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1. Introduction 
 
For many years the z/OS software has been paid based on the size of the machine. This is still possible 
but, from 1999, most of the companies adopted sub-capacity pricing. 
 
This evolution was, at that time, requested by most of the customers who wanted to pay for the CPU 
they used. The sub capacity pricing solution proposed by IBM was not exactly what customers 
expected. As you know it was based on the monthly peak of the CPU used, in MSU, calculated across 
a mobile average of 4-hours (4HRA). In addition, the product’s cost was determined by the CPU used 
by the LPAR where the product runs not by the CPU used by the product itself. 
 
This mechanism may easily produce uncontrolled cost increases due to anomalies or workload peaks, 
so IBM invented the defined and group capacity limit to allow customers controlling software costs 
through the soft capping function. 
The sub capacity pricing model has been successful for 20 years, but it has also been an obstacle to 
the introduction of new applications in the z/OS environment.  
 
To try to remove this obstacle, in the last years IBM introduced many additional and more favourable 
pricing options, such as container pricing for development/test environments and new applications1.  
However, the explosion of new applications, mostly generated by mobile devices, and of cloud 
computing, made these efforts not enough. 
A revolution is needed to completely change the software pricing paradigm. 
 
On May 14th, IBM announced Tailored Fit Pricing (TFP).  This new pricing model includes the 
following options: 

 Enterprise Capacity solution 
 Enterprise Consumption solution 

 
Both options eliminate the need to measure the 4-hour rolling average and the need to use the soft 
capping functions to manage the software costs. 
Both options will not reduce the customers current software costs. Consistent savings can be obtained 
in case of any type of workload growth, not only for new applications. 
This is clearly the IBM goal: making the z/OS environment a more attractive choice for all customer 
applications.   
 
Even if the adoption of TFP is not mandatory, we expect that, as it happened for sub capacity pricing, 
it will become the standard in the next years. 
 
It’s important to note that, at the moment, TFP can’t be adopted by outsourcing providers. 

 
1 They are now part of the TFP offering as Dev/Test and NewApp solutions. 
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In this paper we will discuss the two TFP options, trying to understand the benefits that customers 
can get and the capacity management issues they may need to address when adopting them. 

2. Capacity management in the 4HRA world   
 
The major issues with the 4HRA pricing model are: 

a) Need to manage the software running in each LPAR; a lot of efforts are sometimes needed to 
relegate software products only to a limited number of LPARs in order to reduce their costs;  

b) Use of soft capping techniques to keep the 4HRA peaks under control; soft capping is 
artificially limiting the power of the machine with consequent performance degradation and 
increased overhead (increased contention on processor caches also due to less favourable 
HiperDispatch polarization); in addition, managing the soft capping limits requires  
considerable manual efforts or the adoption of expensive software products. 

c) Not caring what is happening outside of peak hours; not peak hours don’t influence the 
software costs and the hardware resource needed so they have been “abandoned”, in the last 
years, unless of specific performance issue requiring mandatory tuning actions.   

 
Both TFP solutions eliminate the a) and b) issues. 
 
For what concerns c) the TFP effects will be different depending on the selected option. They will be 
discussed in the following chapters. 

3. Enterprise Capacity solution 
 
At a first look the Enterprise Capacity solution could be considered as a jump in the past when 
software needs to be paid based on the size of the machine. In reality there is an important difference 
from the past: the very discounted price on any type of committed growth. 
 
The Enterprise Capacity solution is a discounted full-capacity licensing model that determines the 
software costs based on: 

 the size of the physical environment; 
 the mix of workloads running on it; 
 the committed workload growth (20% minimum); 
 the size of development and test environments. 

3.1. Fixing the price 
 
The key point when adopting this solution is fixing the price, especially when transitioning from the 
4HRA model. 
 
The price is a blended price that takes into account existing workloads, committed growth and the 
size of development and test environments. 
 
Let’s try to explain how it works with a simple example. 
 
A customer is using a machine targeted at 1.000 MSU.  
In the last 12 months the SCRT reports shows the peak values reported in Figure 1. 
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Figure 1 

 
In this example, the customer set a group capacity limit to 800 MSU (red line).  
The 4HRA peaks reached that limit in many months and in general all the monthly peaks were very 
close to 800 (blue area).2 
 
After looking at the results, IBM and the customer agreed that in the last year the amount of money 
the customer paid covered 800 MSU capacity. 
Let’s suppose the amount of money paid in the last 12 months was 9.600.000,00 US$. 
The cost per month is set to 800.000,00 US$. 
 
If the customer will adopt the Enterprise Capacity solution, keeping the same machine, he is 
committing to a 25% growth which is more than the minimum required by IBM. 
After some negotiation they decide that the cost for each MSU of the committed growth will be 50% 
of the cost paid in the last year. 
 
So, the customer can adopt the new pricing policy and use all the machine with no limitation at a 
fixed monthly cost of 900.000,00 US$ (instead of 1.000.000,00 US$ thanks to the discount on the 
committed workload growth). 
 
Of course, real cases can be more complicated.  
In this example we assumed the workload types will remain exactly the same (which can be true in 
many cases) and we didn’t consider that customers may get much more capacity at the same price for 
their development and test environment by adopting the Dev/Test solution.  
We will discuss it in the next chapter. 
 

 
2 In reality, specific IBM tools taking input from the SCRT reports, are used. 
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3.2. Integration with “old” container pricing solutions 
 
The “old” container pricing solutions have been integrated into TFP and re-branded as: 

 NewApp solution; 
 Dev/Test solution. 

 
However, there is no separate NewApp or DevTest solution price in the capacity model.  
 
Any growth (not just NewApp) has already been considered in the committed growth discussed in 
the previous chapter. 
 
For what concerns Dev/Test, the methodology described below is used to help calculate3: 

 The Dev/Test contribution to the monthly peak and therefore to the blended price; 
 The max Dev/Test capacity used; it will be used to set the Dev/Test size. 

 
Let’s suppose that in our example development and test LPARs contributed to the last 3 months cost 
by about 5% (see Figure 2).   
 

 
Figure 2 

 
The split monthly cost will become: 

 Production 760.000,00 US$ 
 Dev/Test 40.000,00 US$ 

 
Let’s also suppose that max capacity used by Dev/Test has been 80 MSUs (10% of 800 MSUs).   
The Dev/Test capacity can be tripled, maintaining the same contribution to the software price, to 240 
MSUs.4 

 
3 SCRT reports of the last 3 months will be used in this case. 
4 It’s a customer choice to double or triple the Dev/Test size. 
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In practice, the cost of each Dev/Test MSU will be heavily discounted. 
 
Of course, the customer in our example will need a bigger machine, able to provide the total MSUs 
needed for: 

 Production base: 760 MSUs 
 Production 20% growth: 152 MSUs 
 Dev/Test: 240 MSUs 

3.3. Benefits 
 
The benefits of this solution are5: 

 Flexibility to reconfigure technical environments inside each LPAR container (e.g. 
Production, Dev/Test) without changes to licensing requirements or pricing; 

 No need for software capping; 
 No need for SCRT reports; 
 Increased DevTest capacity; 
 Simplest available pricing, with fixed monthly costs covering the full capacity of the 

enterprise; 
 Allowance for aggressive growth pricing for both new and existing applications 

3.4. Capacity management 
 
Capacity planning will be done “traditionally” measuring and forecasting the hardware resources 
needed in the peak hours to meet the service level objectives.  
 
Workload growth in peak hours will influence software costs only in case an upgrade will be needed. 
Workload growth, application inefficiencies, loops and anomalies outside peak hours will not affect 
software costs. 
They will also not be influenced by LPAR sizes, LPAR configurations, etc. 
 
In summary, software costs will only be influenced by changes in hardware, or if a new software 
program is added, or if there is a general price action (typically on the 1st of January).  

3.5. Who should adopt it? 
 
You need to be sure that your workload will grow otherwise you will risk paying much more than 
needed.  
Even if part of the machine MSU will be heavily discounted you will pay for the full size of the 
machine.  
This solution should appeal most to enterprises who expect their workloads to expand and value cost 
predictability and operational simplicity. 

 
 

The Enterprise Consumption solution will be discussed in the second part of this paper 

 
5 Optionally, IBM can provide an all-in price for the Enterprise Capacity solution, including hardware, software, and 
maintenance. 


