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Key Premise

Technology is influencing a shift in how chief financial officers oversee operating
expenditures. Large retail organizations recognize the ongoing demands of
owning software and hardware infrastructure.
From expensive upfront costs to unknown implementation timelines, the
growing burden on already resource-constrained teams has caused finance
leaders to reconsider on-premise ecommerce systems.

Software as a service reduces the risk of major technology
investments.
Because it alleviates capital expenditures, software as a service also grants
senior executives the flexibility to devote their newfound surplus budgets on
more profitable initiatives.

Global business is increasingly unpredictable.
Accordingly, it’s imperative for retail companies to construct well-informed
decisions about their operational pursuits. Software as a service presents a
solution for businesses seeking to remain solvent in a competitive marketplace.
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Introduction
Software and hardware infrastructure constitute the foundation of business. These critical business
systems and applications help teams manage inventory, communicate with customers, analyze
quarterly financials, and retain employees.
For retail companies, information technology (IT) costs consume a significant portion of capital
expenditures (CapEx). These upfront investments can also have a material impact on cash flow,
leaving businesses with hard-pressed budgets.
In a highly predictive environment, CapEx provides relief to owning assets and depreciating the
investment over time. This scenario is not the norm for retail organizations doing business in everchanging economic conditions.
While political changes, fiscal policies, and cultural attitudes impact market fluctuations, advances in
technology also shape how global business transpires.
Businesses recognize the level of in-house expertise required to support major investments. To stay
competitive, organizations are increasingly deciding to focus only on their core strengths, as opposed
to owning every long-term investment.

Under the operating expenditures (OpEx)
model, retail companies can mitigate risk by
strategically outsourcing specific IT assets.
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The complexity of infrastructure management shifts to the third-party vendor and secures a high
degree of flexibility for the organization.
Software as a service (SaaS) complements this approach by managing the infrastructure, hosting,
data security, and hardware maintenance with an ongoing monthly or annual subscription cost.
With SaaS driving OpEx, chief financial officers (CFO) possess more control over the operations of
their retail organizations.
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The Shift from CapEx to OpEx
For decades, C-suite executives toiled with the financial demands of technology investments. IT
managers supported the business of procuring physical servers, racks, and network pipes.

These hardware costs often gutted a company’s cash position.
Additionally, the financial burden continued given the systems needed upgrading or replacing every
few years due to technological advancements.
Capital spending on technology involves inherent difficulties for retail organizations, including[1]:

•
•
•
•

Large upfront investments
Error-prone estimates about future infrastructure capacity
Arduous processes for vendor assessments and budget approval
Outdated technology, despite changes in company growth

The proponents of the CapEx model argue for the advance planning of technology costs. They favor
the predictability of the actual spend for approved projects.
However, this point of view omits the inability to predict the future technology needs of the business.

The procurement of software and hardware
can become obsolete for the business over
the lifetime of the investment, while also
limiting the businesses ability to rapidly
respond to new market trends.
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A new era of IT spending emerged with cloud computing.
The delivery of cloud-based technology solutions ‘as a service’ transformed IT operations into an
OpEx model.[2]
This shift brings value to retail organizations by offloading the infrastructure burden to a third-party
vendor and reducing the initial costs associated with owning an asset.
SaaS dismantles the traditional perceptions of IT—where cyclic infrastructure builds are a necessary
impediment to run large companies.
The move toward SaaS also empowers technology teams to devote time to other business endeavors,
like exploring product developments and breaking into new markets.
Because SaaS works on a monthly or annual payment model, retail organizations can streamline
cash flow and avoid long-term commitments. This software agility does not confine businesses to
any technology. Rather, senior executives can make intelligent company decisions based on market
changes, not the availability of outdated technology.

The budget approval processes for CapEx and OpEx are quite different.
Capital expenses generally require several layers of management for authorization due to the
significant nature of the investment. On the other hand, the pay-as-you-go essence of OpEx allows
for less scrutiny.
Opponents argue the implausibility of stamping all company technology under the OpEx model. This
perspective is an unfair assumption.
The objective is to invest in SaaS when it outweighs the stress of ownership.
Shifting to the OpEx framework permits retail organizations to detach large sums of money that were
originally bond in CapEx purchases. Value exists in OpEx adoption.
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The CFO’s Perspective
The top priority for a CFO is to ensure every dollar a company spends delivers the best return possible.
The shift to SaaS procurements highlights the CFO’s mission of costs savings and efficiencies.

Even though the CapEx model was the
norm, it created a barrier for cash-strapped
companies to take advantage of new
technologies.

Alternatively, reallocating resources to OpEx limits upfront investments and provides organizations
flexibility to adapt to market fluctuations and consumer demands.

The CFO’s role is evolving to help its organization mitigate risk, too.
The OpEx strategy embraces the reduction of on-premise risk and liability for retail businesses. SaaS
can protect corporate data from natural disaster situations. For instance, while hurricane flooding
can destroy on-premise servers, SaaS solutions have data redundancy in place –– with BigCommerce,
three instances of data redundancy in order to safeguard information.
A recent Gartner-Financial Executives International Study found that large organizations show a
greater demand to replace their existing business applications with a cloud or hybrid solution.[3]
These organizations desire to interpret external data to understand patterns affecting their present
and future needs.
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While an on-premise system can deliver
results, new business mandates of
scalability and agility spotlight the
challenges of on-premise hardware,
specifically hindering growth.[4]

Tasked to oust any unnecessary IT costs, CFOs view on-premise infrastructure and associated
maintenance fees as unacceptable costs. Instead, finance leaders would rather spend the capital on
core initiatives to grow the business.

SaaS brings more transparency to the CFO role.
In the past, the chief information officer (CIO) served as gatekeeper to accessing and deploying
technology across the business. Now freed from the constraints of managing physical computing
infrastructure, CFOs can think holistically about what critical systems and applications must be
managed internally and which can be outsourced via best-of-breed SaaS vendors. In turn, they are
able to better focus resources towards advancing strategic initiatives.

There’s still a critical need for collaboration amongst CIOs and CFOs.
CIOs provide the technical skill set in the decision-making process—helping teams avoid future
problems, like application integration or IT security.[5]
CFOs and CIOs should remain cautious of SaaS vendors promising too much. The expectation that
SaaS can solve every financial and information management challenge is unrealistic.
When implementing a new SaaS, the eagerness to hit the ground running invites unwanted blunders.
A staged approach ensures the right data enters the new system and gives management an
opportunity to train their teams. By avoiding getting locked in to outdated, expensive IT systems,
retail companies benefit from improved financial flexibility and reduced risk.
CFOs recognize this advantage and aspire to get their businesses on board.
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OpEx Benefits
Redeploying CapEx to OpEx does not hinder a retail organization’s ability to compete or produce. In
fact, through SaaS applications companies can easily scale (or contract) their technology purchases.
In CapEx intensive industries, companies can “carry up to 5 times the required hardware, networking,
and data center space during steady state business cycles.”[6] With oscillating demand, utilization
rates can fall below 10% during peak cycles. As a result, organizations spend much more on their IT
services.
The figure below shows the challenges of the traditional model.[7]

The blue line depicts hardware purchases bought periodically to increase
capacity. The white arrow indicates the cost a company bears in excess capacity,
and the red shaded area represents the danger of underestimating utilization.
10
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Through strategically shifting CapEx to OpEx, organizations diminish the opportunity costs and the
inability to serve customers. Instead, they can focus on actual demand over time.
Let’s say a retail company uses a hosted phone system to provide quality service to its customers.
During the busy holiday season, the business can add more customer representatives by upgrading
their SaaS plan. Similarly, the organization can remove support team members from the hosted phone
system after the peak season ends.
In each instance, the company pays based on the services rendered.

With more available cash, businesses
can regain control of their priorities
and concentrate on revenue-generating
activities, like online advertising, search
engine optimization, event marketing, or
retention campaigns.

Some CFOs prefer OpEx to CapEx for the tax benefits.
The OpEx framework allows a retail company to write off SaaS as a day-to-day operating expense.
With CapEx, a business can only write off a percentage of the cost of an on-premise system per year,
based on a depreciation schedule of assets.[8]
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The OpEx framework places the company
in a positive position during tax season,
earning a larger deduction based on the
amount accrued from the total number of
monthly payments.

The choice between CapEx and OpEx is not an either-or solution.[9] Some IT systems will derive more
benefit if serviced in-house, while other technologies produce more leverage with OpEx.
Examining the CapEx/OpEx tradeoff means assessing the pains of the retail company’s finances,
management’s learning curve for IT installations, and the effect on the customer base.
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SaaS vs. On-Premise
Choosing between SaaS and on-premise technologies is more complex than simply evaluating cost.
Before retail companies plunge into a decision, they should first evaluate the upsides along with the
trade-offs.
The central benefit of on-premise is the complete autonomy of the system and ability for internal
teams to make adjustments as needed without any reliance on external service providers.
An on-premise system is a capital investment, and businesses are fully responsible for setup and
resolving any implementation challenges.

The cost of sustaining the ancillary infrastructure falls on the company as well.
Regular hardware and software maintenance is required to mitigate against database corruption and
latency issues.

Customizations with on-premise systems tend to receive limited vendor
support.
If an integration breaks due to a software update, internal development teams may need to hire an
external consultant to diagnose and fix the problem. As a consequence, the business may temporarily
lose access to that functionality.[10]

SaaS providers handle maintenance, updates, network access, backups, and
security.
As a shared service, SaaS provides faster implementation times and places the responsibility of
optimization on the third-party vendor.
According to the RightScale 2017 State of the Cloud Report, “greater cloud experience continues to
unlock increasingly greater levels of value for organizations.”[11] Respondents revealed a growth in
SaaS benefits as companies gain more experience.
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The SaaS solution is an OpEx on a monthly or annual subscription, allowing senior executives to
forecast future costs.

Moreover, SaaS liberates CFOs from the
technological fog by providing access to
real-time data and the power to select an
appropriate vendor even if the company
resides in another country.

Implementing SaaS can stir up concerns about control.[12]
Some retail organizations are wary to relinquish any control to a third-party provider, which can
attract negative, external susceptibilities. Plus, businesses are hesitant about migrating their sensitive
data into the cloud. If a data breach occurs, it is assumed the business, not the technology provider,
must own liability and face a poor public reputation.
Rest assured, SaaS platforms bear equal economic brunt for data breaches in terms of lost revenue
and public reputation. That said…

Today’s SaaS applications are more secure than ever.[13]
SaaS providers possess the in-house expertise to proactively manage IT security concerns. They also
partner with software developers to automatically install security patches, preventing hackers from
exploiting out-of-date software.
SaaS technologies provide meaningful benefits. A SaaS solution is a reasonable answer for retail
organizations questioning the expense, resources and ongoing maintenance of a on-premise system.
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Total Cost of Ownership
The ongoing debate of SaaS versus on-premise spills into understanding the total cost of ownership
(TCO), based on asset value.
A TCO analysis is a multi-step process requiring painstaking work for the retail organization. Despite
its tedious nature, this analysis is critical to making the appropriate purchase decision.
When retail organizations invest large sums of capital in a software solution, there are less funds to
dedicate to other growth initiatives. Limited cash on hand can result in an inability to adjust quickly
to the evolving demands of the market.

The TCO of an on-premise setup is more
than the initial investment in hardware,
backup, and development systems.
These costs expand to human capital,
encompassing project management,
security, and emergency repairs.

Other unpredictable associated expenses include revenue losses incurred by unplanned outages and
the cost of idle personnel and equipment.

15

How SaaS Gives Chief Financial Officers Control Over Operating Expenditures

SaaS tackles TCO by minimizing the purchase price and placing recurring maintenance costs, like
annual upgrades, in the hands of the vendor.

Many people focus on the subscription license as the true cost
savings, but your licensing costs for a SaaS and on-premise
system, in my model, will catch up to each other by year 3 if
you factor in the net present value of a SaaS license. The true
savings of a SaaS system come from not having to manage
your own IT infrastructure to manage hosting, data security,
hardware maintenance.
—Derek Singleton, Analyst, Software Advice[14]

Because SaaS vendors host the software, retail companies do not need to buy any server hardware.
Fewer hardware purchases mean a reduction in energy consumption and e-waste (after five years).[15]
Several intangible benefits of SaaS deserve consideration and measurement, too. The table below
identifies the primary intangibles and recommendations to calculate estimated costs.[16]
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Descriptions
Recommendations

Risk Mitigation

Security

Flexibility & Scalability

Opportunity Cost

Hedge against downtime,
loss of revenue, and
damage to brand
reputation by transferring
risk and accountability for
system uptime to cloud
provider

Comprehensive security
policy of cloud provider
including firewalls,
encryption, monitoring,
anti-virus, and antiintrusion software

Ability to scale resources
up and down including
processing power,
memory, store, and
bandwidth to meet
unexpected demand,
support growth, and
improve time to market

Value of the best
alternative forgone for
the time and money
spent on self-hosting
including personnel and
capital expenditures that
comes at the expense
of other projects and
initiatives

• Estimate the additional
cost of an infrastructure
to support additional
capacity

• Estimate revenue loss
from not pursuing other
projects and initiatives

• Compare service
expected for selfhosting with the cloud
provider’s SLA
• Estimate the cost of a
redundant infrastructure
• Estimate the revenue
loss from downtime

• Compare internal
security to cloud
offering
• Estimate the cost of
maintaining compliance
and audit requirements
• Estimate the cost of
monitoring, alarms,
surveillance for data
center, and software
(monitoring, antiintrusion, anti-virus)

• Estimate the cost of
hardware and personnel
time to support
scalability
• Account for potential
loss of business due to
slower time to market
and poor performance

• Estimate the cost of
delaying new product or
service releases
• Perform study to
evaluate projects
impacted by pursuing a
self-hosted model

Credit: https://michaelskenny.com/points-of-view/evaluating-the-total-cost-of-ownership-for-an-on-premise-application-system/

When gauging intangibles, retail businesses can consider opportunity costs along with the business
risks, like loss of revenue, service level agreement liabilities, or loss of goodwill. With SaaS, some of
these risks—hardware and network failures—fall to the third-party vendor.
Many companies fail to conduct a full investigation into TCO beyond the initial purchase price.
Knowing the full costs of ownership gives rise to retail organizations exploring SaaS to deliver their
IT services.
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SaaS Vendor Selection
The ability to access powerful technologies with a minimal financial commitment opens new vistas
of productivity and competition for retail organizations. For organizations working to shift CapEx to
OpEx, the selection process for SaaS vendors holds a tremendous weight.
Retail companies need SaaS vendors willing to service the demands of their business operations.
That criteria should include fully engaged vendors throughout the entire lifecycle of the contractual
relationship.[21]

Customer service must be readily available to address immediate issues.
The key elements of service involve implementation training for teams, live support to resolve major
challenges, and self-help documentation for minor IT issues.

SaaS vendors often tout benefits and features for choosing their platforms
over the competition.
To realize the actual value, retail organizations should partake in free trials, which are commonly
made available by SaaS providers. This opportunity allows teams to evaluate solution fit without
financial risk.
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Rigorous criteria must be applied to assess different SaaS solutions for
business problems.

Consider the following six questions in the decision-making process[22]:
1.

Should you relinquish control of this specific technology to a vendor?

2.

How reliable and dependable is the vendor?

3.

How secure and safe is the vendor’s infrastructure?

4.

What integration challenges will arise?

5.

How will this new solution affect customers?

6.

Will key company knowledge and expertise be lost?

Tenure also plays an integral role in selecting the right SaaS vendor.
When new technology hits mainstream and derives a profit, stakeholders invest in budding startups
to earn a share of the market. To avoid the boom of unreliable companies, retail organizations must
do extensive research on the business progression of the SaaS vendor.
It’s important to learn the SaaS company’s years of operational experience, the company’s financial
growth, and the latest product developments. These fundamental factors provide a signal of whether
the SaaS can handle the current and future needs of an organization.
With the ongoing threats of cybersecurity, retail organizations desire vendors who can protect their
data. SaaS companies should have documentation of their security infrastructure and protocols easily
accessible for interested customers.
The migration from an on-premise system to a SaaS solution requires retail organizations to investigate
the prowess of every vendor. The selection process involves a meticulous search to locate a company
who can promise reliability, security, and expertise.
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Conclusion
The advancement in technology is shaping how CFOs procure IT services. While owning the
infrastructure may bring more control, on-premise systems hamper a retail organization’s CapEx with
large upfront costs and maintenance fees.

In an unpredictable economy, companies
need the flexibility to adopt new
technology quickly. SaaS tenders a viable
solution for businesses seeking fewer
investment risks, rapid deployment, and
access to more cash flow.

SaaS helps companies regain control over their OpEx. This advantage opens doors to tax benefits, the
reduction of opportunity costs, and an increase in productivity across management. For competitive
retail organizations, the future of business lies in the coupling of SaaS and the OpEx model.

In the last 20 years, the shift to SaaS has been the most compelling developments
that have benefited my clients. Prior, a typical implementation would take at least

About iMedia

8 months and would have required the customization of an on-premise license
resulting in a harder to upgrade solution that would require a ton of maintenance.
Our clients who run BigCommerce enjoy a completely different scenario. Typically
up and running in under 3 months, security and scalability achieved but delegated
to the cloud and lower maintenance efforts, SaaS drives higher ROI as its more
proactive & feature driven. And what that creates is the most important result, a
better user experience and higher revenue.
— Brian McGovern, Partner, Client Services at iMedia
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iMedia is a Strategic Interactive
Agency. As an Elite BigCommerce
Partner, they create, design and
produce integrated and resultsdriven digital brand experiences.

About BigCommerce
Powerful Enterprise SaaS Ecommerce Platform

Compare the costs of an
on-premise solution versus a
Software-as-a-Service platform
Total Cost of Ownership Calculator

BigCommerce is the world’s leading cloud ecommerce platform for established
and rapidly-growing businesses. Combining enterprise functionality, an
open architecture and app ecosystem, and market-leading performance,
BigCommerce enables businesses to grow online sales with 80% less cost, time
and complexity than on-premise software. BigCommerce powers B2B and B2C
ecommerce for industry-leading brands, including Assurant, Ben & Jerry’s, Paul
Mitchell, Sony and Toyota.
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