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Executive Summary

95% of enterprise generative AI pilots fail to deliver measurable financial returns within six months
(MIT, 2025). 42% of companies scrapped most AI initiatives in 2025 — up from 17% the year
before. Hidden costs inflate total AI ownership by 200–400% compared to vendor quotes.

The procurement model that created these outcomes — license-plus-hope, seat-based pricing,
open-ended transformation mandates — was designed for static software. Outcome-based
procurement ties payment to verified business impact, replaces open-ended licenses with
30/60/90-day performance gates, and shifts risk to the vendor at the point it belongs: the claim of
capability.

Metric Value

GenAI pilots failing (MIT) 95%

Companies scrapping AI (S&P, 2025) 42% (up from 17%)

AI projects: zero ROI (Constellation) 42%

Executives measuring ROI confidently 29%

Positive profitability impact (Forrester) 15%

Hidden cost inflation vs. vendor quote 200–400%

Visible costs as share of true TCO 15–20%

Cost misestimation rate (>10% error) 85% of organizations

Budget overruns in Year 1 30–40%

Unexpected charges: consumption pricing 65% of IT leaders

Agentic AI: expected failure by 2027 40%+ (Gartner)

Federal AI spending (2022–2024) $5.6 billion

UK AI contracts (through Aug 2025) £573 million

Credit-model vendors (YoY growth) 79 (up 126%)

Outcome-based SaaS components 30%+ (Gartner)

CPOs planning GenAI (EY, 3-year) 80%

Purchased AI success rate (MIT) 67%

Internal AI build success rate (MIT) 33%

Inference as % of compute cost 70–90%
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1. Why the Old Contract Model Is Breaking

Traditional enterprise software procurement assumes three things: the product ships complete,
performance is deterministic, and maintenance is marginal. AI violates all three.

The Failure Evidence

Finding Source

95% of GenAI pilots fail to
deliver ROI within 6 months

MIT GenAI Divide
(2025)

42% scrapped most AI
initiatives in 2025

S&P Global
(up from 17% in 2024)

42% deployed AI with
zero ROI

Constellation
Research

Only 15% report positive
profitability impact

Forrester

Only 29% can measure
AI ROI confidently

Survey data
(2025)

88% of AI pilots never
reach production

Industry analysis

40%+ agentic AI projects
expected to fail by 2027

Gartner

The pattern is consistent: organizations are buying AI through procurement processes that don’t
measure what matters, don’t trigger accountability at the right milestones, and don’t provide exit
mechanisms when performance diverges from claims.

The Hidden Cost Problem

Cost Layer What It Includes Typical Share

Vendor license Listed price
15–20% of
true TCO

Inference compute
Tokens, API calls,
GPU hours

70–90% of
compute lifetime

Data engineering
Cleaning, labeling,
pipeline maintenance

Major hidden
cost

Integration
Connecting to
existing systems

Underestimated
2–3x
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Maintenance
Retraining, drift
monitoring, patching

15–30% of
dev cost/year

Workforce
Training, hiring,
skill gaps

40–60%
wage premium

65% of IT leaders report unexpected charges from consumption-based AI pricing, with
costs exceeding estimates by 30–50% due to token overages, API rate limits, and

unpredictable user adoption.

“The procurement template that ignores this cost structure isn’t just incomplete.
It’s a mechanism for transferring risk from vendor to buyer at the precise

moment the vendor’s claims are least testable.”
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2. From Feature Procurement to Outcome
Procurement

The shift is structural, not semantic. Feature procurement asks: “What does this system do?”
Outcome procurement asks: “What business result does this system produce, by when, measured
how, and what happens if it doesn’t?”

Five Components of an Outcome-Based AI Contract

Component Feature Model Outcome Model

Scope
"AI-powered analytics
platform"

Reduce churn prediction
error to <12% in 90 days

Success
metric

Uptime SLA
(99.9%)

Business KPI delta
(e.g., 15% fewer FPs)

Evidence
cadence

Quarterly business
review

30/60/90-day automated
dashboards + baselines

Risk
condition

Vendor indemnifies
for IP/data breach

Payment tied to
verified impact

Commercial
trigger

Renewal at
contract end

Scale/stop gate at
60 and 90 days

This is already happening. Zendesk: $1.50/AI-resolved ticket. HubSpot: metric-linked tiers (31%
higher retention, 21% higher satisfaction). ServiceNow: efficiency guarantee. Gartner: 30%+ of
enterprise SaaS now with outcome-based components.

79 of 500 companies in the PricingSaaS Index now offer credit-based pricing — up
126% YoY. Credits: predictability for buyers, usage component for vendor margins.

Traditional Process Outcome-Based Process

RFP lists features +
compliance checkboxes

RFP defines use-case boundary,
success metric, evidence reqs

Vendor scores on
capability claims

Vendor scores on outcome
commitment + assumptions

Fixed annual license
or per-seat pricing

Hybrid: base + outcome-
linked variable

Renewal at term end
30/60/90-day performance
gates with scale/stop

Exit = contract
expiration

Exit = failure to meet
agreed outcome at any gate
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3. What Buyers Should Require

The contract is the governance instrument. If the contract doesn’t enforce accountability, nothing
will.

30/60/90-Day Performance Gates

Gate What’s Measured Decision

30 days
Technical integration +
data pipeline validation

Go / adjust / stop

60 days
Model performance
against agreed baseline

Scale/stop: first
payment trigger

90 days
Business KPI impact
vs. stated outcome

Full payment /
renegotiate / exit

Each gate requires: automated evidence generation (not vendor-curated slide decks), pre-agreed
success thresholds (not “directionally positive”), named decision owner on buyer side, and
pre-defined exit terms if thresholds are not met.

Failure Conditions

Condition Trigger Consequence

Accuracy below
threshold >14 days

Automated
monitoring

Vendor remediation
7 days or payment stop

Data drift exceeds
tolerance

Statistical
monitoring

Mandatory retraining
at vendor cost

Hidden costs
>120% of TCO

Financial
audit

Contract renegotiation
right

Integration failures
cause downstream issues

Incident
tracking

SLA credits +
remediation timeline

Named Owners and Accountability

Role Buyer Side Vendor Side

Outcome owner
VP/Director with
P&L authority

Named account exec
with escalation authority



— 8 —ThorstenMeyerAI.com February 2026

Technical owner
Integration
architect

Solutions architect
with deploy access

Data owner
Data governance
lead

Data engineering
lead

Decision authority C-level sponsor
Regional/practice
lead

MIT: purchased AI from specialized vendors achieves 67% success vs. 33% for internal
builds. The difference isn’t just technology — it’s accountability structure.

“The exit clause is the buyer’s most important instrument. Data portability,
transition period, no lock-in, knowledge transfer — explicit, not implied.”
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4. The Public-Sector Procurement Problem

Government AI procurement faces the same structural failure, amplified by slower cycles and
weaker accountability. Federal agencies committed $5.6 billion to AI (2022–2024). UK contracts:
£573 million by August 2025. 60%+ of public servants experimented with AI — only 35% received
guidance. GenAI use cases jumped nine-fold in twelve months (GAO).

Framework Element Status

OMB AI procurement memos
(M-25-21, M-25-22)

Issued April 2025

Common clause libraries Expected 2026

Minimum vendor evidence
standards

In development

Outcome-based acquisition
language

Pilot phase

EU model contractual clauses
(MCC-AI)

Published March 2025

State-level AI capacity
building

Weakest link
(Code for America)

The EU’s MCC-AI offers two risk tiers aligned with the AI Act, including a 12-step risk management
framework, automatic logging requirements, human oversight mechanisms, and corrective action
protocols.

The public sector is the largest single buyer of enterprise technology. When it shifts to
outcome-based procurement, the entire vendor market adjusts.



— 10 —ThorstenMeyerAI.com February 2026

5. Five Practical Actions

1. Rewrite RFPs around outcomes, not features. Define use-case boundary, success metric,
evidence requirement, and vendor assumption disclosure. The RFP is the contract’s DNA — if it
asks for features, the contract measures features.

2. Require vendor assumption disclosure. Formal Assumption Register: data quality,
infrastructure readiness, user adoption, timeline dependencies. If an assumption proves wrong
and the vendor didn’t disclose it, risk stays with vendor.

3. Tie payment to verified impact. 20–30% upfront, 20% at technical validation (30 days),
25% at baseline improvement (60 days), 25% at KPI target (90 days), 10% holdback for
180-day sustainability proof.

4. Implement 60/90-day stop/scale gates. Automatic (triggered by data, not judgment calls),
binary (scale/adjust/stop), public (visible to executive sponsor), consequential (gate failure
triggers contractual remedies, not status meetings).

5. Track hidden costs from day zero. Total Cost of Ownership tracker: vendor costs +
consumption + integration + maintenance + workforce + opportunity costs. The 85% who
misestimate costs measure what the vendor charges, not what the project costs.

Payment Structure Feature Model Outcome Model

Upfront 100% at signing 20–30% at signing

Milestone 1
(30 days)

N/A
20% upon technical
validation

Milestone 2
(60 days)

N/A
25% upon baseline
improvement evidence

Milestone 3
(90 days)

N/A
25% upon business
KPI target

Holdback None
10% retained for
180-day sustainability

“The vendor who won’t tie payment to outcomes is telling you something about
their product. The procurement team that doesn’t require it is telling you

something about their process.”

What to Watch

• Standardized outcome clauses: EU MCC-AI + OMB common clause libraries (2026)
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• Hybrid pricing consolidation: base subscription + outcome-linked variable

• Boards requiring outcome proof after 95% failure rate + 42% abandonment

• Public sector as market signal: US, UK, EU reforming simultaneously
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The Bottom Line

The AI procurement model that got enterprises to 2026 — license-plus-hope, seat-based pricing,
feature-checked RFPs — produced a 95% pilot failure rate, 42% initiative abandonment, and
hidden costs that inflated budgets by 200–400%.

Outcome-based procurement doesn’t guarantee AI success. But it makes failure visible,
measurable, and contractually consequential before the organization has spent 18 months and
seven figures learning what a better contract would have revealed in 90 days.

The AI vendor who won’t tie payment to outcomes is telling you something
about their product. The procurement team that doesn’t require it is telling you

something about their process.

The most important clause in any AI contract isn’t the one about intellectual
property — it’s the one that says what happens when the model stops

performing at day 91.

Thorsten Meyer is an AI strategy advisor who believes the most important clause in any AI contract isn’t
the one about intellectual property — it’s the one that says what happens when the model stops

performing at day 91. More at ThorstenMeyerAI.com.
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