The Vertical SaaS
Fintech Playbook

Strategies for Data Sovereignty, Margin
Expansion, and Valuation Growth




MASTERING EMBEDDED PAYMENTS:
A Strategic Playbook for Vertical SaaS

TRANSFORMING PAYMENTS:
From “Bolt-On" to “Competitive Moat"

e-_-.-! PAYMENTS AS A
ﬂuﬂ COMPETITIVE MOAT
DATA IS THE
NEW MOAT
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and payment data accelerates
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migrations and increases attach
rates, historically lost to
third-party providers.

OPTIMIZE THE
ONBOARDING
FUNNEL

Merchant onboarding is the
biggest barrier; pre-filled
applications significantly
reduce friction, driving higher

PAYMENTS AS A CORE
PRODUCT FEATURE

treat pay
as a core necessity, ensuring the
product solves root causes of
customer friction, like Cubby.
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75%
GROWTH IN
PAYMENTS MARGIN

Freshbooks achieved this

Inassive expension in a

single year by continuously
optimizing product, pricing,
messaging, and cost levers.

THE “RIGHT TO WIN"
FRAMEWORK

Investors and PE firms exaluate
software valuations based on the
platform's addrevsable market and
its ability to own the merchant
relationship.

BEYOND IC+ PRICING

Simply switching to Interchange Plus (IC+)
does not guarantee higher margins, success
requires deep optimization of contract
terms and product expansion.
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! ) NAVIGATING RISK
nﬁl\ AND COMPLIANCE

ASYMMETRIC
RISK EXPOSURE

Legal missteps can risk the entiro
amount processed plus fines, often
orders of magnitude lorger than the

SURCHARGING
COMPLIANCE AT SCALE

actual payments revenue earned.
Surcharging is governed by a patchwork
of state rules and card brand regulations;
platforms are often held responsible for
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CONTRACTUAL DATA .
OWNERSHIP

If a contract does not explicitly specify data

ownership, platforms may find they have no legal fo— @
right to their own hant and t ion data.
REGULATORY SCRUTINY

ON FEES

“Conveniance fees” are increasingly viewed
as a loophele, and platforms should expect
increased scrutiny from governing bodles.
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Embedded finance is the primary driver of enterprise
value for vertical SaaS.

Simply “bolting on” The Vertical SaaS Fintech Maturity Model
payments offers a quick

win, but fails to unlock , - ( {

the full opportunity. True gy Engine \ Shield Exit

maturity requires search & Data ) Margin " Risk& Valuation

moving beyond Root Cause Sovereignty '/ Optimization Compliance Drivers
Source: Cubby/Mindbody / Source: Preczn Source: Freshbooks Source: Yeeld Source: TSG

integration to full
strategic ownership
across four distinct

phases.
Key Insight: Investors don't just look at revenue; they look at the
“Right to Win” and the stickiness of the merchant relationship.




Phase 1: Strategy

Successful platforms treat payments as a
core product necessity, not an afterthought.

Assumption: “| understand the friction.”

The Intuition Trap s B \\\ Reality: Jumping into a market without
\ ' A validating payment complexity.
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» Look before you jump.

« Even “simple" businesses g Actionable Insight:

like self-storage have '
complex needi, Perform Root Cause

The Research Rea"ty + Generic software cannot Analy3|s.
adfiress: specific verticaj Don't just patch the symptoms of
pain poults, customer issues; build software

that solves the fundamental
operational problem.

Source: Adam Flemming (Founder, Cubby)




Phase 2: The Moat

Data ownership determines your future optionality and attach rates.

Provider-Owned Data

The Trap: Provider owns
onboarding data.

Result: Impossible to

migrate or negotiate later.

Platform-Owned Data

The Solution: Platform owns
the application flow.

Result: Pre-filled applications
increase attach rates.

Result: Future portability
and leverage.

Key Insight: Merchant onboarding is the biggest barrier to adoption. Using platform data to
pre-fill applications drastically increases attach rates. (Source: Preczn)




Phase 3: The Engine

Margin expansion comes from continuous optimization, not just transaction volume.

Freshbooks Case Study: Margin Growth

1. Messaging: Stop selling “card
acceptance.” Sell automation,
efficiency, and reconciliation.

2. Pricing Structure: Switch to IC+
(Interchange Plus) combined with
active cost optimization.

3. Organizational Alignment: Sales,
Support, and Product aligned on
payments goals.

Year 1 Margin Year 2 Margin



Phase 4: The Shield

Payments revenue is linear. Payments risk is asymmetric.

The “Hands-Off” Fallacy

Platforms can be liable even
if they don't touch the money.

Asymmetric Risks

1. The “Obscure 1989 Law":
Can turn accurate
applications into financial
nightmares.

2. Subscription Rules:
Aggressive state rules on
renewals and

cancellations.
Revenue _
3. Impact: Fines can

exceed total revenue
earned.



Deep Dive: Surcharging & Compliance

Surcharging at scale requires navigating a patchwork of compliance hurdles.

The Compliance Matrix
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® . State Regulations: Rules vary
significantly by jurisdiction.
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Warning: Convenience Fees are not a loophole. They are under increased scrutiny and are not
interchangeable with surcharges.

® 2. Card Brand Rules: Strict caps and
disclosure requirements.

® 3. Digital Wallets: Apple Pay/Google Pay
mechanics complicate compliance.




Phase 5: The Prize (Valuation)

Valuation is driven by the “Right to Win” and ownership of the merchant relationship.

ickiness] <+ lean ] — uation

wnership] <+ Contracts Premium

Owning sales, support, Right to Win defined by Portability, Exclusivity, Higher Revenue
and pricing strategy. TAM and software utility. and Termination terms. Multiple.



The Vertical SaaS Fintech Scorecard

Are you building for valuation or just for revenue?

. Strategy: Have you performed root cause analysis on merchant friction?
- Data: Do you own the merchant onboarding data and application flow?

- Margin: Are you optimizing costs and selling ‘efficiency' rather than 'rates'?
- Risk: Is your legal framework robust against asymmetric liability?

~ Compliance: Are you navigating surcharging and convenience fees with

— state-level precision?

" Valuation: Do you own the support and pricing relationship with your

- merchants?



Vertical SaaS Fintech Playbook - Transforming Payments Strategy from Bolt-on to a Competitive Moat with Embedded Finance

TL;DR
Owning your merchant and payment data is not Simply bolting on payments is a rookie mistake. True Investors and VC firms evaluate your payments The financial and legal risks in payments are asymmetric.
optional; it is your biggest competitive advantage. growth comes from continuously optimizing product, pricing, strategy to determine your company'’s valuation. A compliance misstep in areas like surcharging or data handling
Letting a payment provider control it has massive and costs to expand margins, as demonstrated by SaaS Owning the merchant relationship and having access to can cost you orders of magnitude more than your payments
hidden costs. companies driving 70% revenue growth with embedded finance. merchant-level data significantly increases your worth. revenue. Strategy must be paired with rigorous compliance.
1. The Core Misconception: Why Treating 2. The New Competitive Moat: 3. Beyond Revenue: The Three Levers
Payments as a Utility Is Killing Your Growth Owning Your Payments Data for Explosive Margin Growth 75%
(]
3 5 MARGIN
UTILITY STRATEGIC ENGINE [?] Ny on L= Mo = GROWTH
(Cost Center) (Growth, Retention, Defense) () g (u»?:; :.ve;mks
bz Migrating merchants from Create frictionless onboarding
third-party providers is a painful, with pre-filled applications to
£y manual process. Owning data dramatically increase
! enables seamless transitions. adoption of payment services.
Foundational Error, Core Necessity, ég
i i ? i
Missed Opportunity Inseparable Value ﬁ Lost ¥ @ Contractual %
Leaders like Shopify & Mindbody treat payments as a core necessity, not an Insights Ambisty
afterthought. Deconstructs strategy to leverage payments as your most Without granular data on Silent contracts on data Lever 1: Strategic Lever 2: Product and Lever 3: Cost Structure |
powerful engine, starting with reclaiming your DATA. merchant-level volume and ownership create immense Pricing Optimization =~ Messaging Alignment Management
g@{;’ﬂb""!!-lw;‘ da’e.qy'"g Legal and ?pgrauonal risk. Build a smarter pricing Sell efficiency, not just Actively manage the cost
lind on critical decisions. emand clarity. architecture beyond payments. Frame tools as side. Build an efficient,
Owrian data i trol 1o bkl tainab] e sintjplist'ilc IC+. One-?ize- automation that directly scalable operational modsl
. = wning data gives you control to build a sustainable competitive advantage fits-all is a recipe for grows your cu: to minimize overhead an
4.The Invesftor S Playb°°k' HOW Payments and translate payments into a high-margin profit center. leaving money on the table. bottom line. compliance risks.
Strategy Drives Your Valuation
1. Ownership of the 2. The Right . Diele . . . -
@ Maioheint Retationship to Win 5. The Asymmetric Risk: Navigating the Legal and Regulatory Minefield
9_ End-to-end control (sales, A tightly integrated,
E ) support, pricing) commands === we"'e'ecmfefd embedded () PAYMENTS Responsibility for Surcharging and Hidden Dangers in
= premlunivekiation. xmf,’:ff defonihle hoat 3 REVENUE Merchant Actions a Convenience Fees Onboarding
! ’ AB\UT‘E = Platforms can be held legally Complex patchwork of Obscure laws can tum
(orders © rgen) = liable for merchants’ actions. regulations. Treating fees as into legal
Magnitude e Robust underwriting and a loophole is a high-risk nightmares. Surface-level
o monitoring are essential. strategy. compliance is not enough.

n 3.Critical 4. Access to
Contract Terms Granular Data -

D) o et toinction are m s s B From Afterthought to Strategic Weapon: Market leaders treat payments as a core strategic weapon that drives Get all of our Embedded Finance
major red flags during and profitability data is margin growth, deepens relationships, and builds a defensible moat. By taking control of data, optimizing margins, playbooks, guides, and case studies at
diligence. non-negotiable. understanding value drivers, and respecting risk, you weaponize payments into an unassailable enterprise. Ch argeForward.io
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