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The Colocation Crossroad

Colocation is a big decision that will re-define a company’s IT 
operations. At the crossroads of colocation, IT managers must decide
if it is worth the effort to move their infrastructure into an off-site data 
center or to keep on the premises. 

This guide will equip IT executives and business leaders with key 
information about IT colocation. The benefit breakouts, checklists, 
formulas, and infographics in this document will help demystify the 
colocation due-diligence process, and will help readers make the best 
possible decisions in regards to colocation strategy.   
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What is Colocation?
Colocation is a storage arrangement where a client stores hardware in 
a data center, which provides highly reliable security, cooling, technical 
expertise, and compliance. 

Colocation is a growing trend, driven by businesses seeking to lower 
total cost of ownership for IT operations. In a 2016 survey of 1,000 IT 
professionals by technology advisory organization The Uptime Institute, 
half of the senior executives surveyed said they expect to move most 
of their IT workloads to the cloud or colocation. Further, 70 percent said 
that they expected this move to occur before 2020.  [1]

Colocation is a growing 
trend, driven by 
businesses seeking 
to lower total cost 
of ownership for IT 
operations.

Onsite Data Center vs. Colocation: A 
6-Point Cost Analysis
Ultimately, cost-savings is a determining factor when deciding whether 
to maintain their current on-site infrastructure, build an onsite data 
center, or move to a collocated environment. Therefore, it is important 
to know the true operating cost of onsite infrastructure before price 
shopping.

There are six main operating expenses where colocation frequently 
lowers costs, listed on the following pages. Included are descriptions 
of how the costs are reduced or removed under colocation, along 
with calculation methods for each category. Once current costs are 
calculated, these can be compared to the provider’s quote to see if 
there is a business case. 
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1. DOWNTIME
When servers go down, production stops, customers cannot buy, 
and systems must be reset, all of which incur an expense. The cost 
of downtime is quickly becoming unaffordable for most businesses; a 
report by the global market intelligence firm IDC recently concluded 
that Fortune 100 companies lost between $1.25—2.5 billion in revenue 
due to unplanned downtime. [2] 

How to Calculate Costs: Find current onsite downtime costs using 
the Cost of Downtime formula in “Key Calculations” section of this 
document. 

2. COMPLIANCE
Meeting regulations and undergoing inspections is an expensive 
and labor-intensive process. In a colocation model, these costs are 
absorbed by the provider, including:

• Audits fees. The bills to auditors can easily total more than 
$100,000 per year for a regulated data center. Further, newly 
constructed onsite data centers will pay as much as $70 per 
square foot in annual fees, according to technology research firm 
Forrester. [3]

• Labor. For many businesses, preparing for an audit is a multi-
departmental affair that includes engineering, accounting, risk 
management, compliance, facilities, and security. The salaried 
hours add up quickly. 

• Risks. No matter the diligence, compliance failure is always a 
possibility to consider.  Penalties can be devastating; for example, 
maximum penalty for a HIPAA violation is $1.5 million per year, and 
often results in loss of customer trust.

How to Calculate Costs: First, review budget information and 
accounting records for line items paid to auditors for the onsite data 
center. Next, create a spreadsheet with all personnel involved in audits, 
and estimate how many hours each one spends and multiply by their 
hourly rate. Finally, factor in a line-item for risks, usually represented as 
a small portion of estimated damages for a non-compliance penalty. 

3. UTILITIES COSTS
Data centers use lots of energy resources. In fact, the massive 
consumption of utilities account for more than 2 percent of the nation’s 
total annual energy use in 2014, according to the U.S. Department of 
Energy. [4]

Compare these current 
costs to provider quote for 
colocation to determine if 
there’s a colocation cost-
savings. 
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However, for commercial data centers and their customers, utility costs 
are often less expensive. The massive consumption of electricity by 
commercial data centers gives them bargaining power over suppliers, 
which drives down costs to colocation clients.

How to Calculate Costs: Using the formulas provided later in this 
document, find current or potential energy usage for the onsite data 
center, including cooling costs. 

4. SPACE 
Servers can take up a lot of room, and real estate is expensive. Under a 
colocation model, businesses can stop paying rent on this space or can 
repurpose the old IT closet into something useful.  

When shopping for data centers, keep in mind that real estate values 
can affect data center leasing costs. A recent survey of 23 markets by 
real estate giant CBRE shows that data center location can have drastic 
differences on ROI; the largest gap was a $12 million differential for a 
7-year leasing period between best and worst markets. [5]

How to Calculate Costs: Multiply the rental rate per sq. ft. times the 
square footage of the current data center. If the current data center is 
not rented, estimate the value of the space if it were re-purposed.

5. INFRASTRUCTURE MAINTENANCE 
In-house data center capital is expensive to manage, and maintenance 
fees can add up to more than 50 percent of the annual operating 
budget. In terms of cost, the most expensive items to maintain are: 1) 
HVAC 2) Fire suppression systems and 3) Uninterrupted Power Supply 
(UPS).

Since these assets are easier to maintain at scale, data centers can 
offer a cost-benefit to colocation customers. The marginal cost of 
equipment maintenance for 50,000 sq. ft. is much less than that of an 
average-sized onsite data center.  

How to Calculate Costs: Review financial records for historical 
maintenance work to get an estimate for current cost for the onsite 
data center, and remember to include depreciation in the total. As 
a reminder, simple depreciation = asset cost divided by the asset’s 
lifespan in years. 

6. INFRASTRUCTURE MANAGEMENT
Salaries are the one of the largest operational costs of data center 
facilities management, but that cost that is greatly reduced under 
a colocation model. Annual salaries for IT personnel skilled in 

Under a colocation model, 
businesses can stop paying 
rent on this space or can 
repurpose the old IT closet 
into something useful. 
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cybersecurity, data base administration, IT systems, networking and 
other core competencies range from $75,000 to more than $100,000, 
according to the Bureau of Labor statistics. [6]

How to Calculate Costs: Create a spreadsheet of every worker 
involved in the data center facilities-management, and multiply their 
hourly rate with the percentage of time they spend on tasks related to 
data center management.  

Beyond Cost-Savings: 
The Top-Four Onsite Data Center Threats
Some businesses value their onsite data centers for the ease of access, 
the comfort of having infrastructure in-house, and the convenience of 
not having to move infrastructure. 

However, there are some often overlooked risks involved with onsite 
data centers to consider in regards to data center options: 
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Multi-tenant Hazards. Crowded office buildings are some of the worst 
places for data centers, and any seasoned data center consultant will 
likely have multiple horror stories to back this up. Flooded lavatories 
can wreak havoc on data centers multiple floors beneath. Fires set by 
neighboring businesses can set off wet fire-suppression systems that 
fry infrastructure. Mice in the walls can chew up cords and connections. 
These disruptions are beyond the control of the data center owner, 
making extended downtime a constant threat.  

Commercial-grade data centers insure against multi-tenant threats 
either through specialized construction or by being built alone. For 
shared construction, data center walls are often reinforced or have 
gaps between adjacent tenant-offices. Also, the data centers install a 
their own Non-destructive or “dry” fire suppression systems that will not 
destroy electrical equipment. 

Utilities Infrastructure. Often, what is going on outside an onsite data 
center is more dangerous than what is inside. Many offices are just one 
lightening-strike away from prolonged downtime. Even with safeguards 
in place, a large-scale event like a hurricane can cause utility outages 
for longer than most business can survive without technology. 

Data centers, on the other hand, have multiple network access-
points as well as backup generators for extended outages. So if wind 
blows down a nearby utility pole, it will not cause a downtime for a 
data center, since the facility has access to multiple carriers and can 
generate its own electricity. 

Security Threats. Standard office buildings are not built for commercial-
grade data security. Drywall can be punched straight through by 
intruders, standard door locks can be manipulated, and monitoring is 
difficult.  

There are many features in a commercial-grade data center that are not 
practical to retrofit in onsite data center, such as 24/7 security, mantrap 
areas, and biometric scanners. The capital costs of adding these 
features is so high that it often makes more financial sense either to 
simply move the data center to colocation or to absorb the security risk.

Limited Scalability. Although not an immediate threat to data centers, 
space and equipment constraints are roadblocks to growth. Volume 
spikes can leave data center managers scrambling to supply the 
bandwidth, leading to downtime and poor application performance.
Scalability is a prime benefit of data centers due to their easy access to 
compute and storage resources, and spacious interiors.
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Can Colocation Save You Money? 
Three Useful Calculations
Knowing current or planned onsite data center costs can help evaluate 
the potential for cost savings for colocation. Here are three formulas 
that can help estimate cooling, electricity, and downtime costs: 

Knowing current or 
planned onsite data 
center costs can help 
evaluate the potential 
for cost savings for 
colocation.  

COOLING COSTS
This process/formula will help you find current cooling costs. 

Step 1: Find the maximum BTU output of the equipment.
Maximum BTU Output = Power supply wattage * 3.41

Step 2: Convert BTU to watts (W): 
1 BTU/hr. = ~0.293 W

Step 3: Convert watts to kilowatts
1 watt = 0.001 kilowatts

Step 4: Multiply Kilowatts by your current rate for kWh usage rate.

ELECTRICITY COSTS (NON-COOLING)
This formula will calculate non-cooling electricity costs:    

Step 1: Find your watt usage per hour. 
To find this, check manufacturer specifications.  In a pinch, know 
that servers on average use 200-450 watts per hour, according to 
datacenters.com. 

Step 2: Find your annual watt usage: 
Operating hours multiplied by watt usage per hour
(Note: For 24/7/365 data centers, operating hours = 8,760) 

Step 3: Multiply Kilowatts by your current rate for kWh usage rate.

Step 4: Subtract your cooling costs, using the Cooling Costs formula 
above.
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Colocation is a growing 
trend, driven by 
businesses seeking 
to lower total cost 
of ownership for IT 
operations.

COST OF DOWNTIME 
This formula will help you to determine how much unplanned 
downtime costs you annually. 

Step 1: Find downtime productivity cost.
Productivity cost = number of employees affected + average employee 
cost-per-hour * percent impact to productivity. 

Step 2:  Find downtime revenue cost. 
Revenue cost = Annual Revenue * Impact of downtime to sales. 

Step 3: Estimate any additional downtime costs, such as brand damage, 
recovery costs, customer, or loss. 

Step 4: Plug the costs into the cost-of-downtime formula: 
Cost of Downtime = Revenue Cost + Productivity + Recovery Costs

Choosing the Right Provider
Of all the steps in the colocation process, choosing the right provider is 
the most important. Some of the most important differentiators include: 

Physical location — What is the travel time to the data center? Is it 
above sea level?  

Service quality — What is the provider’s philosophy on service? How 
does it guarantee that quality?

Financial strength — Will the provider grow along with your business? 
Does it have strong brand recognition?

High availability – How many carriers are providing connectivity into 
the backbone? Is the data center part of a network?

However, there are many other factors to consider, as well.  To perform 
a comprehensive evaluation, use the checklist in the following section.  

HOW TO USE THE COLOCATION PROVIDER CHECKLIST

The checklist on the next page includes critical features to look for in a provider. To use the checklist, 
place one check per row. Mark features that are unimportant with a check in the center “3” row, 
where they will count neither for nor against the provider’s score.  Then, tally the number of checks in 
each column, and multiply by the weight factor of 1-5. Finally, add all the columns together to get the 
provider’s final score. 
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 Colocation Provider Checklist

Provider Name:____________________

Essential and does 
NOT meet require-

ments

Non-
Essential (but 
important) or 
doesn’t fully  
meet reqs 

Unimportant, 
or meets basic 
requirements

Important 
(but not es-
sential) and 
meets reqs

Essential and ex-
ceeds requirements

Provider Score . . . 1 2 3 4 5

Security

24/7/365 Network Operations Center 

24/7 onsite security guard 

CCTV cameras in strategic locations 

Mantraps and biometric scanners present 

High Availability 

Part of a data center network 

Service Level Agreement in place 

Multi-provider backbone 

Redundant UPS on each circuit 

Power

Multiple generators 

High-efficiency transformers 

Carrier-grade power-to-rack options 

Network Infrastructure

Carrier-grade network backbone, routers 

and switches 

Carrier-grade firewall security 

Fast transport between other data centers 

in network 

Location

Travel time to facility is manageable

Offers 24/7 access to infrastructure

Well above sea level

Track Record

No history of excessive outages  

Record of customer testimonials 

Can provide several references 

Compliance 

SOC 2 Certified

Substantially compliant in multiple areas 

(Sarbanes-Oxley, GLBA, etc.)

Meets industry-specific standards (HIPAA, 

FINRA, etc.)

Total # of “Checks” above:

(MULTIPLY THIS ROW WITH THE ABOVE) x 1 x 2 x 3 x 4 x 5

Sub totals:

PROVIDER GRAND TOTAL SCORE

Download this checklist at: https://www.Venyubusiness.com
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Conclusion
For colocation, assessing cost savings is a major part of the due 
diligence process. Although other factors such as security, reliability, 
and service are important, it is ultimately the impact to company costs 
that will make the most solid foundation for a business case. 
 
Operating expenses such as utilities, bandwidth, and management 
expenses are cost-categories where the benefits tend to be the most 
noticeable and easiest to calculate. An ideal data-center service 
provider will be able to help clients understand their options and 
potential benefits, and make the best business case for cost-savings. 

ABOUT VENYU BUSINESS: 

Powered by More
Venyu is a Louisiana-based provider of data solutions, telecom services, 
and managed IT. What sets Venyu apart is high quality of service and 
its position as both a telecom services provider as well as an IT partner. 
The family-owned company is more than 80 years old, has established 
hundreds of miles of fiber network, and operates three data centers in 
Louisiana.

Schedule a risk-free
consultation
today by calling
(866) 625-4100 or set
up an appointment
online at
Venyubusiness.com.
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