
BEST PRACTICE GUIDE

The true cost 
of application 
performance 
degradation
A detailed cost analysis 

A common thread emerges when meeting with IT operations 
teams: how to evaluate the cost of performance degradation. 
Even if the cost is not obvious at first sight, after going through 
a few simple steps, almost every client realizes the sheer size of 
the operational losses caused by performance degradation. In this 
guide, we will present one way to discover the operational losses 
that your organization could be incurring due to performance 
degradation, based on a real-world consultation conducted with 
one of our clients. This client is a large industrial manufacturing 
firm, but due to our full-stack, unified NPM/APM solution’s 
suitability to a wide array of industries and market verticals, this 
example is pertinent to IT organizations across the board. 

The back story 
In this consultation, we worked directly with the network 
manager. While addressing their needs in terms of network 
monitoring and application performance management, we had 
the opportunity to also dive into a discovery on the costs incurred 
from service outages and performance degradation. 

The network manager’s most prominent concern was keeping 
potential service outages under control. In manufacturing, like 
many other industries, service outages are a heavily discussed 
topic amongst management teams due to their impact on 
productivity. Detailed discussions around defining critical services, 
service level agreements (SLAs) for recovery, and productivity 
losses due to outages are common, such as in this case with our 
manufacturing customer.
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When it comes to performance degradation, the 
following are the most common factors causing 
pains for our customers: 

• Inability to perform fast diagnostics for rapid 
problem resolution

• Inefficiency in the way IT teams (e.g., network, 
systems, workstations, applications, databases, 
helpdesk) collaborate 

• The “Hot Potato” game between departments 
and service providers — where is the problem 
occurring? Who is at fault?

• Pressure from upper management when 
degradation occurs due to costs and productivity 
losses

• Difficulties in getting managers to invest in 
solutions that enable IT teams to proactively 
solve these issues

Together with the network manager, we realized 
the critical need to define the cost drivers of 
performance degradation to fully understand their 
negative impact on the organization. 

Performance degradation vs. 
outages

What are the main cost drivers?

Time to resolution is key to understanding the cost 
differential between an outage and a degradation. 
Several factors define a performance degradation, 
as opposed to a full outage. These factors also 
make diagnosis and resolution of degradation more 
difficult: 

• Cause is usually not obvious for IT administrators

 › Most often the case for sporadic issues

 › User reports are subjective in nature

• No clear root cause

• No permanent impact, generally intermittent 

With a complete service outage, users are essentially 
fully blocked, so the problem is persistent and 
user complaint levels are high. Simple monitoring 
systems (e.g., SNMP console) turn to red with 
alarms, displaying the element of the chain that 
failed. Outages are clearly visible until the resolution 
is complete. 

Service outage case 

This is what the timeline looks like for a service 
outage: 

The costs would be the sum of the following 
elements: 

1. Number of users impacted x hourly costs of 
users x percentage of productivity loss (e.g., for 
a service outage: 100%) 

2. Number of IT administrators dedicated to 
resolution x hourly costs x percentage of time 
dedicated to the resolution (Note: in the example 
above, we considered 3 administrators)

3. Impact on the company’s revenues (Note: this 
was not taken into account in the example above) 
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In this example, we took only the two first factors 
into consideration for calculation:

• 4-hour resolution time (as per our customer’s 
experience) 

• 100% productivity loss of core business and IT 
operations at an hourly rate of €60  

 ǣ As our customer experienced 4 events 

of this kind per year on average, the 

cost would be approximately €100,000 

annually. 

The graph below shows the accumulation of costs 
over time for an outage. Beyond 7 hours, the costs 
continue to accumulate.

 
Performance degradation case 
Here is what the timeline looks like for performance 
degradation:

Phase 1:  
Realizing that there is a problem  
It is generally difficult for IT administrators to 
identify that performance has degraded, so they 
have to wait until they receive a certain number of 
complaints—or until the issue has been escalated to 
management—to realize that they have a problem. 
According to our customer, this takes 2 to 3 working 
days. 

Phase 2:  
Localized diagnostic  
Each segment of the IT team (network, systems, 
workstations, applications, database, external 
service provider) examines its perimeter to find 
the origin of the degradation. Most of the time, 
either the diagnostic is obvious, or no one sees any 
problem in their respective perimeter; this is usually 
called the “Hot Potato” game. According to our 
customer, this takes a further 2 to 3 working days. 

Phase 3:  
Taking ownership for a wide-angle diagnostic 
The 2nd phase usually ends with a stressful 
meeting with the CIO who demands that network 
administrators take ownership of the diagnostic, 
considering all the possible causes for the problem. 
According to our client, this takes 2 to 3 days.

Phase 4:  
Resolution  
Once the root cause is identified the resolution 
generally takes another 1 or 2 days, if the pressure 
is on. Several factors can make the diagnosis process 
longer:  

• An intermittent issue will require a longer 
diagnostic period 

• A lack of tools and expertise will further 
lengthen the phases of this process 

In total, our customer estimated that the average 
time for going through the problem resolution 
process fell between 7 and 11 working days. With 
4 to 5 occurrences per year, this results in a global 
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organizational impact of 28 to 55 working days for 
our manufacturing customer. 

The graph below shows the accumulation of costs 
over the problem resolution process timeframe for a 
performance degradation. Beyond 8 days, the costs 
continue to grow.  

The total cost of performance degradation would 
thus be the sum of the following elements:  

1. Number of users impacted x hourly costs of 
users x percentage of productivity loss (e.g., 
a service outage would mean 100% loss of 
productivity) (Note: in the example above, we 
considered a group of 100 users) 

2. Number of IT administrators dedicated to 
resolution x hourly costs x percentage of time 
dedicated to the resolution (Note: in the example 
above, we considered a total of 3 administrators) 

3. Impact on the company’s revenues (Note: this 
was not taken into account in this scenario)  

In this example, we considered only the two first 
elements 

• 8 days for resolution 

• 30% productivity loss on core business and IT at 
an hourly rate of €60 per hour  

 ǣ With 4 performance degradation 

events of this kind per year, as per our 

customer’s experience, this results in 

a total cost of approximately €480,000 

per year.

The benefits of N/APM for your 
organization

The next step in our evaluation was to determine 
the return on investment of a unified Network and 
Application Performance Management (N/APM) 
solution to assist the IT teams with performance 
monitoring, identification of performance issues, 
root cause analysis and troubleshooting. Here is 
what the new timeline looks like for the resolution 
of a performance degradation with an N/APM 

solution in place:

Phase 1:  
Discovering the issue 
The APM informs you proactively, reducing this 
phase to a few minutes at most.

Phase 2:  
Localized diagnostic 
Identifying who owns the issue is also a matter of 
minutes (estimated maximum of 10 minutes).

Phase 3:  
Owner’s  global diagnostic 
The owner can diagnose the problem quickly. We 
will make an assumption of one day to complete the 
diagnostic. 
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Phase 4:  
Issue resolution 
Once the root cause has been identified, pressure 
resulting from the performance degradation is so 
high that the resolution (if possible) is undertaken 
within 1 or 2 days.

Together with our customer, we evaluated the 
overall time frame for going through the issue 
resolution process with an N/APM solution imn 
place at between 2 and 3 working days. Our 
customer estimated between 4 and 5 occurrences 
per year, which results in a global impact of 8 to 15 
working days, instead of the typical 28 to 55 days 
experienced without an APM solution. 

 ǣ In this case, if we consider 4 occurrences 
per year, as we did previously, the  
N/APM solution enables the IT team  
to limit the impact to €37,500 (instead 
of €116,000). This results in a saving of 
€314,000 per year, for 100 users and 4 
degradation with an impact of 30%  
on users’ productivity. 

If we extrapolate from these figures, we obtain the 
following yearly savings in euros (€):

• 4 performance degradation events per year

• An mean time to resolution (MTTR) of 8 working 
days without an APM and 2.5 working days with 
an APM

• An hourly cost per user of €60
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Summary

Network and application performance degradation 
are a daily occurrence for most companies. That 
being said, they are often treated as a given as 
opposed to something that can be managed 
proactively to reduce their impact. The first step in 
such an understanding is to quantify the costs of 
performance degradation. As we have shown in this 
guide, it is possible with a few easy steps to come 
up with meaningful calculations of the impact of 
performance degradation on the productivity of the 
overall business, but also of the IT teams as well. 
With that calculation in hand, it becomes possible 
to evaluate the return on investment for a network 
and application performance monitoring and 

management tool.


