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Ex vs. OpEX
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CapEx vs. OpEx for

IT Hardware

EXECUTIVE SUMMARY

Businesses today face a critical choice when investing in IT hardware: Capital
Expenditures (CapEx) or Operational Expenditures (OpEx). This decision shapes
their financial planning, operational efficiency, scalability, and overall alignment with
strategic goals. Understanding these models and their implications is essential for
making informed, effective investments in IT infrastructure.

Key Findings

@ CapEx offers ownership, long-term savings, and tax advantages but demands high
upfront costs.

@ OpEx provides flexibility, scalability, and reduced management overhead, albeit
with potential long-term cost implications.

@ Decision-making should consider budget constraints, risk tolerance, compliance
needs, and alignment with organizational strategy.

INTRODUCTION

When planning IT hardware investments, businesses must carefully evaluate their
financial and operational needs. The decision often boils down to choosing between
capital expenditures (CapEx) and operational expenditures (OpEx). Each approach
comes with distinct advantages and challenges that can impact the organization’s
budget, scalability, and technology strategy. Understanding the nuances of both models
is essential for making informed decisions that align with business objectives. This white
paper provides a comprehensive analysis of CapEx and OpEx, offering practical insights
to help organizations make informed decisions about their IT hardware investments. By
understanding the distinctions and evaluating their unique needs, businesses can select
the approach that maximizes efficiency, minimizes risks, and drives sustainable growth.
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Despite economic uncertainty, 77% of SMEs plan to increase their IT
budgets, demonstrating a strong commitment to prioritizing enhanced

security measures and scalable infrastructure solutions.!

CAPEX: A DEEP DIVE

CapEx, or capital expenditure, refers to the funds a business uses to acquire or upgrade
physical assets that will be used over the long term. In IT, this includes purchasing
hardware such as servers, networking equipment, and storage solutions. CapEx
investments are typically recorded as assets on the balance sheet and depreciated
over time, indicating their value to the business over time.

Examples of CapEx IT Hardware Purchases

@ Servers and Data Centers: These on-premises setups enable businesses to store
and manage data internally, offering full control over infrastructure.

@ Network Infrastructure: Essential components like routers, switches, and firewalls
provide robust connectivity and security.

@ Workstations and Laptops: Often purchased in bulk for employees, particularly in
industries like design, engineering, or finance, where high-performance devices
are necessary.

@ Backup and Storage Solutions: Physical storage devices, such as RAID arrays or
NAS systems, are vital for ensuring data redundancy and accessibility

Global information technology (IT) spending reached $4.9 trillion in
2023 and is projected to rise to $5.26 trillion in 2024, reflecting a 7.3%
increase. This growth is primarily driven by investments in devices
such as PCs, tablets, mobile phones, and printers.?

"JumpCloud Inc., SME IT Trends Q3 2024: Detours Ahead - How IT Navigates an Evolving World, 2024.
2Sherif, A. (2024, November 12). Global IT spending forecast 2012-2025, by segment. Statista.
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Benefits of CapEx

Tax Advantages

Hardware acquired through CapEx can be
depreciated overits useful life. Depreciation
provides a tax shield, reducing taxable
income during the asset’s lifespan.

Ownership and Control

CapEx investments grant businesses full
ownership of their hardware, allowing
complete control over its configuration,
use, and security. This is particularly
beneficial for organizations with strict data
protection or compliance requirements.

Potential for Long-Term Cost Savings
Purchasing hardware outright can result in
lower costs over time compared to leasing
or subscription models. Organizations with
predictable workloads or stable IT needs
often benefit most from this approach.

Predictability and Customizability
Since the hardware is owned outright,
businesses can fully tailor their setups to
meet unique operational requirements,
unlike standardized OpEx solutions. Fixed
costs also provide long-term budget
stability, making it easier for organizations
to plan financial expenditures without
unexpected variations.

In2024,leading U.S. technology companies, including Meta, Alphabet,
Microsoft, and Amazon, significantly increased their capital
expenditures on data centers to enhance their artificial intelligence
(AI) capabilities. For example, Meta announced plans for an $800
million data center in Indiana, while Alphabet planned a $3 billion
project spanning Indiana and Virginia.®

Drawbacks of CapEx

Significant Upfront Costs

The high initial investment required for
CapEx purchases can be a barrier for
smaller businesses or startups with limited
capital. It can also limit cash flow for other
operational needs, potentially restricting
budget flexibility.

Risk of Obsolescence
Rapid technological advancements can
make purchased hardware obsolete within
a few years, forcing businesses to reinvest
sooner than anticipated.

Ongoing Maintenance/Management
Owning IT hardware means assuming
responsibility for maintenance, updates,
and repairs. This can increase operational
complexity and require additional IT staff
or expertise.

Decommissioning Costs

Organizations bear the responsibility for
secure disposal when equipment reaches
the end of its lifecycle, often requiring
additional investment.

3 Financial Times. (2024, May 1). Data centres have turned Big Tech into big spenders. Financial Times.
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OPEX: A CLOSERLOOK

OpEx, or operational expenditure, refers to the ongoing costs of running a
business such as subscription-based services, pay-as-you-go plans, leasing
arrangements, and IT infrastructure outsourcing. OpEx expenses are recorded
on the income statement for the period they are incurred, making them easier
to predict and manage in the short term.

Examples of OpEx IT Hardware Solutions

@ Cloud Computing Services: Providers like AWS, Microsoft Azure, and
Google Cloud offer scalable options for computing, storage, and other IT
needs.

@ Hardware Leasing Programs: Businesses can lease servers, laptops, or
other hardware on a monthly or yearly basis, avoiding the upfront costs
of purchasing.

@ Managed Services: Third-party providers handle IT infrastructure
management, including monitoring, maintenance, and updates.

Organizations are increasingly embracing Device-as-a-Service
(DaaS) models, which allow them to lease hardware instead of
purchasing it outright. This strategy offers enhanced financial and
operational flexibility, as highlighted by Jeff Shumway, CIO at IT
consulting firm Insight.*

4 Bernard, A. (2022, April 18). 2 years later: Companies still favor OpEx spending over CapEx. CIO Dive.
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Benefits of OpEx

Lower Upfront Costs

By eliminating the need for significant
initial investments, OpEx models are ideal
for organizations prioritizing cash flow or
needing flexibility in their budgeting.

Scalability and Flexibility

OpEx solutions enable businesses to
scale their IT infrastructure up or down
in response to changing demands. This
is particularly beneficial for startups,
seasonal businesses, or organizations in
growth phases.

Aligned Cost with Usage
Pay-as-you-go models ensure organizations
only pay for what they use, providing
financial efficiency for variable workloads.

Hardware Asset Management

Rapid Deployment

Subscription models enable organizations
to quickly implement new technologies,
keeping pace with market demands and
reducing time-to-value.

Reduced Management Overhead
Many OpEx offerings include managed
services, shifting the burden of hardware
maintenance and updates to the provider.
This frees internal IT teams to focus on
strategic initiatives.

(HAM) and Software Asset

Management (SAM) practices are evolving to align more closely with
cloud adoption and FinOps initiatives, reflecting a strategic shift in

IT asset optimization.®

Drawbacks of OpEx

Potential for Higher Long-Term Costs
While OpEx reduces initial expenses, the
cumulative cost of recurring payments
can exceed the price of owning hardware
outright over the long term.

Dependenceon Third-Party Providers
Reliability and security depend on the
provider’s infrastructure. Issues such
as downtime, vendor lock-in, or data
breaches can disrupt business operations
and pose significant risks.

5 Flexera, State of IT Asset Management Report 2024, 2024.
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Less Control Over Hardware
Businesses relying on OpEx models must
adapt to the limitations and configurations
set by third-party providers, which may
not fully align with their needs.

Standardization Limitations
Since OpEx services are often designed
for general use, they may lack the tailored
features or performance optimizations
available with owned hardware.



KEY CONSIDERATIONS
FOR DECISION-MAKING

When choosing between CapEx and OpEx for IT hardware investments, organizations
must evaluate a range of factors that impact financial health, operational efficiency,
and long-term strategy. Here are the critical considerations:

Budgetary Constraints

Assess your financial position,
considering current cash flow and
long-term cost implications.

@ CapEx  requires  significant
upfront investments but can
offer long-term savings and cost
predictability, making it ideal for
businesses prioritizing stability.

@ OpEx spreads expenses over
time, making it a practical choice
for organizations with limited
capital or those managing cash
flow.

Risk and Vendor Dependency
Consider the risks of obsolescence,
maintenance, and reliance on third-
party providers.

@ CapEx places full responsibility
for upgrades and maintenance
on the business, increasing
exposure to obsolescence.

@ OpEx transfers these risks to
service providers, ensuring
regular updates and predictable
costs, though vendor lock-in can
limit flexibility.
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Scalability and Time-to-Value
Evaluate your organization’s ability to
scale and the speed of deployment
required.

@ OpEx excels in providing
scalability and rapid deployment,
allowing businesses to adjust
resources dynamically and meet
urgent demands.

@ CapEx offers stability and lower
recurring costs for predictable
workloads, though setup and
scaling may take more time.

Security, Compliance, and
Strategic Fit

Align your investments with security
requirements, compliance needs,
and long-term business goals.

@ CapEx offers full control and
customization, ideal for highly
regulated industries.

@ OpEx simplifies compliance and
fosters agility and innovation,
making it suitable for businesses
in dynamic markets. A hybrid
model combining CapEx and
OpEXx is often used to balance
these priorities.



Technology Refresh &
Environmental Impact

Consider how frequently technology
needs to be updated and its
environmental implications.

@ CapEx requires lifecycle
management and hardware
refreshes, which can increase
costs and energy use but
allows businesses to control
recycling efforts.

@ OpEx includes access to
updated, energy-efficient
technology via shared
resources, reducing
environmental impact and
operational burden.

Tax Implications

Total Cost of Ownership (TCO)
Factorin cumulative costs, including
hidden expenses like maintenance,
upgrades, and downtime.

@ CapEx may appear more cost-
effective over time for stable,
predictable needs.

@ OpEx offers flexibility and
predictable costs, often
offsetting potentially higher
long-term expenses.

Evaluate the tax benefits and accounting differences.

@ CapEx allows for depreciation
over time, providing long-term
tax advantages.

@ OpEx expenses areimmediately
deductible, simplifying financial
reporting and offering short-
term tax benefits.

Software and IT services are expected to see double-digit growth due to increased cloud
spending, with public cloud services projected to rise by 20.4%, influenced by higher
utilization rates and vendor price increases. Cybersecurity investments are also key, with
80% of Chief Information Officers (CIOs) planning to increase spending in response to
new Al-driven security concerns. While generative Al has yet to significantly impact IT
budgets, broader Al investments are bolstering overall growth. These trends highlight
the pivotal role of technology investments in fostering business growth and innovation.®

8 Hale, C. (2024, January 17). Global IT spending could see a surprisingly big surge this year. TechRadar Pro.
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ROLE OF HYBRID MODELS

Hybrid models offer a practical way for businesses to combine long-term stability with
flexibility for changing demands. Many businesses are finding success with hybrid
models that combine elements of both CapEx and OpEx, offering a practical way to
balance cost, flexibility, and control. This approach takes the best aspects of each
model and applies them where they are most effective.

Benefits of Hybrid Models

Balanced Costs

A hybrid model allows businesses to allocate resources strategically. For example,
they can use OpEx for flexible, short-term needs such as subscription services while
investing in CapEx for permanent infrastructure like servers. This reduces financial
strain and ensures predictable spending.

Flexibility and Stability

Hybrid models let businesses maintain steady, reliable infrastructure for day-to-day
operations (CapEx) while adapting to changes with scalable services (OpEx). This dual
approach ensures businesses are prepared for both steady workloads and periods of
change or growth.

Reduced Risks

By dividing investments between owned assets and third-party services, businesses can
lower the risks associated with relying entirely on one model. For instance, critical systems
can remain in-house (CapEx), while less sensitive functions can be outsourced (OpEXx).

Support for Business Goals

Hybrid models provide businesses with the tools to plan for the long term while staying
agile. CapEx investments can focus on core infrastructure, while OpEx can be used for
testing new ideas or handling variable workloads.

Compliance and Security

Businesses in regulated industries can use CapEx for systems requiring stricter control,
while OpEx can support less-regulated operations. This ensures compliance without
overburdening in-house resources.
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Use Cases for Hybrid Models

@ Blended Infrastructure: Companies might use on-premises servers (CapEx) for
sensitive data while running external applications or processing power through
subscription services (OpEx).

@ Seasonal Operations: Retailers can own critical hardware for year-round use but
scale up with rented resources during busy periods.

@ Testing and Development: Businesses can use OpEx services to trial software
before CapEx ownership.

Challenges of Hybrid Models

Complex Planning
Managing both owned assets and outsourced services requires clear oversight to avoid
inefficiencies or overlapping resources.

Integration Difficulties
Combining in-house systems with third-party services can require additional technical
expertise and coordination.

Potential Overspending
Without careful monitoring, businesses may end up overpaying for OpEx resources
while still investing in CapEx infrastructure.

In 2023, the United States IT spending market was valued at
approximately $1.30 trillion. Projections indicate that it will grow at
a compound annual growth rate (CAGR) of 3.8% from 2024 to 2032,
reaching an estimated $1.8 trillion by 2032.7

7 Expert Market Research. (2024). United States IT spending market report and forecast 2024-2032.
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FUTURE TRENDS INIT
HARDWARE SPENDING

Astechnology advances, businesses are rethinking their IT hardware strategies toremain
competitive and address modern challenges. Shifts in priorities are influencing how
organizations approach resource allocation, with increasing attention to environmental
responsibility, more efficient use of data and devices, and solutions to support the
evolving nature of work. These trends reflect a deeper alignment between operational
efficiency and broader organizational and societal goals.

Sustainability Focus

Businesses are increasingly incorporating sustainability into their IT hardware strategies.
Environmental, Social, and Governance (ESG) goals are driving efforts to reduce
e-waste, extend the life of IT assets, and embrace circular economy principles, such
as refurbishing and recycling hardware. These practices not only align with corporate
responsibility objectives but also help lower operational costs by maximizing resource
efficiency.

Advanced Analytics and Telemetry

Theintegration of telemetry and analytics toolsis transforming IT hardware management.
These tools enable real-time monitoring and predictive insights into performance,
helping organizations optimize usage, reduce downtime, and extend device lifecycles.
Enhanced analytics also support smarter spending decisions by identifying inefficiencies
and streamlining asset deployment.

Greater Emphasis on Hybrid Work

With hybrid work becoming a permanent fixture in many industries, businesses are
adapting their IT investments to meet new demands. This includes allocating resources
for remote collaboration tools, cloud-based systems, and secure devices to enhance
employee productivity and connectivity. Flexible spending strategies, blending CapEx for
core infrastructure and OpEx for adaptive solutions, are crucial to supporting this shift.
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CASE STUDY

How Teqtivity Revolutionized IT Asset
Management at Uber

Overview

Uber faced challenges balancing CapEx and OpEx for its IT assets, complicating
financial planning, compliance, and resource optimization. By implementing Teqtivity’s
comprehensive asset management tool, Uber gained clear insights into asset lifecycles,
streamlined workflows, and improved operational efficiency.

Key Improvements

CapEx Management

Teqtivity tracked asset depreciation,
predicted upgrade timelines, and

OpEx Optimization

Uber monitored asset deployment,
utilization, and costs, with key metrics

like fleet age and user-to-asset ratios.
The tool also identified devices for
refurbishment or donation, supporting
sustainability goals.

prioritized  spending.  Accurate
records supported audits and
ensured proactive planning for
critical infrastructure.

Finance Team Benefits Operational Efficiency

Automation reduced errors, and
the system’s scalability supported
Uber’s expanding global operations.

Advanced reporting features,
seamless ERP integration, and
improved collaboration across
departments enhanced financial
visibility and decision-making.

Results

Teqtivity helped Uber optimize costs, enhance compliance, and promote sustainable
IT practices. The solution saved teams time, improved transparency, and aligned IT
expenditures with strategic objectives, making it an essential asset for driving long-
term efficiency and growth.
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CONCLUSION

Choosing the right IT hardware model—CapEx, OpEx, or a hybrid approach—is critical for
aligning financial resources with organizational goals and adapting to evolving business
demands. CapEx provides stability, ownership, and long-term cost savings, making it
suitable for predictable workloads and stringent compliance needs, though it requires
significant upfront investment. OpEX, on the other hand, offers flexibility, scalability,
and faster deployment, ideal for dynamic environments, albeit with potentially higher
cumulative costs.

Hybrid models combine the strengths of both approaches, enabling businesses to
invest in core infrastructure while leveraging scalable solutions for changing needs.
This approach is particularly effective as trends like sustainability, advanced analytics,
and hybrid work models continue to reshape IT strategies.

By aligning IT hardware spending with broader business objectives, organizations can
optimize costs, reduce risks, and support sustainable growth. Careful evaluation of
needs, combined with a balanced investment approach, positions businesses to thrive
in a rapidly evolving technological landscape.
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IT Asset Management
Made Easy.

Reduce IT costs, improve security,
and boost productivity with Teqtivity.

Contact us today to schedule a
30-minute product demo & Q&A:

hello@teqtivity.com
www.teqtivity.com
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