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WHY MOST SAAS
CONTRACTS LEAK EBITDA

The hidden economics of SaaS contracting - and how businesses can protect margin,
cash flow and enterprise value.
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EXECUTIVE SUMMARY

THE SAAS CONTRACT IS A RECURRING ECONOMIC

COMMITMENT

A SaaS agreement priced at USD 100,000 per
year can ultimately cost USD 300,000-400,000
over its lifecycle once every layer of the
relationship is counted.

Software-as-a-Service has fundamentally changed how
businesses acquire and consume technology. Instead of a one-
time purchase, organizations now enter recurring commercial
relationships spanning subscriptions, implementation,
integrations, professional services, support, data processing,

APlIs and third-party technology.

Yet many organizations still evaluate SaaS contracts primarily
through the headline subscription price. That is a mistake. The
problem is rarely that suppliers overcharge - it is that the
contract fails to allocate, control and measure the economic

risks of the relationship.

We call this EBITDA leakage: contractual structures that cause
an organization to incur costs, lose revenue, accept inefficient
obligations or assume disproportionate risk that was never
adequately priced, budgeted or controlled at signature.

The solution is not to negotiate a lower
subscription fee. It is to engineer the entire
commercial architecture of the SaaS
relationship.

® 17 LEAKAGE POINTS MAPPED

= Poorly structured pricing mechanisms

- Automatic renewals & annual escalation

- Uncontrolled usage-based pricing

- Implementation & change-request costs

- Mandatory third-party licences

- Weak service-level remedies

— Excessive minimum commitments

- Ineffective termination & exit rights

- Liability structures disconnected from value

= Failure to benchmark at renewal

® THE GOVERNING EQUATION

Total SaaS Cost = Subscription + Implementation +
Professional Services + Usage Charges + Third-Party
Costs + Integration + Support + Escalation + Renewal +
Exit Costs.

The headline subscription price is only one component.
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THE ANATOMY OF A SAAS
LATIONSHIP
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PART I - SECTION 01-02

THE SAAS CONTRACT IS AN ECONOMIC
INSTRUMENT

Legal asks whether the agreement is legally acceptable. ® ILLUSTRATIVE - USD 200,000 HEADLINE DEAL

Procurement asks whether the price can come down. IT asks
whether the solution meets requirements. Finance asks what ) )
. o . = 5% annual price escalation
the annual budget is. Each question is valid - but none of them,

individually, answers the one that matters most: = USD 50,000 implementation fee
= USD 25,000 integration services
What will this relationship actually cost the

business over its entire contractual
lifecycle?

~ Mandatory third-party API
- Usage-based Al charges
= Minimum user commitment

SaaS contracts frequently separate economic obligations - Paid change requests

across multiple documents - Master Services Agreement, Order ) .
- Automatic renewal, 90-day notice

Form, Statement of Work, SLA, Data Processing Agreement,

Product Terms, Acceptable Use Policy, Pricing Schedule, - Premium support charges

Support Policy and third-party or online terms incorporated by

reference. A customer can negotiate one document while

accepting economic obligations buried in another. The actual economic exposure is often substantially higher than the
approved budget - which is why procurement should evaluate Total
Contract Value, not the annual subscription price alone.
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PART I - SECTION 03

LEAKAGE POINTS 01-05

THE HEADLINE PRICE TRAP

USD 10 per user per month looks inexpensive - until minimum user counts, annual commitments, premium support, implementation,
storage, API, reporting and Al consumption charges are added. The real price is Unit Price x Committed Volume + Ancillary Charges.
The right question is not "what is the licence fee" but "what is the fully loaded cost of ownership?"

ANNUAL PRICE ESCALATION

A 5% annual increase looks insignificant. It is not: USD 1,000,000 compounding at 5% over five years pays materially more than USD
5 million in total. Review whether increases are capped, CPI-linked, applied to all fees, applied at renewal or triggered by expansion.

AUTOMATIC RENEWAL

A contract renewing automatically unless 90 days' notice is given creates an operational trap - the business intends to exit, misses the
deadline and is locked into another term. Treat renewal dates as financial events, not merely legal ones.

USAGE-BASED PRICING

API calls, storage, transactions, Al tokens, messages and compute consumption create budget uncertainty - particularly for Al-
enabled products. Ask: what happens if usage doubles or increases tenfold? Is there a cap? Can consumption be capped or alerted
automatically?

MINIMUM COMMITMENTS

A company committing to 10,000 users for three years, whose actual usage falls to 6,000, keeps paying for unused capacity.
Commitments should be tested against historical and forecast usage, seasonality, M&A activity and contraction - with true-down rights
where appropriate.
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WHERE THE MONEY
ACTUALLY LEAKS



PART II

SECTIONS 08-13

LEAKAGE POINTS 06-11

IMPLEMENTATION COSTS

Implementation is treated as a one-time project but often becomes recurring friction - underestimated scope, undefined deliverables,
paid change requests, configuration and integration charges. The contract should establish a clear chain: Scope - Deliverables -
Milestones — Acceptance - Payment. Paying before acceptance erodes negotiating leverage.

THE CHANGE REQUEST MACHINE

"That's outside the scope" is usually a symptom of an insufficiently detailed SOW. Every implementation agreement should clearly
distinguish what is Included, what is Excluded, what constitutes a genuine Change Request and what belongs to the vendor's future
Product Roadmap.

THIRD-PARTY COSTS

Cloud infrastructure, payment gateways, communication APIs, Al models and identity providers are frequently the customer's
responsibility by contract. Before signing, build a Third-Party Dependency Register - supplier, cost, pricing mechanism, renewal date,
owner and termination consequences for each.

SERVICE LEVELS WITHOUT ECONOMIC REMEDIES

99.9% uptime looks impressive - but a 5% service credit on a platform generating USD 10 million in monthly activity provides little real
protection. SLA design should scale with business criticality, not just subscription value.

LIABILITY CAPS THAT IGNORE THE ECONOMICS

A USD 500,000 cap on a USD 500,000 contract looks reasonable - until that platform processes USD 500 million in transactions or
controls critical infrastructure. Liability allocation should follow Contract Value vs. Business Dependency vs. Potential Loss - not
revenue alone.

WEAK TERMINATION RIGHTS

A three-year contract without meaningful exit rights creates rigidity businesses can't afford. Termination for cause, for convenience, for
regulatory reasons and for persistent SLA failure are not just legal protections - they are commercial leverage.
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SECTIONS 14-19

LEAKAGE POINTS 12-17

THE COST OF LEAVING

Organizations negotiate how to enter a SaaS
relationship far more carefully than how to leave it. A
termination right without a practical, affordable exit
mechanism is a false right.

DATA EXPORT FORMAT TRANSITION ASSISTANCE

POST-TERM ACCESS

DATA MIGRATION

Migrating records, transaction histories, documents
and audit logs is routinely underestimated. Confirm
who owns the data, extraction format, cost, retention
period and what happens after termination - before
the relationship becomes adversarial.

PROFESSIONAL SERVICES

Consulting, customization and training billed hourly
create an open-ended expenditure channel without
controls. Establish rate cards, pre-approved budgets,
SOW requirements and spending caps.

MODULES & UPSELLING

New modules, premium features and Al functionality
gradually pull customers from a base package to a
far more expensive configuration - contractual
expansion risk, not just feature creep.

BENCHMARKING & RENEWAL LEVERAGE

High switching costs, trained staff and embedded
integrations hand suppliers the leverage once
negotiations stop after initial procurement. Renewal
should be a new commercial negotiation, not an
administrative event.

FAILURE TO LINK CONTRACT &
BUSINESS PERFORMANCE

SaasS spend should be tracked against revenue, per-
employee cost, cost per active user and unused
licence percentage - metrics that show whether the
relationship remains economically justified.
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“SaaS contracts rarely destroy EBITDA
through one dramatic clause. They leak it
Incrementally.”
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PART III - SECTIONS 20-23

THE REVIEW FRAMEWORK

STRUCTURING THE CONTRACT STACK, RISK MATRIX AND TOTAL COST MODEL



PART III - SECTION 20 & 22

THE SAAS CONTRACT STACK

A sophisticated SaaS transaction should be reviewed as a complete contractual ecosystem. The critical question: do all

layers tell the same commercial story? If not, leakage is likely.

MASTER AGREEMENT Establishes the legal relationship

ORDER FORM Establishes commercial commitments
STATEMENT OF WORK Defines implementation & professional services
SLA Defines service performance

DATA PROCESSING AGREEMENT Allocates privacy & data obligations
PRODUCT TERMS Defines functionality & usage restrictions
THIRD-PARTY TERMS Allocates external technology costs & risks
POLICIES Security, acceptable use, support, product

e THE FIVE-LAYER REVIEW MODEL

- Legal Risk - what obligations are being assumed?

- Commercial Risk - what can cause the price to
increase?

- Operational Risk - what happens if the technology
fails?

A contract should not be considered "approved” until all five have been assessed.

- Exit Risk - how difficult and expensive is it to leave?

- Financial Risk - what is the maximum realistic
economic exposure?
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PART III - SECTION 21 & 23

THE EBITDA LEAKAGE MATRIX

A practical SaaS contract review should classify risks by financial impact - allowing legal and procurement to focus
negotiation effort where it matters most.

Annual price escalation High
Usage-based pricing High
Minimum commitments High
Change requests High
Third-party licences High
Renewal terms High
Implementation overruns High

Professional services Medium-High m
Weak SLA remedies Medium m
Exit costs Medium-High m
Data migration Medium m
Support fees Medium MEDIUM

Minor administrative fees Low Low

® THE TOTAL CONTRACT VALUE MODEL

- Year 1 - Subscription, Implementation, Integration, ® PLUS EXIT COST

Professional Services, Third-Party Licences . . - . . .
Data migration, transition services, new implementation

- Year 2 - Subscription, Escalation, Usage, Support, and consultancy - added together, these produce a far
Additional Modules more accurate estimate of the Total Economic

. . . Commitment than the headline subscription figure.
- Year 3 - Subscription, Escalation, Usage, Expansion,

Professional Services
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PART |IV - SECTIONS 24-28

GOVERNANCE & ACTION

THE QUESTIONS, WORKFLOW AND CHECKLIST THAT PROTECT EBITDA



PART IV - SECTION 24

QUESTIONS EVERY CFO SHOULD ASK BEFORE
SIGNING

What is the total five-year cost?

What costs are variable?

What costs can increase without our approval?

What are our minimum commitments?

What happens if our usage declines?

What happens if the platform fails?
What are our SLA remedies?
How quickly can we recover our data?

How dependent are we on the vendor?

When does the contract automatically renew?
How much notice is required?

Can we terminate for convenience?

What happens after termination?

What is our maximum liability?

These questions often reveal more than a fifty-page contract summary.

Can we replace the provider?

What are the switching costs?

Are we locked into proprietary technology?
What happens if the vendor is acquired?

What happens if the product is discontinued?

BLACKWATER ADVISORS

14



PART IV - SECTION 25-26

THE PROCUREMENT-TO-LEGAL WORKFLOW

The strongest SaaS contracting process is cross-functional - moving from a marked-up vendor contract to a deliberately

engineered commercial relationship.

O O O
BUSINESS CASE COMMERCIAL TECHNICAL
ASSESSMENT DILIGENCE

Requirement, benefit, budget,

users, duration. Total contract value, variable Architecture, security,

charges, renewal exposure. integration, continuity.

® FROM CONTRACT REVIEW TO CONTRACT ENGINEERING

Contract review asks: "Is this clause acceptable?"

Contract engineering asks: "How should this
commercial relationship be structured?"

LEGAL REVIEW

Liability, IP, data, indemnity,

termination.

EXECUTIVE
APPROVAL

Total cost, key risks,
negotiation points.

RISK ALLOCATION

Who is best positioned to
bear each risk?

- Lower annual escalation, volume flexibility, true-down
rights

= Price protection, implementation acceptance, change-
request controls

= SLA credits, termination rights, transition assistance,
data portability
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PART IV - SECTION 27-28

THE 10-POINT SAAS EBITDA PROTECTION
CHECKLIST

Before signature, confirm the following. If any remain unclear, the commercial review is incomplete.

[0 Total contract value calculated O Al variable costs identified

O Annual escalation capped O Minimum commitments tested

[J Implementation scope defined [0 cChange-request process established

O Third-party costs identified O SsLA remedies quantified

O Termination and exit rights negotiated O Dpata portability and migration addressed

The board should not ask "did we negotiate a good SaaS price?" The better question is: "Have we
structured the SaaS relationship so that our cost, risk and exit exposure remain proportionate to
the value we receive?"
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CONCLUSION

CONTRACT STRATEGY IS BUSINESS STRATEGY

SaasS contracts rarely destroy EBITDA through one dramatic clause. They leak it incrementally
- a price increase here, an unused licence there, a change request, a missed renewal deadline,
an expensive data migration.

Each amount may appear manageable. Collectively, they can materially affect operating margins and enterprise value.
The objective is not merely the lowest price - it is to ensure that value received exceeds total economic cost, risk

assumed and cost of exit.

® ABOUT BLACKWATER ADVISORS

Blackwater Advisors helps organizations allocate risk intelligently, strengthen commercial relationships and create
contractual frameworks that support sustainable growth - combining commercial contracting, due diligence, transaction
structuring, governance and risk analysis.

® SIGNATURE ADVISORY SOLUTIONS

ENTERPRISE CONTRACT RISK ASSESSMENT™ VENDOR DUE DILIGENCE 360™

Identify contractual exposure across the commercial contract Assess legal, financial, regulatory and reputational risk in critical
portfolio. counterparties.

COMMERCIAL CONTRACT EXCELLENCE™ STRATEGIC DEAL STRUCTURING ADVISORY™

Design frameworks, playbooks and negotiation strategies aligned to Support complex transactions through structured risk allocation and
commercial objectives. deal architecture.

A contract is not merely a legal document. It is a financial instrument that determines who carries
risk, who captures value and who pays when assumptions fail.
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