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Over the past few years, we have seen huge growth in the number of companies looking to move their HR

systems from on-premise to the Cloud and implementing new Human Capital Management (HCM) systems.

Fosway has been tracking and analysing this transition, both from an industry analyst perspective, and reviewing
the solutions themselves. Assessing the cost of Cloud HCM solutions is of course a part of the procurement
process, but often the view of cost is rather limited - and it can negatively influence buying decisions in rather
artificial ways. Having a true understanding of the cost of Cloud HCM is critical to companies making better
buying decisions, as well as ensuring they are appropriately resourced for the reality of owning these solutions

longer term.

This report summarises specific research from Fosway on the Total Cost of Ownership (TCO) of Cloud
HCM, targeted at larger enterprises and their experiences with the “Tier 1’ Cloud HCM vendors - Oracle, SAP
and Workday. It provides guidance on the relative areas of spend, and areas that corporates should focus more
on within their TCO assessment. Finally, this paper also specifically explores the TCQO profile of Workday
versus its main Tier 1 competitors, and identifies where buyers should be aware of specific areas of difference

from a TCO perspective
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Executive Summary

This report summarises specific research from Fosway on the Total Cost of Ownership (TCO) of Cloud
HCM, targeted at larger enterprises and their experiences with the ‘Tier 1" Cloud HCM vendors i.e. Oracle,

SAP and Workday. The report also explores the TCO profile of Workday versus these competitors.

Most organisations appear to have a distorted view of how much their HR systems cost. Having a true
understanding of the cost of Cloud HCM s critical to companies making better buying decisions, as well as
ensuring they are appropriately resourced for the reality of owning these solutions longer term. Some key

recommendations from this research are:

e Without an accurate view of TCO, creating a business case and fairly assessing the business costs

and business value of a system is flawed or meaningless.

e True TCO spans multiple years and multiple stages. It should be considered over a 5-year period
(not 3-years) and include not just Licensing and Implementing, but also the costs for Discovering,

Acquiring, Operating and Innovating the solution over that period.
e License costs are typically 35% of the total cost of ownership over a five-year period.

e Foran enterprise organisation, implementation costs average about 20% of total cost, with cost of
ongoing operation and support making up 30% of total cost. The cost of innovating is about 7% of

total cost, but frequently not tracked at all or is hidden as new projects.

When fully costed, the average TCO for Workday is comparable or better to other Tier 1 solutions, with
potentially larger advantages for higher complexity customers. The majority of this advantage materialises
via lower Operating and Innovating costs, and potentially some benefits in Implementing costs. Higher

licensing costs may neutralise this benefit for lower complexity customers.

Note: Costs included are based on detailed interviews and reviews of costs with corporate customers
directly, supplemented with additional information from Fosway’s ongoing HCM research including input
from vendors and customers on market pricing, external service costs, and internal costs such as staff and

contract resources where appropriate.
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Understanding the true cost of Cloud HCM

The costs of owning, running and maintaining a system often dwarfs the annual license

costs that buyers frequently obsess about

Fosway’s research shows the majority of organisations who purchase HR systems appear to have a distorted
view of how much their HR systems cost not only to buy, but to run. They rarely talk about the full costs of
owning and running HR solutions, instead over-emphasising the license costs of a solution. In reality, license

costs are typically only a third of the true cost of a Cloud HCM solution over a five-year contract period.

Think about buying a car. The total cost of buying and running the car includes the purchase price, but also
the cost of fuel, servicing, repair and maintenance. VWWhat makes this more complex, is that the view of those
costs varies the longer you own the car. The initial purchase price/cost becomes a lower proportion of the
overall costs of owning the car the longer you own it. In a more sophisticated way, the same is true for HR
systems. The cost of HR systems is not just the purchase price, it is also a range of other costs for running,
using and maintaining the solution itself. When added together these other costs can dwarf the license fees

that buyers and procurement teams frequently obsess about up front.

Why focus on TCO specifically in Cloud HCM?

Fosway has always tracked Total Cost of Ownership (TCO) as a key element of all its corporate and
vendor research. It also forms an integral element of all our Fosway 9-Grid™ analysis. In 2018, following
concerns that corporates were not looking at TCO objectively in Cloud HCM buying decisions, we

decided to do some deep dive research.

The issue is that without a thorough view of TCQO, creating a business case and fairly

assessing the business costs and business value of a system is flawed or meaningless

This report is an outcome of this research. It does not yet tell the full story - that is still unfolding as part of
our ongoing research process. But there are some important findings that we feel buyers of HR technology

should understand.
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Understanding Total Cost of Ownership

From Fosway's TCO research, costs can be broken into the following stages and should all form part of the

overall TCO calculation:

Discovering— how much does it cost to understand your needs and research market options before

engaging in acquiring a solution?

Acquiring- the cost of engaging with the market to find a chosen solution including RFP process and

selecting the solution.

Licensing- the negotiating and contracting the solution, including cost of licenses and the phasing of
license payments for specific modules or full upfront costs regardless of module adoption. All licensing is

compared as a Software-as-a-Service (SaaS) subscription.

Implementing— how much does it cost to migrate and import data, configure options, set up IT, integrate

into other systems, change manage, move, and train user communities, and set up help infrastructure?

Operating- how much does it cost to run the solution — help and support users, manage it, administer HR

processes — system, managers, users, regulate and govern changes?

Innovating - how much does it cost to adopt new capabilities, functionality or processes once the system is

live?

TCO in Detail: Breakdown by Stages

The following lists provide some useful guidance on what organisations should include in building their
TCO calculations. Whilst comprehensive, you should consider your own organisation’s approach to
managing | T projects and factor these into your own listing. Naturally not all costs will be known, and it may
be appropriate to include budgetary estimates to help build a clearer sense of your own projected TCO

with reference to the specific context of your project and organisation.

Typically, you should model these costs over a five-year time frame.
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Q Discovering

* Project concept evaluation
Assessing IT technical,
architecture strategy &
security needs

Defining HR process scope
& needs

Organisational reach —
regional, structural,
extended enterprise
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a, Acquiring

Vendor long listing
Vendor engagement
management

RFI, RFP management
Technical IT verification
Vendor use case
assessment

Functionality assessment
UX & Ul assessment

% Licensing

* License negotiation

* Legal verification

Contracting

Fully costed business case

* Project governance & sign
off

* Value proposition and « Service level assessment
tangible benefits * Vendor shortlisting Understanding the phasing of
* Stakeholder engagement + Vendor selection license costs is an important way
* Solutions and migration «+ Project and resource to manage TCO.
strategy planning

Business impact analysis
Initial business case
operating model definition
Document needs

Project sign off and
governance

Most organisations will require
the submission of a business case
based on final negotiated fees
prior to finally signing contracts.

Adding in costs for specialist
independent advice during both
the discovery and acquiring
phases is a good way to
accelerate and de-risk Cloud HCM
projects.

a Implementing _ﬁ‘ Operating

§ Innovating

+ Project governance & '+ End user support & . Update and bug fix testing
programme management helpdesk * New functionality

+ Change & stakeholder + Systems administration & /module assessment
management management * |nnovation planning

+ IT testing and architecture + Bug/fix management * Impact analysis reporting
integration + Vendor SLA and success * User group & vendor

+ Communications, management community engagement
engagement & training * Process administration * Ongoing HR effectiveness

* Process and workflow + Change management & efficiency research
definition * Ongoing user training * |nnovation prioritisation &

+ Solution configuration + Communications governance
and process set-up + Data monitoring,

+ Translation & localisations cleansing & verification

* Solution integrations & * Reporting & analytics
interfaces + Solution governance

+ Data archiving, cleansing, + Version control
mapping, testing and + ITand IT architecture
migration management

* Process, UX, Uland + Change control & o
configuration UAT operating enhancement . Mmy.mgammom manage HR

) innovation not as a projected cost,

+ Pilot and feedback + KPI, ROl and value but on a project by project
management tracking & business business case.

+ Support process, help & impact reporting
Helpdesk set-up

The TCO of Cloud HCM: A Detailed Breakdown
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Overall TCO Breakdown

So, what is the overall split of cost between the different stages?

Based on our research, license costs are typically

@What’s the average ratio between the different

approximately 35% of the total cost of ownership cost stages of TCO over 5 years? *

over a five-year period. Whilst implementation costs f::;“:‘*“d average proportion of 5 year TCO for each
vary significantly depending on specific context, for an . .
Discovering
enterprise organisation, they average about 20% of
total cost, with cost of ongoing operation and support Acquiring
making up 30% of total cost. Cost of innovating is
frequently not tracked at all or hidden as new projects. Licensing

The average breakdown of costs can be summarised Implementing

as in the following diagram.

Operating

Sources of costs

Innovating

HOHOEO®E
006600

These estimates are based on aggregated analysis of

TCO costs for Cloud HCM projects in enterprise class organisations with the Tier 1 HCM vendors
including Oracle HCM Cloud, SAP SuccessFactors and Workday.

Costs included are based on detailed interviews and reviews of costs with corporate customers directly,
supplemented with additional information from Fosway’s ongoing HCM research including input from
vendors and customers on market pricing, consultancy and service costs, and internal costs including staff

costs and contract resources where appropriate.
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The impact of vendor choice on TCO

As discussed, the focus of this Fosway research was on so-called Tier 1 Cloud HCM solutions - namely
Oracle HCM Cloud, SAP SuccessFactors and Workday. Additional input has also been taken from
Fosway's broader HCM research. In the previous section of the report, we talked about the aggregate
picture and provided guidance on the average ratios of key cost areas such as licensing, implementing and
operating. But if those are the averages, a) how much do they vary by vendor choice, and b) are there clear

patterns to costs that are different between the different solutions?

Fosway feels strongly that it is important for all customers to be more aware of the true cost picture when
budgeting for new Cloud HCM solutions. But ultimately, it is the second question which is the killer,
because it should be much more visible in the buying decision. If the subscription (licensing) costs are on
average only just a third of the true total cost, making decisions on the basis of just those costs is potentially

neglecting a consideration that is nearly twice as large.

Also, the 35% is an average across all the Tier 1 solutions. If a product is more expensive to license, it may
not be more expensive to implement or operate. In fact, this is borne out in our research. The choice of
solution impacts licensing, implementation and operation (and innovation) costs in different ways. These

differences can be summarised in the following main areas:

e Consequences of underlying technical architecture on implementation and operation

o Complexity of implementation, including implementation partner costs

e Provision of tools to simplify setup and administration (especially technical and functional
administration)

o Cost of skilled resources, whether employed or contracted
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A Workday Perspective

The following table is an aggregated view comparing Workday (WDAY) specifically with other Tier 1
solutions i.e. Oracle HCM Cloud (ORCL) and SAP SuccessFactors (SAP) full suite customers.

Vendor TCO impact over 5 years WDAY Other Tier 1
Discovering
* Understanding needs Med Med
*  Market research/options
Acquiring
* RFP, Assessment & Selection Med Med
*  Final Business Case
Licensing . .
*  Subscription costs inc. software, hosting and support Al el
Implementing
»  Configuration Med-Hiah Hiqh
» Data Migration & Integrations 9 9
* UAT, Deployment & Change
Operating
*  Support .
* Governance MG nlie
*  Administration
Innovating
* Adoption of new functionality, updated features & Low-Med Med-High
processes

Notes:

All costs are relative to mean cost for Enterprise customers.

Low = mean cost x 50-80%, Med = mean cost x 80-120%, High = mean cost x 120-150%+
Discovery Costs — assumed to be similar for all full HCM replacement.

Acquisition Costs - cost of acquisition and procurement process assumes a standard competitive

tendering process and is similar for all solutions.

License Costs - cost of all licensed components including enabling tools. Assumes competitive sales
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discounting for SAP and ORCL and potential for phased license costs. WDAY costs are typically full
license full period from initial contract signing. Other Tier 1 may include scaled payment variation for partial
adoption of non-HR Core components first. Note: Customers need to ensure all related license costs

(including enabling tools) are included for a realistic like-for-like comparison between vendors.

Implementation Costs - vary significantly from customer to customer. Assumes full replacement of
previous systems on an enterprise basis but could be phased. May vary significantly depending on
replacement of integrations or otherwise. Implementation costs are significantly impacted by partner /

system integrator choice and governance/controls on project scope and service delivery.

Operating Costs - Based on our research, SAP and ORCL assume larger use of external resources for
ongoing service management and greater complexity of architecture. WDAY costs assume higher day rate

or salary premium due to relative demand/scarcity of skilled resources.

Innovation Costs - assume normal Cloud deployment model by vendor, and rate of incremental
innovation with core roadmap. Also linked to speed of adoption for single architecture/code base and ease

of management by the customer organisation directly.

Overall TCO Comparison - WDAY vs Other Tier 1

The following chart shows an aggregate summary of aggregated (true) cost comparison from our research.

Tier 1 HCM Vendor TCO 5 Years Comparison
(Aggregated Cost)

WDAY Other Tier1
H Discovery M Acquisition M Licensing M Implementation M Operation M Innovation
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Workday vs Other Tier 1 - Detailed Notes

1. Discovery and Acquisition costs are assumed to be materially similar across all the Tier 1 solutions

(assuming a competitive procurement process [ RFP)

2. Workday licensing costs were on average higher compared to Tier 1 competitors over 5-years.
Other Tier 1 showed a high propensity for phased costs (often linked to phase commitment or
adoption of non-core components first). Other Tier 1 competitors also showed more variation

regarding their approach to discounting of subscription costs.

3. Implementation costs are highly variable from customer to customer - even with similar complexity
and scale characteristics. Implementation in larger enterprise customers assumed use of external
third party implementors/system integrators. Some differentiation was seen in cost per day
equivalent pricing, but not sufficient to impact overall assessment materially. Phased
implementation of Other Tier 1 vendors allowed greater use of internal resources when transitioning

from same vendor non-Cloud solutions.

4. Largest pattern differences were shown in ongoing support and operations of the chosen HCM
platform. Workday customers showed a high proportion of self-sufficiency in technical
administration and lower use of third-party consulting resources for ongoing operation and
maintenance of the solution. Costs of internal resources were marginally higher for Workday (due

to scarcity of experienced resources - this is likely to become more equitable over time).

5. Innovation costs for most organisations were difficult to assess due to the lack of clarity and
budgeting for innovation management (across the board). Level of innovation across the different
solutions is of variable pacing - all vendors seemed to have fluctuating periods of relatively higher
innovation through roadmap. Research endorsed the pre-conceived view that single
architecture/code base did enable more rapid adoption of innovation both at a modular level and

across the suites.

Overall, when fully costed, average TCO for Workday is comparable or better to other Tier 1 solutions,
with potentially larger advantages for higher complexity customers. The majority of this advantage
materialises via lower Operating and Innovating costs, and potentially some benefits in Implementing costs.

Higher licensing costs may neutralise this benefit for lower complexity customers.
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Additional Considerations

Higher market maturity may impact conclusions

It should be noted that this specific research was conducted in 2018/19 which was a period of high growth
for all Tier 1 solutions considered. It was also for a period of significant change, both for the customers

concerned, but also for the service partners and integrators they used.

Greater maturity of the Cloud HCM solutions may lead to different patterns of experience - especially as
vendors focus on optimising the operational experience and innovation. In parallel, greater maturity of
experience within the implementation partners is likely to lead to more scalable delivery and potential for
greater cost optimisation. It is unknown as to whether these benefits will be shared equally across the Tier 1
vendors, or whether this impacts them at different speeds, exaggerating or marginalising existing

differences. From a Fosway perspective, we are watching this closely.

|s HCM part of a broader ERP story?

It should be noted that because of the timing of the research, nearly all the projects and customers
researched were for HCM only projects, not for a broader Cloud ERP (Enterprise Resource Planning)
commitment. This is clearly starting to change in the market. Finance has been slow to come to the Cloud,
but this is changing, and the integration between HCM and the broader systems of business is important to

wider business planning and execution.

Analysis in this report is for HCM only projects, as is any discussion of potential TCO pattern differences.
We expect the patterns shown for HCM to be replicated across the wider ERP story too - not just in the
advantages of connected Cloud solutions, but also the costs associated with multi-implementation and on

ongoing operations.
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In Conclusion

Fosway has always believed that understanding the true cost of an HR solution was critical, both in deciding
which solution to adopt, as well as to appropriately budgeting for successful adoption and use of it. We bake
TCO into all of our Fosway 9-Grid™ analysis, and we see our clients increasingly conscious of TCO in their

decision using that analysis.

But this research came from an underlying concern; that whilst corporates looked at costs, the view of
buyers had of cost was at best limited, and often skewed to the obvious costs but not the true cost. From a
Cloud HCM perspective, particularly at the rarefied Tier 1level in large enterprise customers, there is often
a very short list of considered vendors but little information on the comparative differences between those

vendors other than for functional comparison, and possibly for license costs.

To make good decisions, buyers need to understand the whole story. After all, the big advantage of Cloud
solution is their supposedly better cost of ownership, as well as their faster path to innovation and the
associated benefits that brings. That means understanding the true cost of Cloud HCM, not just SaaS
licenses and implementation services, but also the impact on their teams, the costs and resources needed to

operate these platforms on an ongoing basis, as well as the real costs of drive innovation effectively.

This research confirms the need to understand the true cost of Cloud HCM and shows that vendor choice
impacts the true cost in multiple ways. Whilst customers are always different and their context will always
vary, analysis of the customer experiences for each of the Tier 1 HCM options considered in this research

has shown consistent patterns of cost experience relating to those solutions.

We also have a clearer aggregated (and averaged) picture too. We know that license cost, even for SaaS, is
still only about 35% of the aggregated cost. We know that implementation costs vary widely on a customer
to customer basis, but patterns of cost are similar and scarcer resources cost more. A single architecture and
common admin experience both reduce operating effort and enables greater self-sufficiency. They also
enable faster adoption of new innovations. As a buyer, understanding these differences will help you make a

better initial buying decision as well as secure more successful outcomes.
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How was this research conducted?

The research was conducted by Fosway Group between August 2018 and December 2019, using detailed
research conversations with a range of customers implementing and in live use of the Tier 1 HCM solutions
- including Oracle HCM Cloud, SAP SuccessFactors Suite and Workday HCM. This was supplemented
with data from Fosway's ongoing next gen HR research, vendor enquiries and input from our corporate

research network.

Target organisations for interview were typically UK/European headquartered large enterprise companies
(greater than 10,000 employees). Most were multinationals although we also spoke to a number of larger
national organisations. All customer interviews were confidential but aiming to secure disclosure of specific
costs incurred by that organisation across the full TCO lifecycle - from Discovery and Acquisition, through
Licensing and Implementation, and then to Operating and Innovation costs. Disclosed costs include
external spend (software, services etc), as well as internal costs and resources where possible. All costs were
translated to a common currency for cross evaluation, along with an assessment of complexity factors to

allow cross-analysis of costs with a high-low range sub-analysis too.

Recommended Fosway Reading

e Fosway’s latest Next Gen HR Research
e Fosway 9-Grid™ for Cloud HCM
o HR Realities Research 2019-20

e 5 truths HR teams need to deliver an agile approach
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Accelerate and De-risk

Why start your procurement process from scratch when Fosway already has the

research and insight to help you make better supplier decisions much faster?

As well as accessing the best European industry analyst research and market insight, when you work with us
you have the security of knowing that we are completely independent, with no vested interests. Our only
goalis to help you make the best decisions quickly for your organisation and your people. VWWherever you are
in your journey with HR and learning innovation, and whatever your roadmap and drivers for change are,
Fosway can help you by being a ‘critical friend’ to validate your current thinking or help with a future buying

decision.

We will use our independent expertise to provide you with the guidance you need to accelerate and de-risk
your decisions. We have a wealth of experience, tools, research and profiles at our disposal. We don't have
any products to sell and we have no vested interest to bias your outcomes. WWe concentrate on pragmatic,

independent advice.

Accuracy of information and warranties

The analysis and recommendations made in this document are based on the information currently available
to Fosway and from sources believed to be reliable. Fosway disclaims all warranties as to the accuracy,
completeness or adequacy of such information. Fosway will have no liability for errors, omissions or

inadequacies in the information contained herein or for interpretations hereof.

Opinions expressed herein are subject to change without notice. All content is copyright Fosway Group

Limited unless otherwise identified. All rights reserved.
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About Fosway Group

Fosway Group is Europe’s #1 HR Industry Analyst focused
on Next Gen HR, Talent and Learning. Founded in 1996,
we are known for our unique European research, our

independence and our integrity.

For over 20 years, we have been analyzing the realities of
the market, and providing insights on the future of HR,
Talent and Learning. Fosway analysts work extensively with
our corporate clients to understand the inside story of the
challenges they are facing, and their real experiences with
next gen strategies, systems and suppliers. Our
independent vendor analysis also provides a vital resource

when making decisions on innovation and technology.

And just like the Roman road we draw our name from,
you'll find that we're unusually direct. We don't have a
vested interest in your supplier or consulting choices. So,
whether you're looking for independent research, specific
advice or a critical friend to cut through the market hype,

we can tell you what you need to know to succeed.

Example clients include: Alstom, Aviva, Boots UK, BP,
BT, Centrica, Deutsche Bank, Faurecia, HSBC,
International SOS, Lloyds Banking Group, Novartis, PwC,
Rolls-Royce, Royal Bank of Scotland, Sanofi, Shell, Swiss
Re, Telefonica, Thomson Reuters, Toyota Europe and

Vodafone.
Talk to us today at:

Email: info@fosway.com
Telephone: +44(0) 207 9171870

Web: www.fosway.com
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About Workday

Workday is a leading provider of enterprise cloud
applications for finance and human resources. Founded in
2005, Workday delivers financial management, human
capital management, planning, and analytics applications
designed for the world’s largest companies, educational
institutions, and government agencies. Organizations
ranging from medium-sized businesses to Fortune 50

enterprises have selected VWorkday.
Talk to us today at:

Email
Telephone

Web: www.workday.com
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