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Get a snapshot of the potential IT savings you could realize 
from the cloud before investing time and effort in a deeper 
financial and technical analysis. The conclusions presented 
here are based on a culmination of return on investment (ROI) 
analyses conducted by HP, done specifically for organizations 
moving to the cloud.

Who hasn’t read the reports and heard the promise of huge benefits to your business by moving 
to the cloud? Often, these come in the form of difficult-to-measure productivity improvements 
and uplifts to your business that you can’t easily correlate on your financial statement. While 
these benefits are real and do improve your business significantly, the move to the cloud is 
most frequently driven by one criterion—will you spend less on your IT systems and services 
after you move to the cloud? And the answer is—it depends.

Use the right cloud for the right workload

Before taking out your calculator, it’s necessary to determine which cloud is right for your 
workloads and the associated data. Not surprisingly, there isn’t one cloud that can meet the 
needs of every workload. While it’s obvious that each type of cloud has a different price point, 
it’s not always clear that there are also significant differences in what you get for your money. 

To match the requirements of each workload to the right cloud, many businesses are adopting a hybrid 
approach. Vendors often have several types of clouds, including private, managed private, and 
managed virtual private clouds; public cloud; or a hybrid mix of any of these. Cloud offerings vary 
in many ways, impacting your cost and what you get for your money. Here are the biggest differences:

• Billing—by the hour, minute, or month

• Base fee and what it includes, and up charges

• Minimum commitments you may be required to make

• Service-level agreements (SLAs) including committed uptime, and what you get back if there 
is an impactful outage

• Levels of customer support, including a help desk to call

• High-availability and disaster recovery options

• Availability of physical and virtual servers 

• Ability to control where your data resides geographically

• Ability to have the vendor manage more of the IT stack, providing basic compute capacity or 
managing the operating system (OS) layer

• Ability to interact with your other IT operations 

• Compliance requirements for industry-specific regulations and certifications

It helps to think about hosting your workloads and data in the cloud along the same lines you would 
your own personal housing. Like homes, within the cloud there are different options that give you 
different levels of control, privacy, security, and ownership, and each has a very different price tag. 
You can own a free-standing home outright and control everything, whereas a townhouse or 
apartment gives you ownership and privacy within your walls, but you share the overall building, 
common spaces, garage, building maintenance, and maybe some utilities with others. However, 
you also sacrifice some privacy and security—you share a common entrance and hear your 
neighbors next door. 

While cloud benefits are real and do improve your 
business significantly, the move to the cloud is most 
frequently driven by one criterion—will you spend 
less on your IT systems and services after you move 
to the cloud? And the answer is—it depends.
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It helps to think about hosting your workloads and 
data in the cloud along the same lines you would 
your own personal housing. Like homes, within 
the cloud there are different options that give you 
different levels of control, privacy, security, and 
ownership, and each has a very different price tag.

Table 1. Extend this housing analogy to the available cloud choices

Type of housing Cloud equivalent What you own What you share Privacy/security Cost model

Freestanding house On-premises 
private cloud at 
your site

Everything Nothing Minimal privacy and security 
issues as nothing is shared.

CapEx (capital 
expense)

Condo or 
townhouse

Private cloud 
colocated in  
data center

Your house and the furnishings Community maintenance, 
common facilities, and  
other services

Close to your neighbors, but 
still have your own designated, 
private space.

CapEx

Apartment Virtual private 
cloud

You are renting the space for a 
committed amount of time, but 
you own the furnishings

Overall building, elevator, 
hallways, garage, and other 
common areas 

Still have security levels, such 
as alarm systems, and a 
dedicated living space, with no 
large cash outlays, as you don’t 
own the apartment.

OpEx (operating 
expense)

Hotel Public cloud You can check in and out when 
you want with no long-term 
commitments. Additional price 
for everything you use—
telephone, Internet, room service

Everything Limited. Who knows who was in 
your room last night. You may 
have new neighbors on all sides 
of you every day, but you also 
can leave at will, with no penalties.

OpEx

Matching your “housing” to your workload needs will result in the most cost-effective solution 
for your business, IT requirements, and budgetary constraints. 

There’s no doubt that comparing clouds can be challenging, as pricing and options vary greatly. 
Obtaining a true “like for like” comparison to see the best value for your needs can be difficult. Some 
cloud offerings have all-inclusive pricing, while others offer à la carte pricing where you pay a base fee 
and “check the box” for additional features. These additional features often carry a price tag, too, and 
the total bill might surprise you when you perform the calculation. We recommend you perform the 
initial calculations, attempt to figure out what options you need, and what your final price will be.

Test two metrics to see if you should cloud or not 

Once you match the right cloud to your business needs, you can begin to look at the key factors 
in determining if a cloud model is worth exploring in more detail. Let’s look at the two factors 
that should influence your decision:

• How efficient is your current utilization of your IT assets and capacity?

• What is your average capacity utilization? 

These two factors have the biggest impact and are the most common drivers of savings. There 
are also the indirect benefits of moving to the cloud such as increased productivity, improved 
time to market, and greater flexibility—just to name a few. Different types of clouds also offer 
different application and software management, as cloud vendors can manage anything below 
the hypervisor or OS layer, even up to the application itself. This eliminates the ongoing costs of 
software maintenance, upgrades, and patches. You need to consider your costs associated with 
managing these software applications and whether the cloud vendor offers services that are 
less expensive when you take all of the associated costs into consideration.

However, before you invest resources in a deep analysis, use these first two factors of utilization to 
gauge your degree of savings. Regardless of the cloud model you see as the best fit, these factors will 
determine whether it’s more cost-effective to keep those workloads in a traditional IT environment or 
move them to the cloud. Since this isn’t a precise measurement, we highly recommend a deep 
analysis before starting a migration. However, by using these factors, you’ll gain an estimated 
range of savings you will likely realize. 

Understand how efficiently you are using your IT assets 
and total capacity

The cloud will save you money if the cloud you choose offers compute capacity cheaper than 
you can. Cloud vendors are IT experts and have the benefit of economies of scale. If your costs 
are materially higher, then the cloud will save you money; but, if you are operating at or close to 
efficiently as possible, the savings begins to dissipate. 
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Multiple dynamics measure the operating efficiency of your existing IT infrastructure. These 
include, but aren’t limited to, the ratio of the number of server images per host, the percentage 
of physical servers that serve as hosts; the ratio of IT resources to server images; and your IT 
hardware, people, and power costs, often driven by geography. 

Based on our experience, the ratio of the number of server images per host—what we call the 
“virtualization ratio”—is a good proxy. Some servers are used as physical servers and are never 
virtualized. Some servers are stretched to the max with over 20 images per physical machine. 
The higher this ratio, the lower your savings. 

Know your average capacity utilization

The degree to which you use all your available capacity is the second primary driver of cost 
savings in the cloud. It’s simple: Unused capacity equals wasted spend. For various reasons, 
some companies tie up capital investing in IT assets to meet potential future growth or variable 
demand for capacity. These are dollars that could be saved or invested in other parts of the 
business. The total capacity that a typical company keeps on hand is composed of two things—
the ability to meet expected peak periods of demand and accommodate future growth. 

For most companies, IT demands vary greatly, and are often impacted by industry dynamics and 
the applications they are running. This variation can be hour to hour, day to day, or week to week, 
and for some, it’s cyclical or seasonal in nature. Enough capacity is still required to meet the peak 
demands, as outages or slowdowns are not acceptable. Sometimes, unused or excess capacity 
is driven by the inability to manage or plan properly. Different departments order their own 
hardware for their needs, but only use a portion of it. A project doesn’t grow as fast as originally 
forecasted, and the IT capacity purchased sits idle and is not, or cannot be repurposed.

With the cloud, you can more easily match demand with the actual capacity on hand. It’s easier 
to provision new servers when needed, as the procurement and provisioning process is reduced 
from weeks or months to sometimes literally hours. If a project doesn’t grow as anticipated, you 
can easily and quickly turn off those servers. In the past, these would have been servers you 
already purchased and now have to hope to repurpose.

An easy way to see the potential spectrum of ROI breakeven points is outlined in Figures 1 and 2, 
and is based on the models used in HP client workshops. Each chart plots the virtualization ratio 
and capacity utilization required to achieve a given ROI. Since the virtualization ratio has two 
underlying drivers—the number of physical machines used as hosts and server images per host, the 
two figures vary the percentage of physical machines used as hosts in each.
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Use these two factors to influence your 
cloud decision. They have the biggest 
impact and are the most common drivers 
of savings.

•  How efficient is your current utilization of your IT 
assets and capacity?

• What is your average capacity utilization?
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Figure 2. Potential ROI is 100% physical servers as hosts
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Figure 1. Potential ROI is 50% physical servers as hosts

Understand the results

As the figures illustrate, the lower your virtualization rate or average capacity utilization, the 
higher the ROI you can expect by moving to the cloud. It’s that simple. For example, you can 
expect a solid ROI by moving to the cloud if your average current capacity utilization is below 
70%, and your average number of virtual machines (VMs) per host is below 10. However, if you 
have 20 instances per host server and are at 85% capacity utilization, you won’t see significant 
savings by moving to the cloud. 
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When you are at or near breakeven, it still might be worth continuing your analysis, as there are 
other factors and benefits that might make the investment valuable for your business. A deeper 
analysis will further clarify if the cloud makes sense for your business.

Dive deeper in your analysis

The results of the two-factor test will help you determine, at a high level, if it makes sense to 
move to the cloud. If you estimate you will have a positive 10% ROI, it’s clear to continue on the 
path of moving to the cloud; however, if your ROI is estimated below breakeven, it might be time 
to put on the brakes. 

If the results of the two-factor test warrant a continued analysis of moving to the cloud, 
now the hard work begins. You now need to determine your existing total cost of ownership 
(TCO), and what your costs are every month to run and manage your workloads. Most are 
straightforward and obvious, but some are often overlooked. As all of these costs will be 
reduced or eliminated, it’s important to include each of them in your analysis when you 
calculate your TCO. Some costs may be tough to calculate and measure, and in many cases, 
costs are often ignored because the department doing the analysis doesn’t pay for them 
directly. For example, we’ve seen power costs, a significant cost in running and cooling a data 
center, excluded from an analysis because they don’t show up as a departmental cost. 

Figure 3. Summary of direct and indirect costs of TCO

Hardware Software Data center Personnel Business continuity

• Servers
• Storage
• Network
• Maintenance & 
   warranty contracts

• Virtualization
• Storage management
• Security
• Firewall
• Maintenance

• Facilities
• Space
• Power
• Cooling and HVAC
• Bandwidth

• Salaries
• Benefits
• Fully loaded costs

• SLAs
• Disaster recovery
• Redundancy

Direct costs

• Over/under capacity
• Life cycle management
• Up-front spend
• Procurement costs
• Disposal costs
• Technology lock-in

• Management software
• Upgrade costs
• License management
• Backup costs
• Procurement costs
• Legal costs

• Installation
• Space management
• Contract management
• Procurement costs

• Turnover
• Recruiting costs
• Non-IT personnel
• Training

• Audits
• Compliance
• Industry-specific
   regulatory concerns

You also need to consider indirect costs

There are a lot of costs, so where do you start? If you want to understand your current spend, 
start with the people who monitor the money—ask your finance team for the actual spend over 
the last year, including capital and operating expenses. Track when hardware purchases were 
made, and when you’ll need to refresh your servers, software, and network equipment.

A good starting list to discuss with your finance department includes:

• IT staff

• Cost per server and associated warranties

• Cost of network equipment and associated warranties

• Hardware refresh cycles

• Storage costs 

• Facilities costs, especially power and cooling needs

• Costs for software maintenance, upgrades, and patches

• Continuity requirements—backup and disaster recovery

• Expected growth in all of these factors

Don’t forget indirect costs. These can be small and difficult to measure, but they add up. For 
instance, headcount costs are covered above, which is the cost per employee including salary, 
bonus, benefits, travel, and maybe some facilities allocation. However, what happens when one 
of your employees resigns? You will need to recruit and train a replacement. Until that occurs, 
there is a burden placed on the rest of the staff and that may have a cost impact. 

It’s necessary to determine which cloud is right  
for your workloads and the associated data.  
There isn’t one cloud that can meet the needs of 
every workload.
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We also suggest you take into account the cost of the servers and network equipment, but 
remember that every time a new purchase is made, your procurement and legal department 
are involved. As these are tough to measure, we recommend something reasonable as a proxy, 
for example, maybe add 5% to the direct costs for management headcount. This will account 
for the costs in a reasonable manner, without skewing your results. 

Keep in mind that any comparison of your existing costs to the potential savings in the cloud 
needs to measure equivalent levels of service. Is your IT environment operating how you want 
it to be, or are you considering a move to the cloud as a quicker path to get where you need 
to be? If you’re looking at a cloud that offers a service that is materially better or substantially 
less than what you have today, these charts will look different. You then must compare the 
investment it would take to replicate a similar level of service yourself.

It’s important to continue updating your analysis as you develop a more accurate picture of 
what your cloud will look like. As the technical teams get involved to build a solution that will 
optimize your workloads, your assumptions and costs will change, resulting in an alteration to 
your ROI. 

Consider application management and business continuity

These costs focus primarily on the underlying infrastructure. However, we can’t ignore the 
applications that the infrastructure supports. They have a huge impact on the type of cloud 
you’ll need and the related business continuity requirements. 

Many cloud vendors can take it a step further and deliver the entire application in an as-a-
Service model. These models change the financial structure of your application purchases from 
an upfront, capital expenditure (CapEx) to a monthly operating expense (OpEx). In addition to 
shifting the cost to an operating expense, it also changes the ongoing cost of managing and 
maintaining an application. 

By purchasing a managed application, you no longer need to worry about upgrades, patches, 
and maintenance, as this should be handled by the provider. In many of these cases, the cost 
for the application looks higher, but you need to include all of the factors that go into managing 
the application over its entire life—hardware and other data center costs, maintenance, and 
upgrades, among others. 

Many clouds also offer options for higher levels of business continuity, including data backups 
and disaster recovery. You need to examine your data and business needs to see if these 
services will be valuable to you. Then you can see whether it’s more cost-effective to do it 
yourself or through a cloud provider. 

While these options always sound appealing, remember costs add up. Determine which 
workloads and associated data require this. Sensitive information and business-critical 
applications need to be protected and up and running all of the time, but nonessential 
applications and workloads may not. For example, a financial institution needs its trading 
software running all the time and data available instantly, but your company’s travel and 
expense software probably doesn’t.

Know the indirect benefits 

While tougher to measure, the indirect benefits of the cloud are real. For most companies, the 
cloud provides computing capacity faster, more efficiently, with greater flexibility, and more 
cheaply than you could on your own. Your business can realize faster time to market, better 
employee productivity, opportunities for revenue expansion, and improved business continuity. 
If the cloud is breakeven, then these indirect factors can still justify investment in the cloud.

The cloud will save you money if the cloud you 
choose offers compute capacity cheaper than  
you can. 
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The most common situations we’ve seen where indirect benefits are the primary decision  
points include:

• New revenue opportunities—Opening new markets, shifting your business model to a 
Software-as-a-Service model (SaaS), targeting new customer segments, or introducing new 
products are all situations that require IT capacity and a significant upfront investment. The 
risk and uncertainty of these opportunities might make a cloud, with less upfront investment 
and ongoing commitment, more appealing. 

• Geographic expansion—Entering a new geography can be cost prohibitive, as it often 
requires new IT capacity with data residing locally. Many countries have specific regulatory 
requirements. Your existing operations might not be conducive to local industry dynamics and 
customer requirements. In these cases, a cloud lets you enter a market faster, without a large, 
upfront capital investment.

• IT management costs and risks—Owning and managing your own data centers brings with 
it costs and risks. Paying a third-party cloud vendor to manage this for you might be the best 
option. Even if it doesn’t save you money today, it could down the road or, at a minimum, 
enable you to focus on other aspects of your business.

• Industry-specific compliance or regulatory requirements—Complying with specific 
regulatory and compliance requirements is a must for many industries. This includes selling 
to the government, HIPAA compliance, and more. A cloud provider with these certifications 
provides a shortcut to a compliant IT environment.

Be the cloud ROI hero you set out to be by using the two key factors we’ve outlined, and the 
charts provided, to determine where you will likely fall. You can then take the next steps to build 
your business case. Think about what the requirements are for each of your IT workloads, and 
then determine which cloud makes the most sense.

Every business has its own unique considerations that will determine the ROI of moving to the 
cloud. Moving forward with a deep-dive analysis to create your business case can be daunting. 
But you don’t have to go it alone. The HP Helion Cloud ROI Analysis team can help assess 
whether moving to the cloud can save you money and how much that savings could be. Our 
team of experts has various tools available to analyze the financial impact of moving to the 
cloud. We will ensure that all of your costs are covered and create your detailed analysis. You’ll 
know what savings to expect, and what costs to eliminate once your cloud is up and running.

Learn more at
hp.com/services/cloud
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The degree to which you use all your available 
capacity is the second primary driver of cost 
savings in the cloud. It’s simple: Unused capacity 
equals wasted spend.
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