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Choosing an enterprise resource planning (ERP) platform is complex, as different applications often 
have very similar functionality, but different fundamental technology and licensing models. These 
variables make direct total cost of ownership (TCO) comparisons difficult when selecting a product. 
However, this document will present scenarios and specific cost categories to help you make a more 
informed ERP decision. 

There are many ways to evaluate ERP options. Return on investment (ROI) is one method to 
compare platforms, taking future benefits, cost savings, revenue growth and out-of-pocket costs 
into consideration. However, quantifying these benefits is highly speculative. This white paper 
focuses on costs, which can be more objectively identified. 

TCO is a measure of the total cost of purchasing, or in the case of cloud computing, subscribing 
to, and of operating an application over a defined time period. TCO provides a realistic and holistic 
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measure of the costs required to acquire and operate business applications. Identifying these 
expenses allows companies to compare one solution to another and allows management to weigh 
costs against expected benefits of an application.

When considering an ERP implementation, organizations are often aware of licensing costs related 
to potential solutions, but other factors that should go into a calculation are often overlooked. ERP 
selection is an intricate process with implementation and hardware costs to consider, as well as 
backup systems and employees to support the application. These sometimes hidden costs must be 
accounted for to have an accurate TCO comparison. 

An important metric to consider when making a comparison is your timeframe. If you are looking 
at initial costs, a cloud solution may appear to be more cost-effective, as it does not require a 
permanent license. However, your projections should be forward looking, and as the timeline 
lengthens, expenses start to even out. A useful comparison should look at least two years in the 
future, depending on the volatility of your business. 

If you are a startup, it may not be beneficial to project further than two years, as your business model 
and plan can change significantly to adapt to market conditions. A more established company can 
afford to extend their projections; however, it may not be wise to forecast the needs of the business 
beyond five years. 

Platform comparison

An ERP solution may be deployed on the organization’s own computing infrastructure (on-premise), 
hosted by a service provider or may be a native cloud system. Regardless of the deployment 
method, an organization will pay for everything from disk drives to databases to the application itself. 
However, these costs may be bundled into provider fees. The chart below details where you will 
typically find the various costs involved in an ERP system.

On-premise Hosted Cloud
ERP licensing

Application user 
licenses

Up front purchase Perpetual or 
subscription

Included in 
subscription

Application module 
licenses

Up front purchase Perpetual or 
subscription

Included in 
subscription

Test environment 
licenses

Typically included in 
licensing

Fees for additional 
environment

Additional subscription 

ERP maintenance

Application patching Ongoing cost Typically ongoing cost Included in 
subscription

Upgrades Periodic cost Periodic cost Included in 
subscription

Support Annual fees Annual fees Included in 
subscription

Supporting software

Database Up front purchase Typically included in 
hosting fee

Included in 
subscription

Operating system Up front purchase Typically included in 
hosting fee

Included in 
subscription

Antivirus and security Up front purchase Typically included in 
hosting fee

Included in 
subscription
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On-premise Hosted Cloud
Computing platform

Servers Up front purchase Typically included in 
hosting fee

Included in 
subscription

Storage Up front purchase Typically included in 
hosting fee

Included in 
subscription

Backup Up front purchase Typically included in 
hosting fee

Included in 
subscription

Datacenter Up front purchase Typically included in 
hosting fee

Included in 
subscription

Consulting services

Installation Additional fees Additional fees Included in 
subscription

Design and 
configuration

Additional fees Additional fees Additional fees

Training Additional fees Additional fees Additional fees

Data conversion Additional fees Additional fees Additional fees

Integration Additional fees Additional fees Additional fees

Licensing

ERP application licenses are typically the most straightforward cost component. Licensing costs are 
normally driven by a combination of users and modules; in other words, how many people will access 
the system and what functionality will they be able to use. Cloud application users are typically 
licensed on a named user basis, meaning that you must purchase a license for each specific user 
who will access the system. 

Some on-premise vendors use named user licensing while others use concurrent user licensing. 
Concurrent user licensing can reduce costs for applications where many users need access 
 but the same users are not continually in the system. Concurrent user licensing allows setup  
of unlimited users with unique security profiles but only allows a certain number to access the 
system simultaneously.

Maintenance

Most on-premise ERP vendors charge an annual fee for software maintenance. This fee supports 
ongoing development, patches and bug fixes for existing versions. It’s a good idea to stay current on 
maintenance as computing environments and business regulations are constantly evolving. 

From a longer-term perspective, maintenance provides access to updates and new versions of the 
software with new features without repurchasing the product. Cloud ERP applications are typically 
patched, fixed and updated by the vendor as a part of the Software as a Service (SaaS) model. 

In addition to the actual software code, there is labor that goes into deploying the code. This can be 
minor in the case of some small patches or very significant in the case of a major version upgrade. 
This labor is included in the subscription for cloud solutions, but costs should be expected for 
consultants or internal staff for on-premise solutions. A hosting partner may or may not include 
these tasks in their hosting fee; however, since upgrades typically occur every 12-24 months, they 
are not usually included.

Supporting software

ERP systems generate an enormous amount of data. That data is stored in database software which 
requires an operating system, antivirus and malware protection, and backup software. These costs 
should be anticipated with on-premise deployments, but become the responsibility of the vendor in 
cloud solutions. A hosting provider will typically include these components in their hosting fee.
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Additional software may be required for on-premise, hosted and cloud deployments in order to 
get maximum value from the software. This software can range from third-party reporting and 
integration tools to something as simple as Microsoft Excel.®

Computing hardware platform

The clearest difference between on-premise and a hosted or cloud solution is the need to purchase 
servers and related hardware. In addition to servers, an on-premise solution will need disk storage 
and backup systems. Often overlooked when projecting initial costs are the racks, power supplies, 
cabling, cooling and physical security required to maintain enterprise systems.

For organizations with stricter change control processes, hardware costs for development and 
testing environments should be planned in addition to production hardware. While hardware is 
not a concern for cloud solutions, it should be noted that cloud vendors typically charge additional 
subscription fees for access to development and testing environments.

Consulting services

The process of implementing a new ERP system usually requires consultants with specialized 
knowledge of applications and business processes. A cloud or hosted solution may not require fees 
for software installation, but otherwise, the costs are very similar. These investments include the 
discovery, design, configuration, integration, data conversion, training and testing to make the system 
serve the needs and goals of the business.

Risk

An element that cannot be ignored when choosing an ERP system is risk. The needs of your 
business can change quickly as a recession could negatively affect business or you could experience 
rapid growth following a rise in popularity. With cloud subscription models, the number of licenses 
can be amended on an annual basis, controlling costs and managing risk. In the traditional on-
premise licensing model, if 10 licenses are purchased, it is a sunk cost, limiting future agility. These 
risks only magnify the importance of choosing the right system and configuration and correctly 
projecting your system requirements. 

With the amount of variables, modules and capabilities available within ERP systems, there is no 
one-size-fits-all solution and comparisons are often difficult. A careful analysis of the differing 
technology and licensing models and your specific needs will dictate the most beneficial ERP 
solution for your business. A trusted advisor can assess your needs and formulate a road map to 
select and implement the optimal application for your organization.
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