Unit IV: Cloud Service Economics

Pricing Models for Cloud Services

Definition: Pricing models for cloud services determine how customers are billed for their usage
of cloud resources. Different models cater to various usage patterns and business needs.

Key Pricing Models:

1. Freemium:
o Description: Basic features of the cloud service are offered for free, with
advanced or premium features available for a fee.
o Example: Cloud storage services offering limited free storage with options to
purchase additional capacity.
2. Pay Per Reservation:
o Description: Customers commit to using a service for a specified period (e.g.,
one year) in exchange for a lower rate compared to pay-as-you-go models.
o Example: Reserved instances for virtual machines where customers pre-pay for a
certain amount of compute capacity.
3. Pay per User:
o Description: Charges are based on the number of users accessing the service.
o Example: Software-as-a-Service (SaaS) applications where pricing is based on
the number of active user accounts.
4. Subscription-Based Charging:
o Description: Customers pay a fixed fee on a regular basis (e.g., monthly or
annually) for access to cloud services.
o Example: Subscription fees for cloud-based email and collaboration tools.
5. Pay-As-You-Go:
o Description: Charges are based on actual usage of cloud resources, with billing
typically on an hourly or monthly basis.
o Example: On-demand pricing for cloud storage and compute resources where
customers are billed for the exact amount of resources used.

Procurement of Cloud-Based Services

Definition: Procurement of Cloud-Based Services involves acquiring cloud services through a
structured process that ensures they meet organizational needs and comply with policies.

Key Steps:

1. Requirements Gathering:



o Description: Identify the specific needs of the organization that the cloud service
must fulfill.
o Example: Define requirements for data storage, processing power, and security
features.
2. Vendor Evaluation:
o Description: Assess potential cloud service providers based on service offerings,
pricing, performance, and support.
o Example: Compare cloud service providers based on their SLAs, reliability, and
cost.
3. Contract Negotiation:
o Description: Negotiate terms and conditions, including SLAs, pricing, and
compliance requirements.
o Example: Negotiate a service contract that includes uptime guarantees, support
levels, and data protection clauses.
4. Purchase and Deployment:
o Description: Finalize the purchase of cloud services and deploy them according
to the organization’s timeline and needs.
o Example: Procure cloud services and configure them for use in the organization's
IT environment.
5. Ongoing Management:
o Description: Continuously manage the relationship with the cloud provider,
including monitoring performance and managing costs.
o Example: Regularly review service usage, performance, and cost reports to
ensure they align with organizational goals.

Capex vs Opex Shift

Definition: The Capex vs Opex Shift refers to the transition from capital expenditures (Capex) to
operational expenditures (Opex) in the context of cloud computing.

Key Concepts:

1. Capital Expenditures (Capex):
o Description: Upfront investments in physical infrastructure, such as servers and
storage.
o Example: Purchasing and maintaining on-premises hardware.
2. Operational Expenditures (Opex):
o Description: Ongoing costs associated with using cloud services, such as
subscription fees and pay-as-you-go charges.
o Example: Monthly or annual payments for cloud services based on usage.
3. Benefits of Opex:
o Cost Flexibility: Pay for services as you use them, reducing the need for large
upfront investments.



o Risk Reduction: Avoid the risk of technology obsolescence associated with
Capex investments.

o Scalability: Easily scale resources up or down based on demand without
significant capital investment.

o Budgeting: Predictable Opex costs simplify budgeting and financial planning.

Cloud Service Charging

Definition: Cloud Service Charging refers to the methods used to bill customers for cloud
services, based on various charging models.

Key Charging Models:

1. Usage-Based Charging:
o Description: Charges are based on the actual amount of resources consumed.
o Example: Billing for compute hours, storage usage, or data transfer.
2. Subscription-Based Charging:
o Description: A fixed fee is charged for access to cloud services over a specified
period.
o Example: Monthly subscription fees for cloud-based applications.
3. Reserved Instances:
o Description: Lower rates for services based on a commitment to use them for a
longer period.
o Example: Long-term reservations for virtual machines at a discounted rate.
4. Freemium Model:
o Description: Basic services are offered for free, with charges for additional
features or higher usage levels.
o Example: Free cloud storage with options to purchase additional capacity.

Cloud Cost Models

Definition: Cloud Cost Models describe the various ways in which cloud service costs are
calculated and managed.

Key Cost Models:

1. Usage-Based Cost Model:
o Description: Costs are based on the actual usage of resources.
o Example: Billing for the number of hours of compute time or amount of data
stored.
2. Capacity-Based Cost Model:
o Description: Costs are based on the reserved capacity, regardless of actual usage.
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Example: Paying for a set amount of reserved storage or compute capacity.

3. Performance-Based Cost Model:
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Description: Costs are related to the performance level of the service.
Example: Higher performance tiers for compute or storage services come at a
premium.

4. Combination Cost Model:

o

Description: A mix of different models, such as usage-based with a subscription
component.
Example: A service with a base subscription fee plus additional charges based on

usage.



