance depends on the talent of 
the sales team and what is being sold. If you have something 
that’s of strong strategic value, you can ask for more and get 
more. I think a lot of the battles are happening because many 
companies do month-to-month, and they have to carry their 
headcount for a year.”

2. Build an “Engine” Around Renewals
In traditional resale, the term, “renewals” typically corresponds 
to circling back with clients at the time when their service 
contracts are about to expire. For some partners, these 
revenues are little more than crumbs in relation to their 
overall cash flow, and are therefore relegated to rookie sales 
people so that more experienced rain makers can focus their 
efforts on driving new deals with higher numbers. In some 
cases, no one within the partner organization picks up the 
ball at all, and those contracts are allowed to expire without 
recognition by either the channel partner or the customer.

But in a services-based business, what once were “crumbs” will 
become the lifeblood of your revenues when joined together 
in volume. Of course, the numbers will be larger because 
we’re now talking about something a lot more compelling 
and profitable than maintenance contracts, but the shift away 

“You need your people to be well suited to the new model, and you need to re-
align your sales and compensation plans based on the new cash flow situation.”  
John Ericksen, Senior VP of Consulting at Channel Impact
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from previous common practice becomes critical. Renewals 
are no longer something that can be left to Friday afternoons 
in the middle of the month when all the other work is done.

This is an operational function that is less about the 
development of brilliant strategy, and more about the 
methodical and consistent commitment to maintaining 
databases and accurate calendars that will alert people to 
upcoming contract expiration. 

But the sales opportunity extends well beyond a signature 
at the bottom of a contract that is designed to preserve the 
status quo. Your people need sufficient lead time in advance 
of the expiration date in order to take a hard look at how your 
customer is using your services, and what adjustments might 
be necessary. Perhaps there are new services that can be 
added to the mix. If price is an issue, perhaps there are some 
current services of which they consume less than anticipated. 
In that case, reducing one line item may open the door to a 
new area of services that will lead to a more profitable and 
more stable customer relationship. When leveraging such 
opportunities, it’s very important to think long-term.

“Retention of clients is very important,” said Nick Pegley, vice 
president of marketing at AllCovered, the IT services division 
of Konica Minolta. “Our relationships average more than five 
years in length. Once you get people in and you do a good 
job for them, you can keep them for a long time. There will 
always be some turnover because some companies go out of 
business, get acquired, or decide to bring it all in-house. But 
our experience shows a typical cycle of five years or more. It 
basically renews every year.”

3. Roll in Your Trojan Horse
When dealing with cloud and managed services, customers 
often begin with some particular subset of their overall IT 
need. This means that once proof of concept is secured, they 
may be more willing to extend their subscription to areas that 
were previously beyond consideration. Once the initial tire-

kicking phase is over, new services can be layered onto the 
equation. Like the Trojan Horse of antiquity, your company is 
already in there, and as the customers’ comfort level continues 
to rise, opportunities will begin to emerge; some of which 
may have been unforeseen by both you and your clients.

The key is to come to the table with new insights based 
on your ability to leverage technology to deliver on their 
business plan while, at the same time, consolidating their 
infrastructure. In this strategy, the account becomes a 
means to continually add new value through an extended 
product mix, and thereby gain an increasing knowledge of 
the customer’s business, which, in turn, increases your value 
to that customer. This strategy also functions as a counter-
balance to price pressure. In situations where partners can 
demonstrate that they know a great deal about the business, 
price becomes less of a criterion.

“Our newest customers usually engage with us when they 
have some sort of a problem,” explained Pegley. “Maybe a 
previous IT company has let them down, so the first thing we 
have to do is deal with whatever immediate circumstances 
prevail. Next we become more proactive in building the plan 
and discussing it with them. The structure of this business 
opens the door to sell almost anything. That’s why I would 
always rather have an annuity business than a transactional 
business.”

As the relationship deepens, customers generally become 
willing to give the partner more leeway in driving overall 
delivery and service levels. And a huge part of the value 
proposition comes from separating the wheat from the chaff 
amongst the various packages from which to choose. 

“The sales team needs to help the customer make the right 
selections up front,” said Channel Impact’s John Ericksen. “Also, 
vendors make a lot of claims on their services with respect 
to uptime and such, but who really monitors the service level 
agreements to protect the customer? I think the channel is 
well suited to monitor that kind of thing.”

The key is to come to the table with new insights based on your ability to 
leverage technology to deliver on their business plan while, at the same time, 
consolidating their infrastructure.
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Ericksen also recommends that partners be amply prepared to 
take a hybrid approach that includes both annuitized services 
and traditional resale. “The reason for the hybrid approach 
is that some technology, by its nature, should remain on-
premises and under your control,” he said. “Access to wireless, 
as well as firewalls, are good examples of things that need to 
be on-premises. Customers don’t want a salesman coming to 
sell them eight different services. They want one package that 
will run the business.”

4. Target Key Verticals
The continued development of highly specialized applications 
has transformed Information Technology into a much more 
vertically-focused endeavor. Therefore, channel partners 
are constantly challenged to isolate key verticals in which 
to specialize, based on a variety of factors, including their 
installed base, the direction of the market, their particular 
geography, and their specific areas of expertise. They then 
need to establish a firm grasp on the issues faced by these 
targeted verticals, the ways in which these verticals typically 
use technology, and how technology can better serve their 
needs in a best practices context. As mentioned earlier, this 
then leads to a decision process around specific products and 
brands, as well as any customized offerings the partner may 
be in a position to add.

Be ready to consistently and easily change gears from general 
to specific and back again. Understanding the vertical market 
in general establishes the foundation to support a meaningful 
conversation with the individual customer. That conversation 
must explore their specific circumstances, apply your 
knowledge of how “everyone else” in their field is meeting the 
particular objective, and then close the loop by applying it to 
the individual circumstances that were just uncovered. Your 
knowledge of their industry, combined by your recognition 
that your customer is a unique independent entity, will go a 
long way towards building the credibility necessary to engage 
meaningful sales dialogue that not only includes an initial 
contract but sets up a long term technology roadmap that you 
can fulfill.

“You can work horizontally but I find that if you tackle one 
vertical and understand their business model and what makes 
them profitable, you can replicate that across multiple clients,” 
said Global Data Systems’ Chris Vincent. “Then when you’re 
done with that vertical, you can open up another vertical.” 

5. Build Your Security Position
Regardless of your business model, channel partners always 
need to demonstrate a comprehensive approach to dealing 
with security. It’s practically impossible these days to click 
on a news web site without reading about the latest breach, 
password download, or malware variant that is causing 
business disruptions and putting people’s bank accounts or 
sensitive data at risk.

Channel partners will always be on the hook to make sure 
everything is secure. It is a rapidly moving target and a major 
source of headaches, but it is also an important source of 
revenue. It also fits very nicely into the Trojan Horse strategy, 
given that security is widely considered to be a network of 
concentric circles in which defenses are layered upon one 
another. There are basic security measures that can be added 
to the mix, as well as more advanced ones. Each of them can 
be delivered as monthly services that you can sell, and can 
be further leveraged to develop ongoing dialogue with the 
customer.

The challenge to any security sale is that it never adds 
profitability to any client. Functioning more like an insurance 
policy, it prevents money from disappearing as a result of 
some sort of criminal activity, or occasionally some sort of 
accident. In a perfect world without a criminal element, there 
would be no need to spend money on IT security. But “saving 
money” by failing to invest in proper security will one day 
prove costly.

The risk becomes even more acute in situations where 
employees or customers and other visitors are bringing their 
own devices to the workplace. Much of the context around 

“You can work horizontally but I find that if you tackle one vertical and 
understand their business model and what makes them profitable, you can 
replicate that across multiple clients.”  Chris Vincent, Global Data Systems
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BYOD discussions focuses on the area of protecting against 
intrusions, or defending against malware that might be 
introduced to the company infrastructure, either accidentally 
or purposefully. 

From an endpoint perspective, cloud/managed services and 
the bring-your-own-device phenomenon seem to go hand-
in-hand. Whereas your client might be more than a little 
nervous about the implications, help them forge ahead 
with a responsible approach that gives their employees the 
flexibility that they seek without putting the company at risk. 

Bring your facts and figures. Build your case. While striving 
to frighten your client into a security purchase is rarely 
a successful tactic, you can demonstrate the risk, and set 
baselines for varying levels of protection, and sometimes even 
segment those baselines based on the relative value of the 
data under protection.

6. Think Globally, But Don’t Lose Sight 
of the Home Front
The automated nature of a service-based strategy combined 
with the always-on, global nature of the cloud affords 
unprecedented opportunity for channel partners to extend 
beyond state lines, and even national borders.

Anything you do remotely carries implicit economies of scale, 
so services such as help desk and network operations centers 
are very well suited to large scale centralization. 

On the other hand, the personal relationships that can help 
propel an annuity-based business are not scalable in the 
same ways. It’s about proximity, because, in many respects, 
the most valuable services and core value are delivered at the 
edge. The annuity-based business model leans heavily upon 
building strong customer relationships, and the building of 
such relationships is typically more easily accomplished in 
one’s own back yard where face-to-face meetings and client 
lunches can strengthen the personal aspect of the sales 
proposition.

“We’ve invested a lot in local offices because the customers 
really want a partner that they can meet with and see in 
person,” said Pegley. “People try to do a lot of stuff remotely, 
but I think that has mostly backfired, particularly in the SMB 
space, because people want a relationship, and have meetings 
and strategy discussions. You might not need to be on site as 
much as you used to, but you still need to spend some time 
on the premises. The number one way to get new business is 
through referrals from happy customers, and they tend to be 
local and want to introduce you. So while it can be expensive 
to have presence in a lot of different places, sometimes you 
just have to be there.

Conclusion
Phenomena like cloud, managed services, and software as a 
service will drive the vast majority of partners in the direction 
of annuity-based services, largely due to customer demands 
that they do so. Some will become innovative in developing 
their own services while others may be more content to 
function as agents supporting the offerings developed by 
others. 

A small sub-segment will likely remain committed to the 
resale model, particularly among smaller, closely-held 
companies in which the proprietors are more focused upon 
imminent retirement. But these strategies will become the 
exception rather than the rule. 

“New players are embracing the focus on services, and they 
will replace those partners that don’t focus on their longer 
term value to customers,” summarized Cisco’s Edison Peres. 
“And those that cannot make this transition are going to get 
acquired or closed.”
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