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and growth. Finance integrates the analysis. Product, GTM, Customer
Success, and Operations execute the same game plan.
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FOUR OPERATING FORMATIONS

Choose the model you
want to study.

Use the navigator for a fast comparison, then move into the
operating details. Searchable pricing language stays intact; the
sports framing simply helps leadership teams see how the
formation changes the work.

=

Commit + Overage

ENTERPRISE FORMATION
Forecastable floor, metered upside.

Primary risk: renewal shock

o

Ramp Structures

ADOPTION FORMATION
Contracted growth, value-realization dependency.

Primary risk: soft future ARR

]

Pure Consumption

LAND-AND-LEARN FORMATION
Low buying friction, high forecast burden.

Primary risk: volatility

RH

Hybrid Seat + Usage
BALANCED FORMATION
Subscription floor, usage expansion.

Primary risk: bundle design
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One common evolution: land - learn - expand - commit
LOWER

LOWER HIGHER

CUSTOMER COMMITMENT

This is a decision map, not a maturity score. Higher commitment does not automatically mean a better model.
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REQUIRED IN EVERY FORMATION A pricing model cannot outwork a vague unit of measure. Product,
GTM, Finance, Operations, Billing, and the customer need the

B e fo re t h e ra t e: a g re e zzzse tc:)eg;llllt\llc;r; of what is counted, when it is counted, and what it
on the unit.

THE MEASUREMENT CONTRACT

One business definition.
Five operating systems.

Whether the unit is a TB-month of storage, 1,000 API
calls, a compute-second, a completed workflow, an active

seat, or a transaction, it has to pass four tests:

PRODUCT —> USAGE —— BILLING —> CUSTOMER
+

LEDGER VIEW
VALUE- The customer can connect the unit to an FINANCE
ALIGNED outcome or useful activity. a
PRECISELY The event, timestamp, tenant, quantity, and

MEASURABLE  exception rules are explicit.

BILLABLE Product telemetry, contract language,
AND invoice logic, and the ledger reconcile.
AUDITABLE

OPERABLE The customer can see, forecast, and

influence usage before the invoice arrives.
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TWO METERS, ONE MARGIN

Meter the consumption event and its cost together.

Revenue telemetry without cost telemetry can reward growth that destroys contribution margin. Attach infrastructure, model, data-provider, support,

and other variable costs at the closest practical event or workload level.

REVENUE METER DELIVERY-COST METER CONTRIBUTION MARGIN

Usage events x realized rate Events x unit cost By customer - cohort - workload

o Late, missing, duplicate, and anomalous consumption events o Unit cost drift by infrastructure, model, region, or workflow

o Gross and contribution margin by customer and usage cohort o Allowance burn, overage economics, and margin guardrails
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Leadership teams often debate price by looking only at reported
outcomes. The operating causes live underneath those outcomes

h e re S u lt t e l lS yo u - in usage, adoption, discounting, cost to serve, contract design,

and customer behavior.

Outcomes Operating causes

ARR and revenue Net revenue retention Usage and adoption by  Price-to-value alignment
growth cohort

Gross margin Forecast variance Discount and allowance Cost per billable unit
design

Conversion and
expansion Renewal readiness and

bill shock
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QUADRANT
01

THE ENTERPRISE FORMATION

Commit + Overage

A customer commits to a baseline and pays a metered rate above it. The model creates a revenue floor without

giving up consumption upside.

PUBLIC MECHANIC TO STUDY

S Snowflake

Pre-paid capacity plus metered consumption

Representative public mechanics, not endorsements. Product editions and negotiated enterprise terms vary.

How it works

The contract establishes an annual or multi-year dollar commitment. Product usage burns against
that commitment, and consumption above the threshold is billed at a published or negotiated
overage rate. The commit behaves like a subscription floor; overage follows actual usage.

Where it breaks

e Low commits make overage dominate, weakening forecast credibility.
e High commits create under-consumption and renewal pressure.
* Punitive rates train customers to suppress usage.

* Weak unit definitions create disputes between telemetry, contract, invoice, and value.

What appears on the scoreboard

Committed ARR, overage revenue, net revenue retention, gross margin, and forecast variance.
The model can look healthy while a large under-consumed commit quietly moves toward renewal.

COMMITMENT
High

FORECASTABILITY
Medium-high

BEST FIT

Enterprise usage products

PUBLIC MECHANIC TO STUDY

D Datadog

Committed usage, allotments, and on-demand usage

When it fits

e The product has a measurable billable unit such as API calls, compute, storage, queries, or
transactions.

e Mid-market or enterprise buyers want budget predictability.

e Customer usage grows after implementation and procurement can support a commit
conversation.

Required operating architecture

DATA Reliable event metering and shared billable-unit definitions.

BILLING Commit tracking, burn-down logic, rating, and automated overage

FINANCE Separate recognition treatment for committed and variable revenue

INTELLIGENCE Usage visibility for Finance, Sales, CS, Product, and the customer.

What to study in the game film

Burn-down trajectory by account, usage growth by cohort, commit coverage, overage
concentration, disputed units, unit cost, contribution margin by customer, and customer-visible
value. Start renewal preparation 60-90 days before the contract conversation.

Set the commit from evidence, not quota pressure. Use account-level usage ranges, cost-to-serve, and adoption capacity to size the floor. Then make the same burn-down view visible
to the account team and the customer.
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QUADRANT
02

THE LAND-AND-LEARN FORMATION

Pure Consumption

Customers pay only for what they use. Buying friction falls, but the entire forecast moves from contract analysis to

behavior modeling.

PUBLIC MECHANIC TO STUDY
T Twilio

Pay-as-you-go usage rates by communication event

Representative public mechanics, not endorsements. Product editions and negotiated enterprise terms vary.

How it works

A customer starts with a card, invoice, or light procurement process and pays in arrears for
metered activity. There is no minimum commitment and no overage threshold. The standard rate
card applies from the first unit.

Where it breaks

e Revenue becomes highly sensitive to usage, seasonality, and customer events.

* Enterprise buyers demand caps, commitments, or negotiated controls.

* Discounting spreads without a clear contract anchor.

e Teams mistake a strong land motion for a complete enterprise monetization strategy.

What appears on the scoreboard

Land velocity, active accounts, consumption revenue, gross margin, usage growth, and revenue
volatility. Aggregate growth can hide a small number of accounts carrying most of the usage.

COMMITMENT

Low

FORECASTABILITY

Low-medium

BEST FIT
PLG and API-first products

PUBLIC MECHANIC TO STUDY
S Stripe

Pay y go pricing per successful tr ion

When it fits

¢ Self-serve onboarding and time to value measured in hours or days.
e Customers cannot predict demand before they experience the product.
e Usage is naturally bursty, variable, or developer controlled.

e The product can prove value before an enterprise sales process begins.

Required operating architecture

DATA Exact, high-density event metering with anomaly controls.
BILLING Real-time or near-real-time rating, invoicing, collections, and dunning.
FINANCE Usage-based recognition and account-level forecast models.

INTELLIGENCE Signals that identify accounts ready for sales assistance or a commit.

What to study in the game film

Usage distribution, activation-to-value time, concentration, seasonal patterns, late or duplicate
events, customer acquisition source, cost per event, contribution margin, and signals that an
account needs a budget ceiling or contract conversation.

Design the conversion motion at the same time as the land motion. Define which usage, team, risk, and procurement signals move an account from pay-as-you-go into Commit +
Overage or Hybrid. Do not wait for board-level forecast pressure to invent that path.
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QUADRANT THE ADOPTION FORMATION
03

COMMITMENT
High

High

Ramp Structures

A multi-year contract starts below the mature run rate and steps up as customer adoption grows. The contract BEST FIT

predicts the future; customer value has to make it real.

DOCUMENTED RAMP-DEAL PLATFORM

V4 Zuora

Multi-year price or quantity step-ups with ramp metrics

Staged enterprise adoption

DOCUMENTED RAMP-DEAL PLATFORM

C Conga

User-count and revenue ramps across contract periods

Ramp terms are usually negotiated rather than published on a rate card. These examples show public product mechanics used to structure the pattern.

How it works

The customer signs a multi-year agreement with explicit annual step-ups. Entry-year economics
reduce adoption friction; later years price in rollout, volume, or enterprise expansion. Usage
overage may sit on top of the ramp.

Where it breaks

e Year-one adoption stalls but the contractual step-up remains.

* Sales wins the deal by discounting the entry year without validating the full economics.
e The customer's business or rollout thesis changes.

* Reported future ARR is treated as equally durable across healthy and at-risk ramps.

What appears on the scoreboard

Contracted ARR, booked ARR, cash collections, deferred revenue, renewal timing, and forecast
variance. A strong booked number can coexist with a weak adoption story.

When it fits

¢ Adoption follows a credible rollout, integration, market, or workforce plan.
e The vendor can observe value realization before each step-up.
e Procurement values multi-year certainty.

¢ Deal size justifies contract, billing, finance, and CS overhead.

Required operating architecture

DATA Adoption milestones tied to the original ramp thesis.
BILLING Multi-year schedules, amendments, and milestone logic.
FINANCE Contracted ARR, cash, revenue recognition, and risk reported separately.

INTELLIGENCE Ramp-cohort health and early warning before each step.

What to study in the game film

Milestone completion, active users or workloads, implementation delays, cost-to-serve and
margin realization, executive sponsorship, value delivered, cash timing, and the share of next
year's growth that depends on unproven step-ups.

Treat every ramp as an adoption plan with a contract attached. Give each step-up a value thesis, leading indicators, and an accountable owner. Report "contracted but at risk"
separately from growth supported by realized value.
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QUADRANT THE BALANCED FORMATION
04

COMMITMENT

Medium

Medium-high

Hybrid Seat + Usage

Customers pay for platform access or seats, then pay for variable-value or variable-cost activity. The floor protects BEST FIT

predictability; the meter captures expansion.

PUBLIC MECHANIC TO STUDY

G ' GitHub Copilot

Assigned licenses with pooled usage-based Al credits

Representative public mechanics, not endorsements. Product editions and negotiated enterprise terms vary.

How it works

Arecurring seat or platform fee creates the subscription floor. Al tasks, compute, API calls,
transactions, or other metered activity create the variable layer. The package may include an
allowance before usage rates apply.

Where it breaks

e The included allowance is so high that usage never monetizes - or so low that bill shock
becomes normal.

e Customers cannot predict or explain the invoice.
* Sales quotes the floor without a credible usage baseline.

e Seat and usage systems fail to reconcile to one customer, invoice, forecast, and ledger.

What appears on the scoreboard

Recurring floor, variable mix, expansion, gross margin, usage revenue, and forecast variance.
Strong top-line growth can still conceal low-margin heavy users.

Saas with Al, compute, or
transactions

PUBLIC MECHANIC TO STUDY

\ Vercel

Platform and team seats plus on-demand infrastructure usage

When it fits

e The product has both a stable access layer and a variable cost or value layer.
e Heavy users receive more value and should contribute more revenue.
e Customer usage varies meaningfully within the same plan.

e The business wants subscription discipline without leaving usage upside uncaptured.

Required operating architecture

DATA Seat entitlements and usage events tied to one customer identity.
BILLING Subscription and metering logic reconciled on one invoice.
FINANCE Fixed and variable components forecast and recognized separately.

INTELLIGENCE Usage per seat, allowance pressure, and margin by cohort

What to study in the game film

Usage per seat, allowance exhaustion, event-to-cost reconciliation, high-cost workflows, bill
shock, margin by usage cohort, adoption depth, and whether the chosen meter tracks customer
value or only vendor cost.

The allowance is not a packaging footnote; it is the economic design. Test the distribution of customer usage, margin, and value before setting it. A sensible starting point keeps most
accounts inside the package while creating a visible, understandable expansion path for heavier users.
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THE MULTI-MODEL REALITY This is the insight most pricing reviews miss. A self-serve tier may
run on Pure Consumption, an enterprise product on Commit +

Your company et . O gt P Fo
probably has more

than one pricing

model - even If

reporting treats it as

one.

SELF-SERVE ENTERPRISE

ONE COMPANY VIEW

Pure Consumption Commit + Overage

ARR .' NRR M USAGE COHORTS BURN-DOWN
Margin - Cash o

eeeu T EEEEREEE Ramp Structures Hybrid Seat + Usage

ADOPTION MILESTONES ALLOWANCE + MARGIN

01 02

Mix Variance

What share of ARR, revenue, gross margin, and customers sits in each model? How does forecast error behave by model and customer cohort?

03 04

Retention Transition

Where do renewal, expansion, and contraction actually originate? Which segment is about to change models, and is the stack ready first?

The goal is not to force every customer into one pricing architecture. The goal is to operate each
architecture deliberately and reconcile them into a company view leadership can trust.
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SIDE-BY-SIDE DECISION VIEW

Compare the four SaaS monetization models.

These profiles are planning patterns, not universal benchmarks. Your actual range depends on customer mix,

product maturity, contract quality, adoption, metering, and cost structure.

DIMENSION

Cust itment

Forecast profile

Land velocity

Expansion engine

Customer predictability

Data requirement

Margin control

Primary failure mode

Best fit
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COMMIT + OVERAGE

High

Floor + variable upside

Medium

Overage and higher commit

High with visibility

Meter + burn-down

Unit cost + overage margin

Under-consumption at renewal

Enterprise infrastructure and data

PURE CONSUMPTION

Low

Usage-led and volatile

High

Organic consumption

Low without caps

Exact high-volume meter

Event cost + cohort margin

Forecast and spend volatility

PLG, APIfirst, variable demand

RAMP STRUCTURES

High

Contract-led, adoption-sensitive

Low

Contracted step-ups

High contractually

Adoption milestones

Cost-to-serve by ramp year

Ramp outruns value

Staged enterprise rollout

gettorqueops.com/insights/saas-pricing-models/

HYBRID SEAT + USAGE

Medium

Fixed floor + usage layer

Medium-high

Seat growth and usage

Medium with clear allowances

Identity + seats + usage

Allowance + workload margin

Bundle confusion or bill shock

Modern SaaS with Al or compute
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FROM FRAMEWORK TO DECISION

Pressure-test the
economics before
the rate card
changes.

The quadrant framework helps identify the model you are running.
TorqueOps Pricing Studio is designed to test whether the baseline,
packaging, migration, usage, margin, and customer-impact assumptions

hold together.

The current product direction uses a shared baseline across subscription,
usage, and hybrid scenarios; compares downside, base, and upside cases;
and keeps calculated outputs separate from Al-generated narrative.
Advisor-led pricing modeling is available while the product experience is in

development.

o Current customer, revenue, retention, discount, and renewal baseline

O Usage distribution, cost per unit, allowance, overage, and margin
guardrails

o Revenue floor, fixed-variable mix, migration, churn, and bill-shock
sensitivity

o Named assumptions, confidence, and scenario comparison

Pricing Studio product experience is in development. The CTA opens

a TorqueOps Film Room request for advisor-led modeling.
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T Pricing Studio

SUBSCRIPTION USAGE

SHARED BASELINE

Platform fee $24K / yr
-
Included usage 1.2M units
-
Usage rate $0.018
-
Cost per unit $0.006
[ .

P25 P50 P75

SCENARIO: BASE

HYBRID

SCENARIO OUTPUTS

REVENUE FLOOR

$2.8M

fixed component

USAGE UPSIDE

+14%

base scenario

GROSS MARGIN

71-76%

sensitivity range

CUSTOMER IMPACT

Review

allowance + bill shock

Faithful Ul-derived concept based on the current Pricing Studio product
specification; illustrative values only.
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THE NEXT 30 DAYS

Turn the framework
Into an operating

review.

01

Segment the
model mix.

Map ARR, revenue, margin,
customers, and contracts to
the pricing model actually in
use.

and Al companies.
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Pricing should be operated continuously, not revisited only when

02

Rebuild the
variance
view.

Separate contract, usage,
adoption, discount, and
customer-mix drivers by
model and cohort.

growth slows or a new competitor appears.

03

Name the
next
transition.

Identify the product or
segment moving toward
usage, hybrid, a commit, or
a ramp - and ready the stack
first.

Build the supporting operating system: Read Connected Finance, Connected Decisions,

gettorqueops.com/insights/saas-pricing-models/

explore The Coach's Box operating_loop, and see how TorqueOps works with founder-led Saa$S
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Dharmesh Patel, MBA

FOUNDER & OPERATING PARTNER, TORQUEOPS

Dharmesh works alongside founders and leadership teams when pricing, finance, product, GTM, and operating
execution need to become one decision system. His experience spans finance operations, analytics, SaaS,
marketplaces, consumption models, and two IPO journeys, including operating roles at Uber, Druva, CafePress,

and Presencelearning.

He originated The Coach's Box as a practical operating philosophy: study the evidence beneath the score, make

the decision together, execute the game plan, and review what the organization learns.

MORE ABOUT DHARMESH CONNECT ON LINKEDIN
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Saas pricin
model
questions

operators
ask.
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What are the four Saa$S pricing models in this framework?

The four models are Commit + Overage, Pure Consumption, Ramp Structures, and Hybrid Seat + Usage. They represent different
balances of customer commitment, forecastability, expansion potential, and operating complexity.

Which Saa$ pricing model is easiest to forecast?

Ramp Structures are usually the most contractually predictable. Commit + Overage also creates a forecastable floor with usage upside.
Neither eliminates risk: adoption, under-consumption, contract quality, and cohort behavior still determine whether the forecast holds.

When does pure consumption pricing work best?

Pure Consumption fits self-serve or API-first products with fast time to value, measurable usage, and customers who cannot predict their
needs in advance. It can accelerate adoption, but it shifts forecasting from signed contracts to usage behavior.

Why are hybrid seat and usage models growing?

Hybrid models let a company charge for stable platform access while also monetizing variable-value or variable-cost activity such as Al,
compute, transactions, or data processing. The design challenge is making the allowance and meter understandable to customers.

Can one company operate more than one pricing model?

Yes. Many companies price differently by product, customer segment, geography, or contract size. The operating challenge is to report and
manage each model separately, then reconcile them into a company view that Finance and the leadership team can trust.

How should a SaaS company choose a pricing unit of measure?

Choose a unit that tracks customer value, can be measured precisely, reconciles from product telemetry through contract and invoice, and
is understandable enough for customers to forecast and control. Define the event, quantity, timing, tenant, exceptions, and audit rules
before setting the rate.

How do usage-based pricing teams protect gross margin?
Track the revenue event and its delivery cost at the closest practical level. Monitor missing or duplicate events, unit cost drift, allowance

consumption, contribution margin by customer and workload, and high-cost usage patterns. Revenue growth without cost telemetry can
conceal margin erosion.

What should a team analyze before changing Saa$S pricing?

Start with customer segments, current prices and discounts, usage distribution, cost to serve, gross margin, retention, renewal timing,
billing capability, and migration risk. Model downside, base, and upside cases before the rate card or customer communication changes.
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Pricing is a team decision. Make the
operating system ready for it.

Bring the contract, usage, margin, customer, and execution view into the same room before

the next pricing move.
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