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1. Understanding Azure Reservations

Reservations are one of the commitment-based discount options available in Azure. Azure supports reservations
for a wide range of services and the following table highlights some of the commonly used Azure services for

which reservations can be purchased.

Service category

Compute
Databases
Analytics

Storage

Azure services supporting reservations

Virtual Machines, Azure Dedicated Host, App Service,

Azure Kubernetes Service

SQL Database, SQL Managed Instance, Azure Database
for PostgreSQL, Azure Database for MySQL, Azure Cosmos DB

Azure Synapse Analytics, Azure Data Explorer

Azure Blob Storage, Azure Files, Azure Managed Disks

When a reservation is purchased for resources in an Azure service—such as virtual machines, SQL databases,
or App Service—Azure applies a discounted rate compared to pay-as-you-go pricing.

The effectiveness of this discount, however, depends on how the reservation is configured at the time of

purchase, specifically:

What is The commitment Billing frequency
reserved (SKU term (one year or (monthly or
and quantity) three years) upfront)

Reservation

Whether Instance
Size Flexibility is
enabled

A sound understanding of these choices is essential not merely to purchase reservations, but to ensure that

the expected savings are actually realized over the life of the commitment.

1.1 Reservation
scope options

Among these parameters,
reservation scope plays a critical
role, as it determines which
resources are eligible to consume
the reservation benefits.

Azure supports four reservation
scope options:

¢ Single resource group
e Single subscription
* Management group

Shared scope

These scopes follow a
hierarchical structure, with the
resource group being the most
restrictive, followed by
subscription and management
group, while the shared scope
provides the broadest coverage.

A reservation scoped to a
resource group applies only to
matching resources within that
resource group. At the
subscription and management
group levels, the reservation can
be consumed by eligible
resources within the respective
boundaries. A reservation with
shared scope can be applied

across all eligible resources in all
subscriptions within the tenant.

1.2 Instance Size
Flexibility

Another important reservation
configuration parameter is
Instance Size Flexibility, which
allows reservation benefits to be
applied across compatible virtual
machine sizes within the same
instance family. By reducing
dependency on a single SKU,
Instance Size Flexibility
significantly improves reservation
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utilization. This option can be
selected at the time of
reservation purchase and can
also be modified for existing
reservations.

From a cost optimization
perspective, it is generally
recommended to purchase
reservations with Instance Size
Flexibility enabled and to select
the highest possible scope that
aligns with customer governance
and operational constraints.
Broader scopes increase the
likelihood of reservation
utilization by allowing the
discount to be applied
dynamically across a wider set of
resources, thereby reducing the
risk of underutilization.

1.3 Post-purchase
flexibility

Azure allows certain
post-purchase modifications
to reservations, including:

* Changes to reservation scope
o Partial exchanges
o Full exchanges

Reservations can also be
cancelled. However,
cancellations are subject to
a cap of USD 50,000 within
a rolling 12-month period,
which places a practical
limit on reversibility for
long-term commitments.

2. Understanding
Azure
Savings Plans

Like reservations, savings plans
are a commitment-based
discount option available in
Azure. However, unlike
reservations—which are
purchased for individual Azure
services—savings plans provide a
single spend-based commitment
that can be applied across
multiple eligible compute or
database services.

Azure offers two types
of savings plans:

® Savings plan for compute
e Savings plan for databases

2.1 Services covered
under Azure
Savings Plans

Savings plan for compute
applies to infrastructure costs
from a broad set of Azure
compute services, including:

e Azure Virtual Machines

e Azure App Service

e Azure Functions premium plan
e Azure Container Instances

o Azure Dedicated Hosts

e Azure Spring Apps
for Enterprise

e Azure Container Apps

Savings plan for compute
doesn't cover software,
networking, or storage charges.

Savings plan for databases

applies to infrastructure and
software IP costs for eligible
database services including:

* Azure SQL Database

e Azure SQL Managed Instance

e Azure SQL Database
Hyperscale

* Azure SQL Database
serverless

e Azure Database for
PostgreSQL
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* Azure Database for MySQL
e Azure Cosmos DB
e Azure DocumentDB

e Azure Database Migration
Service

e SQL Server on Azure Virtual
Machines hourly licenses

e SQL Server enabled by Azure
Arc hourly licenses

Savings plan for databases
does not cover storage or
backup costs.

2.2 Key configuration
parameters

When a savings plan is
purchased, Azure applies a
discounted rate compared to
pay-as-you-go pricing on
eligible usage.

The effectiveness of this
discount depends on how the
savings plan is configured at the
time of purchase, specifically:

e Committed hourly spend

e Commitment term (one year
or three years)

e Billing frequency (monthly
or upfront)

¢ Benefit scope
e Type of Savings Plan selected

Savings Plans are global and not
tied to a specific Azure region.

The savings plan benefit can be
applied at different scopes, ranging
from narrowly targeted usage
within a single resource group to
broader application across
subscriptions, management groups,
or a shared billing scope, enabling
increased flexibility in how the
discount is consumed.

2.3 Hourly
consumption model

Savings plans operate on an
hourly 'use-it-or-lose-it’ model.

If the committed hourly spend is
not fully consumed by eligible
resources within an hour, the

unused portion of the
commitment is not carried
forward.

When eligible usage exceeds the
hourly commitment, the discount
is applied up to the committed
amount, with any remaining
usage billed under other available
commitments, such as additional
Azure Savings Plans or Azure
Reservations, or at
pay-as-you-go rates.

2.4 Post-purchase
limitations

Post-purchase flexibility for
savings plans is limited.

Azure allows only scope changes
after purchase. Exchanges and
cancellations are not supported.
As a result, decisions made at the

time of purchase are largely
binding for the duration of the
commitment.

Savings plans therefore require a
higher level of upfront analysis
and planning compared to
reservations, as incorrect
commitment sizing can lead to
sustained underutilization and a
failure to realize the expected
savings over the life of the
savings plan.

While Azure provides savings plan
recommendations based on
historical usage analysis,
independently validating or
reproducing this analysis in detail
is often challenging for
customers. As a result, great care
is required when interpreting
these recommendations and
committing to a savings plan.
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3. Azure Reservations vs Azure Savings Plans

In terms of scope options, commitment term (one year or three years) and billing frequency, there are no
fundamental differences between Azure Reservations and Azure Savings Plans. However, the two models differ

in several important aspects:

Parameter

{

V|

Azure Res ions

Azure Savings Plans

Commitment model

Scope change

Exchange
Cancellation
Region

Single commitment

Best fit

Specific resource eonfiguration
(attributes such afKU, region)

Permitted

Permitted (with limitations)
Permitted (with limitations)
Single region

Covers one service

Stable, predictable workloads

where instance type/family/region
are unlikely to change

Fixed hourly spend amount
on eligible services (spend-based)

Permitted
Not permitted
Not permitted

Global across Azure regions

Covers multiple eligible compute
or database services

Dynamic/evolving workloads,
especially when usage spans
services/instance families or
shifts across regions
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Unlike Azure Reservations, which
are best suited for stable and
predictable workloads, Azure
Savings Plans are designed to
accommodate dynamic and
evolving usage patterns.

When evaluating
commitment-based discount
options, reservations should
generally be considered first.

However, when compute spend is
consistent but distributed across
multiple resource types or regions,
reservations can be difficult to utilize
effectively.

In such scenarios, a savings plan
enables cost savings by applying
discounts to eligible usage each
hour, up to the committed

spend amount.

Unlike reservations, which lockin a
fixed discounted rate for a specific
resource over the commitment term,
savings plans provide a fixed
discount rate rather than a fixed
resource price, with the discount
applied to eligible usage at
prevailing pay-as-you-go rates.

4. Operational learnings from managing Azure
Reservations and Azure Savings Plans

Drawing on hands-on experience within a FinOps team and engagements with mid- to large-scale
enterprises, with monthly Azure spend ranging from approximately USD 800K to USD 12M, the following key

learnings have emerged.

These insights are based on real-world operational scenarios and are intended to provide practical
guidance for both technical and non-technical stakeholders involved in Azure cost management and

commitment decisions.

4. Learning 1
Managing
underutilized
reservations
effectively

Before taking any corrective
action, it is important to
investigate and understand
why a reservation is
underutilized. The appropriate
remediation approach can vary
depending on the reservation
type and workload behavior.

The following options provide
a structured framework for
addressing underutilized
Azure Reservations.

Scope change

Broadening the reservation
scope—from resource group
to subscription, management
group, or shared scope—can
increase the pool of eligible
resources and improve
utilization.

While this may introduce
complexity in cost allocation
and chargeback, it is often
the quickest and most
effective option to address
underutilization.

Reservation split

A single reservation can be split
into multiple smaller reservations
while retaining the same purchase
and expiration dates. These smaller
reservations can then be assigned
different scopes if required.

Since reservation splitting typically
requires automation or custom
scripting, it is less commonly used
in practice.

Partial exchange

For partially underutilized
reservations, the consistently
utilized quantity can be retained
while the excess is exchanged for a
new reservation.

The following conditions
must be met:

* The new reservation must belong
to the same service

The refund value from the

e exchanged reservation must be
equal to or less than the cost of
the new reservation

Full exchange

If a reservation is completely unused,
the entire reserved quantity can be
exchanged to purchase a new
reservation for the same service,

subject to the same conditions
as partial exchanges.

Cancellation

Cancellation should be treated
as a last resort.

Azure enforces a refund cap of
USD 50,000 over a rolling
12-month period, which is
typically negligible relative to
enterprise-scale reservation
commitments.




4.2 Learning 2:
Managing
underutilized
savings plans
effectively

Since Azure Savings Plans
cannot be canceled or
exchanged after purchase,
addressing underutilization
can be difficult.

In some cases, organizations
have limited options to correct
this, which may prevent the full
realization of anticipated

cost savings.

However, the following
approaches can help improve
savings plan utilization in
real-world scenarios.

Scope change

If a savings plan is not initially
purchased with shared scope,

its scope can be expanded
after purchase to a
subscription, management
group, or shared scope.

Expanding the scope increases
the set of resources eligible to
consume the savings plan
benefits and can help improve
utilization.

However, a broader scope may
also introduce additional
complexity in cost allocation
and chargeback.

In practice, scope expansion is
often the simplest—and in
some cases the only—effective
option available to improve
savings plan utilization.

Reducing overlapping
reservation coverage

When a savings plan is
underutilized and either
already applies at shared
scope or cannot be rescoped
due to governance or policy
constraints, improving

Cloud Platform Comparisen
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utilization can be more
challenging.

In these scenarios,
organizations should review
existing Azure Reservations
that overlap with the same
resource usage covered by the
Azure Savings Plan.

Where appropriate,
exchanging or downsizing
overlapping reservations can
release eligible consumption,
allowing the savings plan
benefits to apply to a greater
portion of compute usage and
thereby improve overall
utilization.

4.3 Learning 3:
Using Instance
Size Flexibility
to improve
reservation
utilization

When Instance Size Flexibility is
enabled, Azure Reservations are
applied based on normalized
compute units rather than fixed
virtual machine sizes.

Each virtual machine size within
a family is assigned a

normalization factor that
represents its relative size
compared to a base SKU.

For example, consider a
resource group with four
virtual machines:

One Standard_E2ds_v5

Two Standard_E4ds_v5

One Standard_E8ds_v5

Using Standard_E2ds_v5 as the
base size, these workloads
require a total of nine
normalized units.

In this case, a single reservation
for Standard_E2ds_v5 with a
quantity of nine can fully cover
all virtual machines.

Furthermore, if one
Standard_E4ds_v5 virtual
machine is resized to
Standard_E2ds_v5 and another
is resized to Standard_E6ds_v5,
the reservation continues to
apply automatically, provided
the total normalized usage
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remains within the reserved
quantity.

This behavior eliminates the
need for manual intervention
during routine resizing activities
and helps maintain consistent
reservation utilization.

This approach simplifies
reservation management while
reducing the risk of
underutilization from routine
resizing, thereby enhancing
realized savings over time.

4.4 Learning 4:
Evaluating
commitment
trade-offs

Before entering long-term
commitments, it is essential to
conduct a structured
comparison between Azure
Reservations and Azure
Savings Plans and present
findings transparently to
stakeholders.

The objective is to

enable informed
decision-making—not
prescribe a single approach.
This is best achieved by
educating the customer and
engaging in constructive,
data-driven discussions.

For example, a customer
evaluated both models at
shared scope with an
approximate 70% coverage
target.

Coverage represents the
proportion of on-demand
compute costs to which the
commitment discount is
expected to apply. For
example, 70% coverage
implies that the commitment
discount would be applied to
roughly 70% of the eligible
on-demand cost of Azure
resources.

Savings Plan evaluation

For Azure Savings plan for
compute, Azure-recommended
savings plan options were
reviewed and a plan with

coverage close to the agreed
target of 70% was selected.

The recommendation was
independently verified to ensure
alignment with the customer’s
actual compute usage.

Reservation evaluation

For Azure Reservations,
Azure-recommended
reservation quantities with
Instance Size Flexibility
enabled were consolidated at
the shared scope.

To ensure an apples-to-apples
comparison with Azure Savings
Plan, the recommended

reservation quantities were
deliberately reduced to
approximately 70% coverage.

In addition, reservation
recommendations with
relatively low savings
impact were excluded to
reduce operational and
management overhead.

Comparison: Azure Savings
Plans vs Azure Reservations

Based on the comparison below,
the customer would commit
approximately USD 412K annually
under Azure Savings plan for
compute and realize annual
savings of about USD 92K.
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Metric

Scope

Annual commitment
Monthly commitment
Coverage

Discount

Annual savings

Azure Savings plan
for compute

Shared

USD 412,438
USD 34,370

72.08%
18.29%

USD 92,320

In practical terms, a
reservation-based approach
delivers higher absolute savings
and nearly double the effective
discount compared to the
Azure Savings plan for
compute, while requiring less
than half of the annual
commitment.

These findings are based on
actual customer data and
reflect real-world workload
behavior.

It is important to note that
commitment discounts may
vary depending on the
customer’s commercial
agreement with Microsoft and
other contractual factors.

4.5 Learning 5:
Balancing
committed
capacity and
on-demand usage

Both Azure Reservations and
Azure Savings Plans offer
discounted pricing in exchange
for usage commitments.

However, it is neither practical
nor advisable for enterprises to
commit all workloads upfront or

In contrast, by adopting virtual machine reservations at shared scope, the customer would commit
approximately USD 151K annually while realizing annual savings of approximately USD 101K

Azure Reservations
for virtual machines

Shared

USD 151,203

USD 12,600

70%

40%

uUSD 101,352

to rely entirely on
pay-as-you-go pricing.

A balanced approach is
required, where:

¢ Predictable and stable
workloads are covered
through Azure Reservations

¢ Azure Savings Plans are used
where additional flexibility is
required

¢ Remaining workloads
continue to run on
on-demand pricing

Maintaining a mix of committed
and on-demand capacity
provides flexibility to absorb
unexpected business changes,
accommodate growth or
contraction and respond to
evolving technology and
architectural decisions.

As discussed earlier, stable
baseline workloads should
generally be prioritized for
Azure Reservations first,
followed by Azure Savings
Plans where additional
flexibility is required.
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5. The path
forward for Azure
commitment
management

Azure Reservations and Azure Savings Plans
offer powerful mechanisms to optimize cloud
costs, but their effectiveness depends on
how well they are aligned with actual
workload patterns and business priorities.

Selecting the right commitment model
requires a clear understanding of workload
stability, usage variability and organizational
flexibility requirements.

While Azure Reservations deliver higher
savings for predictable workloads, Azure
Savings Plans provide greater flexibility in
dynamic environments. In some cases,
avoiding long-term commitments altogether
may be the most appropriate decision.

Addressing underutilization, refining scope
and continuously reassessing commitments
are essential to ensuring that expected
savings are achieved over time.

Ultimately, successful cost optimization in
Azure is not a one-time decision but a
continuous process.

Organizations that actively monitor usage,
adapt commitments and align cost
strategies with evolving business needs will
be better positioned to balance cost
efficiency with operational aqility.

To know more, write to us at
contact.hyc@hcltech.com
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