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Executive Summary 
 
While adoption of software-as-a-service (SaaS) has become widely accepted in 
CRM, usage in ERP continues to play catch-up. Consequently, firms evaluating 
various deployment options should consider evaluating both SaaS as well as 
traditional on-premise options beyond the pure cost tradeoffs. Depending on the 
business models and economic drivers, differences in business benefits, flexibility 
and risk are important when comparing these deployment options. This document, 
the third in a series, builds upon the on-premise and SaaS models of the first two 
reports and evaluates four scenarios using Forrester’s Total Economic Impact™ 
(TEI) methodology for 50, 100, 250 and 500 users. 
 

APPLYING THE TEI MODEL TO SAAS VERSUS ON-PREMISE 
EVALUATIONS 
 
SaaS has emerged as an important deployment option in customer relationship 
management (CRM) and is eliciting interest in enterprise resource planning (ERP) 
and software configuration management (SCM) (see Figure 1). As enterprises 
consider these deployment options during the vendor selection of enterprise 
applications, few tools exist to evaluate a more inclusive and accurate picture of 
value or the ROI. Building upon models for evaluating SaaS and on-premise 
applications, Forrester applied its TEI methodology to go beyond traditional cost 
approaches like total cost of ownership (TCO) and included key factors like benefits, 
risks and flexibility of the deployment option. 
 

Comparing SaaS With On-Premise Using TEI 
 
Forrester’s TEI methodology quantifies the impact of costs, benefits, flexibility and 
risks. In comparing the two deployment options, we identified substantial 
differences between their: 
 
• Costs. In general, on-premise deployments require greater upfront costs, 

especially when comparing license fees with subscription fees. On-premise 
deployments typically require hardware maintenance, upgrades and support 
costs on top of license fees, while most SaaS deployments bundle these into the 
subscription fees. In addition, SaaS deployments avoid charges for upgrades, 
hardware, temporary business support and backfill, and end user support and 
administration. Additional SaaS cost drivers include fees for extra features like 
mobile and offline access, industry-specific functionality, storage capacity 
beyond a preset limit and premium help desk support. Over the long run, yearly 
costs remain lower for on-premise but increase during upgrade cycles, which 
represent about 65% of the initial costs of implementation in year eight. 
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• Benefits. SaaS deployment options bring not only immediate business benefits 
but also frequent, automatic updates; shorter time to deploy; independence 
from IT; and improved usability. On the on-premise front, integration benefits 
are more pronounced than with SaaS, resulting in enhanced integration with 
other IT and operational systems, especially when real-time integration is key. 
Given the lack of disruption in upgrades, implementation, usability and change 
management, Forrester assumes that SaaS deployments have an initial and 
significant advantage in achieving benefits. 

 
 
Figure 1 Interest In SaaS For CRM, ERP and SCM 
 

 
 
 
 
• Flexibility. Both SaaS and on-premise approaches deliver scalability, technical 

flexibility and ease of configuration. However, on-premise systems deliver 
proven integration capabilities, stronger tool sets for customisation and tailored 
configuration capacity. Meanwhile, SaaS deployments deliver technical agility by 
allowing migration to on-premise, reduced IT staffing requirements and greater 
deployment options in bandwidth-constrained environments. At the end of the 
day, the advantages in flexibility in one model are easily cancelled out by the 
other. Hence, Forrester sees negligible advantages in either deployment model. 

 
 



 

 

   

. 

  

• Risks. Risks in SaaS options tend to center around impact risks like loss of 
control, weaker integration, limited verticalisation, and customisation 
capabilities. On-premise risks tend to relate to implementation risks, such as 
deployment complexities, training needs and support issues. Hence, on-premise 
risks remain slightly greater than SaaS in magnitude. 

 

Learn From Scenarios For 50, 100, 250 and 500 Users 

 
In developing TEI scenarios for 50, 100, 250, and 500 users, Forrester made some 
key assumptions in not only cost data but also in the percentages for benefits and 
adjustment factors for risk and flexibility. Key assumption areas include percentage 
of users per employer, revenue per employee, percentage of operational cost to 
revenue, cost of operations, margin, net revenue and interest rate for net present 
value (NPV). 
 
Further, Forrester recommends evaluating TEI over a 10-year period of software 
life-cycle ownership, which covers selection, utilisation, implementation, 
maintenance and retirement/upgrade. For on-premise, upgrade costs surface in 
year eight at 65% of first-year implementation costs. Inquiries, briefings and 
hands-on advisory work drive the data behind the assumptions for four high-level 
scenarios that include: 
 
• Scenario No. 1: Medium-small business with 100 to 249 employees and 

50 users. Businesses with 100 to 249 employees and 50 users typically look 
beyond accounting packages and point solutions. In many cases, these 
organisations are experiencing rapid growth and regional expansion and seek 
immediate CRM capabilities. At this stage of growth, SaaS solutions fulfill the 
dual capital-deferral objectives regarding upfront software costs and related IT 
infrastructure investments. Based on the assumptions for a 50-user enterprise, 
SaaS models provide a better TEI throughout the 10-year life cycle of software 
ownership, as well as lower cumulative costs (see Figure 2). 

 
• Scenario No. 2: Medium-small business with 250 to 499 employees and 

100 users. Many firms with 250 to 499 employees and 100 users face 
upgrade/replacement decisions for their enterprise applications, which typically 
are deployed in 10- to 15-year life cycles. As these enterprises acquire new 
entities and expand past regional geographies, the mitigation of data integration, 
IT infrastructure and deployment costs rise in priority. However, the requirement 
for industry-specific functionality and the perception of control in performing 
integration work and customisations on-site remain equally important. Because 
of the integration and customisation efforts to date, these enterprises often 
delay upgrade cycles. In general, for 100 user enterprises, SaaS models provide 
better TEI through cumulative costs versus the on-premise model in the middle 
of year seven (see Figure 3). In this scenario, IT departments with an ethos of 
custom development tend to lean toward on-premise models. 
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• Scenario No. 3: Medium-large business with 250 users. In scenarios with 
500 to 999 employees and 250 users, Forrester sees a direct benefit to on-
premise ownership, despite greater integration costs, higher implementation 
factors, increased project size risks, more frequent upgrade cycles, initial license 
fees and on-going maintenance costs. The TEI analysis clearly shows better TEI 
for on-premise deployments by the end of year six and cumulative cost 
advantages by the end of year seven (see Figure 4). Despite the upgrade in year 
eight, long-term TEI and cumulative costs favor on-premise deployment. 
However, enterprises seeking to deploy to subsidiaries in other multiple 
geographic environments or requiring rapid deployment often continue to 
consider SaaS options. In many cases, enterprises take advantage of SaaS 
benefits and then bring the deployment on-premise at a later date. 

 
 
Figure 2 Scenario No. 1: Medium-Small Business With 100 To 249 Employees And 
50 Users 
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Figure 3 Scenario No. 2: Medium-Small Business With 250 To 499 Employees And 
100 Users 
 

 

 

 
Figure 4 Scenario No. 3: Medium-Large Business With 250 Users 
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• Scenario No. 4: Large enterprise with 2,500 employees and 500 users. In 
companies with 2,500 employees and 500 users, Forrester believes that on-
premise ownership outweighs SaaS in not only TEI but also in cumulative costs. 
By the end of year six, TEI favors on-premise, and by year seven cumulative 
costs also favor on-premise, despite upgrades in year eight (see Figure 5). Like 
medium-large businesses, large enterprises seeking to deploy to subsidiaries in 
other multiple geographic environments or requiring rapid deployment often 
should continue to consider SaaS options and treat these cases based on the 
number of users versus the size of the enterprise. Forrester anticipates many 
enterprises taking advantage of SaaS benefits and then bringing the deployment 
on-premise at a later date. 

 
 
Figure 5 Scenario No. 4: Large Enterprise With 2,500 Employees And 500 Users 
 

 
 
 
R E C O M E N D A T I O N S 

EVALUATE SAAS VERSUS ON-PREMISE USING AN ROI APPROACH 
 
Tools such as TEI provide a rigorous methodology for comparing deployment 
options, such as SaaS versus on-premise ownership. Companies weighing the 
relative merits of these two approaches should: 
 
• Assess ROI in 10-year periods. Software life cycles range from seven to 10 

years, with upgrades typically occurring in year seven or eight of ownership. 
Analyses should span 10 years to account for ROI calculations that include the 
upgrade cycle. 
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• Factor in the number of centralised users. In general, as the number of 
users increases, on-premise models increase in financial attractiveness. 
However, enterprises operating in multiple geographies with 25% or more users 
in remote locations benefit more from SaaS options. Hence, when calculating the 
number of users, focus on centralised users versus remote users. 

 
• Adjust assumptions based on historical results. Conduct a retrospective 

analysis on previous implementations to identify the proper factors for areas like 
benefits, risks, and flexibility. In the absence of such data, apply reasonable 
benchmarks based on company size and industry. Leverage the Forrester model 
to determine TEI and cumulative costs. 

 
• Consider hybrid models. Take advantage of hybrid deployment options that 

allow for switching between on-premise and SaaS. Factor in control and 
customisation requirements addressed by an on-premise solution against the 
future scalability and adaptability options created by SaaS. 

 
 
W H A T  I T  M E A N S 

TEI DEPENDS NOT ONLY ON NUMBER OF USERS BUT ALSO ON 
NUMBER OF SITES 
 
ROI methodologies, such as TEI, provide a framework for discussions that compare 
SaaS versus on-premise deployments. Forrester’s analysis shows significant TEI for 
SaaS deployments in enterprises with 50 and 100 users and for on-premise 
deployments in enterprises with 250 and 500 users. However, actual results may 
slightly vary in cost, benefits, flexibility, and risk. In addition, a more accurate 
depiction requires enterprises to consider the number of users per site and not the 
total number of users. This case applies specifically to enterprises in which SaaS is 
deployed at smaller subsidiaries or emerging markets while on-premise is deployed 
at the headquarters or parent entity. 
 

 

 

 

 

 

 



 

 

   

. 

  

About NetReturn and NetSuite 

NetReturn Pty Ltd provides enabled business services to Australian and New 
Zealand companies through a range of solutions. We work with our clients to attain 
their goals. 

NetReturn is the sole distributor of the NetSuite range of business solutions in 
Australia and New Zealand. Founded in 1998 and with major investors including 
MYOB, Commander Communication, Saltbush Annuity Growth Management and the 
David Shein Consortium, NetReturn provides a complete end-to-end solution for 
small to midsized businesses, not simply a piece of software. 

NetReturn is the largest distributor of NetSuite in the world and was awarded the 
NetSuite Partner of the Year - Asia-Pacific, at the 2007 Partner Conference. 

NetReturn has an extensive level of expertise in guiding businesses to utilise the 
solution for maximum benefit. The NetReturn philosophy is simple: 

We want our customers to be successful, to use our products well, and 
grow, with us by their side as a long term strategic business partner. 

We achieve this through our professional solution implementation team, our 
technical support team and our dedication to meeting our client’s needs in growing 
their business. 

NetSuite products provide secure, online, fully integrated CRM, ERP and Ecommerce 
software solutions for small and mid-market businesses. The NetSuite range of 
products provide growing companies with the same level of functionality as 
solutions developed for top 100 businesses. 

NetSuite allows users to manage and utilise accounting, customer relationship 
management, sales and marketing, support, partner management, web presence 
and inventory management on one integrated database platform for true inter-
departmental collaboration and productivity.  

NetSuite competes strongly against traditional mid-market systems such as 
Microsoft Great Plains, SAP Business One and Sage AccPac. 

As a web based solution, NetSuite directly challenges the way companies 
traditionally acquire and use business applications. Rather than buy a license or 
software disks, which you then need to install and manage yourself, with NetSuite 
all a company need do is pay a per-user subscription fee, log-on to the application 
via a web browser and start work. 
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The product set in Australia and New Zealand consists of suites to cover all the day 
to day business requirements, including a standalone CRM, and ERP applications. 
Because NetSuite is completely flexible and customisable it can be used in 
businesses with a few staff up to companies with several thousand employees. 

The NetSuite products have been localised for the Australian and New Zealand 
markets to comply with our legal and regulatory environments. Aimed at the mid-
market, NetSuite has the ability to extract KPI's on a single screen, called a 
"dashboard", accessible to the user via a web browser. 

NetSuite products include, NetSuite, NetSuite CRM and NetSuite Small Business. 

NetReturn customers are in a broad range of industries including, software, 
professional services, finance, wholesale, distribution, retail, manufacturing and 
ecommerce. 
 
Some of our clients include, Atlassian, BMM, Channelworks, Ganton, Guardian 
Childcare, ING, Ingram Micro, iNova Pharmaceuticals, MediaTech, MYOB, National 
Foods, National Hire, Open Universities, Phillips Medical, Stila Cosmetics, Transtank 
Group, Tree of Life, Yering Station and Vets All Natural to name a few. 
 
If you would like more information on NetReturn or NetSuite, please visit our 
website www.netreturn.com.au, email us at info@netreturn.com.au or contact us 
directly on 1300 738 879. 

 

 


