
























































































































































































































































































































































TAPE, COtV;f'1UNICATION CHA;\GES PLANNED 

Fer p 1 anni ng purposes be dcta i1 s i ti these tc;b 1 es arE extremely 
interesting. Whether it can be really as being accurate, 
even for pla:1ning for depend!) upon how Jiluch you bElieve there 
hi11 be decreased core resulting from the implementaticn 
of RELOCATE (which is the way of r2Terring to storage). 
I do not. 

(I!) Even so, tlJere are so;ne very interesting points here. Note 
the increase in the usage, nearlj doubling froffi 

19,919 in 1971 to 19,326. The key point here may be the develop­
ment of the Oak project, with its wide tape 

Outsice the tape c:1&nges, also note the increase in communi­
cation facilities, which doubles in the five years. 

USING THE FIGURES 

I'/f?A 
detail£ used here be used in planning your own in-

stallation, budgeting for future expenses. It certain1y 
should be shown to your financial to help indicate which 
pieces af to be as opposed to which 
be approximately what areas are expected tc have 
revoluticnary crlanges, and the current c.quipment :;tyles are 

g01ng to stay the perioa. 
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III. FINANCIAL COMMENTARY 

I. System Point Value 

~ Average System Point Value 

Year 1971 

CPU, Memory 
Features 
Channels 

Sub-total 

~ Tape 
DASD 
Printers 
Card I/O 
Communications 

Sub-total 

Total 

52,534 
3,526 
8,730 

64,610 

9,919 
18,965 
3,350 

810 
1,419 

34,463 

99,073 

TABLE 7 

1972 1973 

52,400 52,014 
3,604 4,870 

10,000 10,660 
66,004 67,544 

9,834 10,308 
21,816 22,095 
4,744 4,755 
1,005 1,082 
1,739 2,030 

39,T38 40,270 

105,142 107,814 

1974 1975 1976 

49,866 49,751 49,505 
5,965 6,502 6,930 

11,300 11,400 11,400 
67, 131 67,653 67,835 

13,038 16,677 19,326 
22,753 22,596 22,115 
4,885 4,953 5,020 
1,142 1,238 1,234 
2,269 2,627 2,976 

44JJB7 48,091 50,671 

111,218 115,744 118,506 o Notes: 
(1) Decline in CPU, Memory point value results from migration of larger core to the High 

Speed Memory version of the 165 and to a decreased core requirement resulting from the 
implementation of Relocate. 

(2) Average Feature point values in the 1972 thru 1976 period include unannounced features -
MP, Relocate, Sensor Base amounting to: 1972 - 100 points, 1973 - 1492 points, 1974 -
2690 points, 1975 - 3298 points, 1976 - 3710 points. 



@The ccmmentary incluGed in t;,e 7 parts of the financial comen­
tar,)' is :-,ot di~~ectly of gre6.t interest to the USErs" but includes 
some finar.cial c:~a~Clctcristics tha"c are vJOrth noticing - in the 
san2 Hay t!lat the previo'Js chart diG. It can tl~erefore be Js€d as 
a basis for bu~geting. 

IrJDUT /OUTPUT SHOWS 357-; PfWFIT 

Here we see what the actual profits that IBM expects to make on the 
system are. The fact that the sales suggest under 4 billion dollars, and 
still leaving IBM in free possession of nearly half the 165 1 s in the world, 
is only of minor interest. What is of direct user interest is noticing that 
the inrut/output is makins a 35:~ prof"it; after all development and other 
costs have been paid in a pEriod of four years. 
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co A. :: 
w 
""-J 
0 ---0') 
(J'I 

SUMMARY P & L - Pricing Life (48 Months) ~ 
($ Millions) Announcement 

Domestic 

Revenue 

CPU & Features $1031 
I/O ~1442 

Total $2473 

Profit 

CPU & Features $ 235 
I/O $ 508 

Total $ 743 

% 

CPU & Features 22.8 
I/O 35.2 

Total 30.0 

Note: CPU includes Console (3066) and PDU/CDU (3067) 
I/O includes Memory (3360) 

Worldwide 

$1680 
$2211 

$3891 

$ 423 --f 784 
1207 

25.2 fa 
35.5 
31.0 



THE TWO LIVES OF IBM SYSTEMS 

~ Before reading further, the difference between pricing life, and fcre:ast 
life, should be understood. 

The pricing life of 2 system in IBM balance is the kind that they expected 
to be profit~ble in with resard to calculated time. The forec2st life is the 
time that they 2xpect tc cortinue to ~ent it. Thus, the fig~~e here of 36.9% 
profi t for I/O he; :lg (some 1. 7~. hi gher than the fi gure shown on the pr'2vi ous 
page) simply in~icates that in the additional six months that t~e planners 

~ ey.pect the system to remain on rer.tal after the four years pricing life has 
~ been camp 1 etec, a further profi t of some 1.7;c wi 11 accrue on the tota 1 reserve 
~picture, including the 4 years revenues. (1 have not checked the math here, 

but this figure seems to be irconsistent with other data.) 
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B. Summary P & L - Forecast Life (54.9 Mcnthsl ~ 

Domestic Announcement 

Build Quantity Revenue 

CPU & Features 592 $1110 

I/O $1572 

Total 592 $2682 

Notes: 

1) CPU includes Console (3066) and PDU/CDU (3067) 
I/O includes Memory {3360} 

2) All analyses to follow are based on Forecast Life 

3) Announced Product Cost Commitment (Phase 3A) 
estimate not available for Greybook Analysis. 
Phase III estimates have been used. 

4) I/O Profitability obtained from the Business 
Effects Model. 

Profit 

$278 

$580 
----

$858 

Profit 
% 

25.0% 

36.9% G) 
32.0% 



NET EAR~INGS SHOWN 

~ Tt-._. c,··-·,,'t ~I~.- '-O"~ n-r ... ·t,:,....n ·~t b··J.. tr"'c::;e rf'"':gl'r...l'- _·,.l- u-·"·· "e" c ",( to .1-"'1" --- lI't 11'11 '.JUt:;:.1 l.. 1,le .• IL'I I, UL le_ I! c::: al...'~ al:Y r It:: I.. ~ 

domestic area only. They are simply a re-statement of the previous figures 
with additional showing of the net before taxes cn the revenue. 
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f) System 370 Model 165 
co ($ in Mi11iors) Forecast life 
~ 
eN CPU 
-....J 

Q ..... Revenue $1025 (j) 
(J1 

Profit $ 247 

% 24.1% 

_~/O 
Revenue $85 Revenue $340 Revenue $1232 

Profit $31 Profit $134 Profit $446 

% 36.5% % 39.4% % 36.2% 

Percent of Total Total System 
_~~venue NtH 

Builds 592 
CPU 38.2 28.8 
Features 3.2 3.6 Revenue $2682 
Memory 12.7 15.6 

." I/O 45.9 52.0 Profit 858 Q) 
(Q 
Cl) 

~ 100.0 100.0 % 32.0% -



:-lOW r·iUCH DID YOU SAY IT COST? 

One of the IBM arguments that has always been raised to counter claim 
of high profits, or hi911 prices, has ;)een the fact that develo;Jment of CPU's 
c:osts a great deal, and that so do product t'2StS, anti other such items. 

Here we see the 3ctua' figures. 

~ The !g!~J_ji r:..ect~?2~ of the sys tem is 37. fj,;; of the expected 'revenue. 

@- Tile development and product engi neeri ng cos ts were of the en ti re program. 
Vi ere 1 e s s than 2 ~'O of the rev e n Ij e, tot a 11 i n g S 18 (T\ i 11 i f) n . 

@ ProgramIJling tests. and iJrcduct tests, were only l7. of revenue - $9 
million. 

0} So bi'ng. goes the idea that t~ere is any serious large sc~le invest­
ment, so far as development, etc. 1S concerned. In fact, 100k1ng at the 
figures it can be seen that by 1971 IBf'~ had 3.lreacy recJveied all its direct 
cost of the program, plus half again towartis its overhead. 
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ti5 s: 
~ g -

Prior 

@ 
1970 1971 .., 

Detail CPU P & L 

1972 1973 1974 1975 1976 Balance 
Total 
Program 

% of 
Revenue 

m Revenue 
149.7 

149.1 

634.9 
389.9 

1024.8 

62.0 
38.0 

100.0 

00 [ease 
Purchase 

Total 

Direct Cost 
Product Cost 1.5 
Plant & Field 
Reeon. 

Field Engineering 
Labor 
Parts 
Training 

Total 

9.0 

1.6 
"1.6 

, 2.1 
83.0 
95.1 

42.3 

3.9 
.6 

5.0 
9:"5 

44.8 82.7 110.9 
164.2 106.5 23.5 
209 . a T89.2" 134. 4 

67.8 58.9 37.2 
.1 .5 2.1 

9.6 ".6 12.1 
3.6 3.1 3.4 
4.8 4.5 2.2 

, 8. 0 19.2 ~ 1 . 1 

122.2 
12.7 

134.9 

10.4 
3.8 

'1.0 
5.7 
1.0 

17.1 

112.5 

112.5 

2.6 

9.7 
6.3 

16.0 

.9 

16.4 
4.5 

20.9 

227.1 
10.0 

74.3 
27.2 
19. 1 

'20.6 

22. 

7.1 
2.8 
1.9 

11.8 

Dev. E~9~rOd. 5.4 4.3 3.7 2.2 1.5 1.0 .4 18. 5 ~ 1.8 
--~~----~--~--+---~--~~-----~----~------,-------------~I--_, __ ----~ 

Pro~~~d: *e~t ___ .4 ___ 2_.0 ___ 3_.7-+ __ 1_._7 ____ ._8. ___ .6 ___ .' ___________ --=-9L.3:...-~-=t,~=-'_' _.J..:.9~1 , 

Total Direct 
Cost 

Apportionments 

Profit Protection 

Total Cost & 
Expenses 

Net Profit Before 
Tax 

7.3 16.9 59 • 2 - 89 . 8 80 . 9 58.6 32.4 18.6 21.8 385.5 @ 37.6 

330.9 

61.5 

777.9 

246.9 

32.3 

6.0 

75.9 

24. , 



SOME DETAIL ON MAINTENANCE PRICE BREAKDOWN 

~The maintenance prices here are sim'lly that - actual pr;c~. 
They do not relate to the actual costs. 

A.t the S0m~ time nodel 165 users have certain advantaqes over 
s~aller 370 1 s. To start with the planners included traini~g, even 
though scrr.e of the training ;s cha~ged in the rnaint€n3.nSp. ccsts. 
Some of the other 370 syste~s had r.o provision for hack-fill 
tr~iningl Apparently !h~ FEls were expected to pick everything on 
the job. 

Happy days. 

Most of the other Grens here are of no great interest to the 
user. 
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tIl OF Maintenance Prices - 3165, 3066, 3067 , . 
s: 
eN 3165 Model "'-J 
g 

3066 3067 ..... 
0> 

I J JI K KJ Console PDU/CDU C11 

Labor 

Code 01-18 $965 $970 $985 $1010 $1060 $165 $ 40 

Code 75 $555 $555 $555 $555 $ 555 

Training $470 $470 $470 $470 $ 470 $ 30 $ 39 

$1990 $1995 $2010 $2035 $2085 $195 $79 

Parts $1970 $1975 $1990 $2015 $2065 $265 $31 

Total Price $3960 $3970 $4000 $4050 $4150 $460 $110 

Notes: 

m 12 month warranty 
01-18 Up1ife - 5% P) Prime Shift - 80% 

4) General System selling price rates excluding education (Dated May 1, 1970) 
(5) 33% of Training per purchase build recovered in the MMMC, 67% in the purchase price 
(6) Training Recovery period - 47 months 
(7) RETAIN/370 and problem determination effect included. 
(8) Parts Selling Price markup 3165-6.95 3066/3067 - 6.0 
{9} Parts are net of rework credit 

~ (10) Spare Parts - 9% uplift on Gross maintenance parts 
co (11) Parts and Hours reflect CD May 15, 1970 estimate of failure rates (1) 

~ (MST-4 .0050 @75K hrs.) C11 



r~INTENANCE FIGURES FOR 1975 

~The committee rental life of 6 years is not understood, but certainly 
the concept of obsoleting the systems starting in 1976, or pricing them 
based on a four year life when they have an economic life of 7 1/2 years, 
indicates that automatic leasing is something that users should be aware 
of. 
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CX! 
s: G. RESP w 
"'-J 

Q 
~ CPU Console PDU/CDU en 
C1I 3165 3066 3067 

8 Committee Rental Life (Mos) 72 72 72 

Maintenance Hours (1975) 22.2 2.5 .6 

Maintenance Parts (1975) $258 $51 $6 

Maintenance Rate (1975) $45.70 $45.70 $45.70 

Cost Mark Up 4.7 4.2 4.2 

Capitalized Value $339 t 800 $38 t 750 $37,400 

Average Point Value $32,400 $3 t 100 $2,300 

Average Purchase Price $l t 555 t 200 $148,800 $110,400 

Purchase Months 48 48 48 

RESP $1,909,677 $177 t 401 $138,887 

RESP Months 58.9 57.2 60.4 



THE IBM ASSUMPTIONS 

~ This material has in gEnerai been available to users. It is included 

here simply because it is in the Grey Books~ rather than for any other purpose. 
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OJ 

~ IV. s: ASSUMPTIONS AND PRICING FACTORS w 
--.,J 

Q A • Announcement Statistics ..... 
en 
c.n 

3165 CPU 3066 Console 3067 PDU/CDU 

-Rental Plan: A (10%) A (10%) A (10%) 

-Purchase Option: 55% 55% 55% 

-Maintenance Group: 0 0 A 

-Metering: Base Unit Base Unit* Base Unit 

-Warranty: A A B 

-Per Call: 3 3 3 

-Education Allowance: 10% 10% 10% 

* Meters both 3165 and 3067 

B. AEEortionments 

1.ease Purchase 

Product Cost .1246 .1236 

Engineering .3684 .3684 

Revenue .2576 .3300 

~ c. Labor and Burden 
co 
C1I 
~ 5% Compounded Annually Starting in 1971. co 



THE BREAKDOWN OF CONTINGENCIES 

The details here, while apparently of importance to IBM management, have 

no real interest to users of Lhe system. 
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~ D. Contingencies 

Estimating 

Hardware - Base CPU 
Hooks 
Console - PDU/CDU 

Fourth Element 

Plant Reconditioning 

Engineering 

Scrap & Rework 

Product Test 

Direct Programming 

CE Labor 

Codes 01-18 

Codes 20, 29, 31 

Codes 71, 72, 75 

CE Parts 

Product 

12% 
25% 
15% 

15% 

20% 

18% 

12% 

10% 

20% 

10% 

15% 

15% 

10% 

6.0% of Revenue 



The increasing cost of FEs, as planned here to go from $24/hour to $39/hour 

or 62% in 6 years is a point that is mentioned in the other Grey Books only 

there the increases can continue into the 1980s. 

At the time the IB~i management policy \vas assumrning no rr,ajor inflation in 

the US. Exactly what is behind these long-term steeply increasing rates, is 

a r.lystery. It is, of course, another reason why users should be considering 

the advantages of purchas i ng IBM sys terns if they want to use IB~;1 systems, or 

else considering alternative vendors. 
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THE FIVE LIVES OF THE MODEL 165 

Previously we have noted two different rental lives of the Model 165, 
Pricing and Forecast lives. There are other lives, however, which are not 
mentioned so much. Yet these are of greater interest to users than the 
others, as they involve the life of the equipment itself, rather than the 
impact of pricing decisions, replacement machines, etc. 

These include the physical life, and the economic life - shown 
opposite. Planning without knowing these lives is missing some vital 
mate~ial - a~d here are the IBM statements about them now, public for the 
first time ever, so far as I am aware. 

They show that prices are based upon the idea that the rented systems 
will only be kept on rental for 53% of their economic life - and for 33% 
of their physical life. Clearly, users who are able to arrange that the 
usage of systems comes to a little more than 53% of the economic life will 
be able to obtain better value for themselves through avoiding rental. 
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ttl G. Mark Ups s: 
W 
"'-J Maintenance Parts 1.64 0 -.... (J) 
c.n Engineering Change Parts 1 . 18 

(Applied to Gross Parts Cost, include Spare Parts mark-up) 

H. Other 

Forecast Life 54.9 months 

CD Prictflg life 48.0 months 

Physical Life 12.0 months 

Economic Life 90.0 months 

COl11l1it'tee Rental Life 72.0 months 

Additional Use Activity 5.0% of Regular Shift 

Builds 

Lease 293 
. 

Purchase 216 

Internal .83 

Total 592 
"tI 
CIJ 

co 
C'O 

CJ1 
CJ1 


