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CHAPTER 1 

Executive Summary 

Software companies do not stall because the market stops. They stall because the 
constraint changed and the operating model did not. This report examines the four structural 
tiers companies navigate between 20 and 500 people: identifying the single binding 
constraint per tier, tracing it through nine business functions, and measuring its financial cost 
at exit. 

Every tier has exactly one constraint that binds, and it is almost never the one being worked on. The 
pattern repeats up the ladder: the structure that solved the previous tier is the structure producing the 
current tier’s symptoms. This is why applying more effort inside an outdated organisational shape 
makes the numbers worse, not better. 

The progression through these tiers is structural, not arithmetic. A founder-led phase, for instance, is 
defined by every material decision still passing through one individual—a bottleneck that typically 
emerges in the first tier and often persists into the second. While standard headcount bands provide 
a rough guide, management layers are the true indicator of structural complexity. Where headcount 
and management layers disagree, believe the layers. 

EXHIBIT 1  The four tiers, and where the discount takes root 

 



EXHIBIT 2  The four tiers — one binding constraint per tier 

Stage Headcount Layers The binding constraint 

6 OPTIMISE 20–49 2–3 The founder is the operating system. What exists is improved harder 
instead of measured, and the first management layer is promoted 
rather than systematically built. 

7 CATEGORISE 50–99 3 No function has an accountable owner; commitments arrive without a 
cost attached. This is where delivery debt and absorbed custom work 
start compounding. 

8 SPECIALISE 100–249 4 Generalists cap the company's capability; nobody can see the 
accumulated cost of the bespoke commitments already made to the 
customer base. 

9 CAPITALISE 250–500 5+ Growth requires capital allocation, not just operating effort; each new 
acquisition imports a boundary problem and operational debt. 

Stage names and headcount bands follow published industry scaling models. The delivery discount—where software is 
priced as services due to absorbed custom work—is a structural disease that reliably takes root in the middle two tiers. 

CHAPTER 2 

Why Tiers Have Constraints at All 
A tier is not a measure of headcount or a revenue milestone. It is an operating structure. 
Every structure is designed to solve exactly one generation of problems before inevitably 
becoming the root cause of the next generation’s friction. 

The founder who decides everything is the reason the company successfully reached 20 people. In 
the earliest stages, centralised decision-making is a competitive advantage: it guarantees speed, 
product coherence, and zero coordination cost. However, that exact same founder is the reason the 
company stalls at 40 people. When every consequential decision must route through a single 
calendar, the organisation forms an invisible queue. The bottleneck is often undetectable from the 
founder's perspective—they are simply working as hard as ever—but to the rest of the company, 
execution slows as teams wait for authorisation to move. 

Similarly, the heroic delivery culture that wins the early enterprise deals is exactly what makes the 
80-person company’s product releases slip. In the early days, custom engineering heroics and 
weekend sprints secure critical revenue. But heroics do not scale; they saturate. When a company's 
deployment cadence degrades from monthly to quarterly, it is rarely a decline in engineering talent. It 
is the limit of a heroic culture colliding with operational complexity. Nothing has gone wrong when this 
happens. The company has simply outgrown its shape. 

The Illusion of Skipping Tiers 

It is a common misconception that rapid revenue growth allows a company to skip operational tiers. 
Tiers can be skipped on revenue, but they can never be skipped on structure. 

A company that reaches 150 people and $20M ARR while still routing boundary decisions through its 
founding team has not skipped the middle rungs of the scaling ladder. It is carrying them as structural 
debt. Because the operating model was never upgraded, the interest on that debt is paid daily in 
every function below: it manifests as bloated R&D lines, high middle-management turnover, degraded 
gross margins, and a proliferation of unpriced custom services. 



When institutional buyers conduct technical and operational diligence, this structural debt is precisely 
what they are pricing—they simply measure it under different names, such as "key person risk," 
"services mix," or "technical debt." 

Ultimately, the structure that got a company to its current tier is the exact reason it is stuck there. 
When growth breaks, it is not a failure of effort or a criticism of the past operating model. It is the 
literal definition of graduation: the old structure has reached its maximum capacity, and a new one 
must be installed to carry the next phase of scale. 

CHAPTER 3 

The Departmental Read 

Identifying a company's true structural tier requires looking beyond the organisational chart 
and examining the operational realities within each department. Growth constraints do not 
manifest uniformly; they fracture across individual functions. 

This chapter evaluates nine core business functions across the four structural tiers. It traces how the 
binding constraint of each tier presents as a specific symptom in each department, and defines the 
structural shift required to graduate to the next stage. Delivery & Operations is isolated as a distinct 
ninth function, as this is typically where absorbed custom work—and the resulting valuation 
discount—accumulates in B2B software. 

Stage 6: The 20–49 Person Tier 

The Core Challenge: The organisation is bottlenecked by central dependency. The necessary move is to 
extract decision-making from a single calendar (usually the founder's) and establish baseline 
measurement before adding new initiatives. 

Function The Constraint (Symptom) Graduation Requires (Resolution) 

Product Nothing is measured after shipping; the 
roadmap consists of the last three customer 
calls. 

Usage is actively measured; initiatives that do 
not move the numbers are stopped; the 
roadmap is formally written. 

Engineering & 
Tech 

Teams drift onto separate stacks; tool sprawl 
occurs; the core platform decision remains 
pending and unowned. 

The platform architecture decision is taken 
once, deliberately, with a named 
owner—setting the cost baseline for the next 
five years. 

Delivery & Ops Work exists in one giant queue, optimised by 
effort alone; capacity and bug loads are 
entirely unplanned. 

A baseline capacity plan and a dedicated bug 
budget are established; a published release 
calendar is introduced. 

Marketing Founder-dependent; the first channel that 
worked is never re-measured; "brand" is 
merely the founder’s personal network. 

Channels are measured against pipeline 
creation, not raw activity; a second channel is 
added only after the first is instrumented. 

Sales A playbook theoretically exists, but founders 
still close any deal that matters; pricing is 
grandfathered in from early deals. 

A second seller successfully closes from the 
playbook at acceptable win rates; pricing is 
systematically tested rather than remembered. 

Customer 
Success 

Reactive service with no dedicated owner; 
churn causes remain unknown because they 
are unmeasured. 

An accountable owner is named; every churn 
event is logged with a root cause; the "save" 
motion is separated from the initial sale. 



Recruiting Hiring happens strictly on overflow, only when 
the pain becomes unbearable; there is no 
talent pipeline. 

Hiring occurs ahead of the constraint; a 
standing pipeline is maintained for the two 
most critical roles. 

People & HR The best individual contributors are promoted 
without training; training means "watching"; 
founders retain final say on all hires. 

Managers are explicitly selected and trained 
for leadership; the founder’s required approval 
list is officially reduced. 

Finance Basic bookkeeping rather than strategic 
finance; no forward forecasting; contracts are 
signed as they arrive. 

A monthly close process yields strategic 
insights; unit economics are calculated per 
product; one standard contract is utilised and 
varied deliberately. 

Stage 7: The 50–99 Person Tier 

The Core Challenge: Cross-functional chaos. No department has an accountable owner with a hard 
metric, meaning commitments arrive without a structural cost attached. This is the stage where invisible 
custom delivery debt starts compounding. 

Function The Constraint (Symptom) Graduation Requires (Resolution) 

Product The roadmap is driven by hunch; specifications 
live in verbal meetings; sales commitments 
land on engineering unpriced. 

Product is strictly separated from delivery; 
intake is centrally owned; written specs must 
pass a "ready-for-dev" gate. 

Engineering & 
Tech 

Custom branches are built per customer; the 
core codebase degrades deal by deal. 

Implementation of a "Core, Enablers, Edge" 
architecture; nothing enters the core product 
uninvited or unpriced. 

Delivery & Ops Everything is marked urgent; release dates slip 
quarter over quarter as custom work derails 
scalable R&D. 

A published calendar, kept; technical debt and 
bug work are planned rather than treated as 
emergent crises. 

Marketing High activity without qualified pipeline; no 
written Ideal Customer Profile (ICP); marketing 
and sales blame each other. 

A written ICP is formally agreed upon with 
sales; pipeline is defined by stage, measured, 
and owned. 

Sales Selling what delivery cannot ship; 
compensation strictly rewards the signature; 
forecasting is based on hope. 

Engineering is in the room before bespoke 
commitments are made; compensation is tied 
to what ships and renews, not just what signs. 

Customer 
Success 

Renewals are held together by personal 
relationships rather than product value; 
escalations regularly consume core 
engineering. 

Delivery is stabilised so renewals transition 
from relationship-based to product-based; 
escalation paths are decoupled from core 
engineering. 

Recruiting Reactive and a quarter behind the operating 
plan; senior talent is hired into a structure that 
does not yet exist. 

A hiring plan is derived directly from 
organisational design, moving a quarter ahead 
of need; senior hires land into defined roles. 

People & HR Functions exist on the chart, but nobody owns 
a metric; the loudest opinion carries; decision 
rights are unmapped. 

Named owners for every function, each 
carrying a specific number; decision rights and 
escalation paths are mapped and documented. 

Finance One monolithic P&L masks everything, making 
product-line profitability unknowable; services 
are underpriced in contracts. 

P&L is split by product line; bespoke services 
are priced accurately at contract signing, not 
discovered during delivery. 

Stage 8: The 100–249 Person Tier 

The Core Challenge: Generalists max out their capabilities, and the accumulated cost of prior operational 
debt becomes fully visible. Graduation requires deep specialisation and rigorous audit mechanisms. 



Function The Constraint (Symptom) Graduation Requires (Resolution) 

Product Multiple products compete for one backlog; the 
true absorbed cost of custom work cannot be 
answered. 

Product operations function is installed; 
evidence-led prioritisation is enforced; a 
rigorous absorbed-cost audit is run. 

Engineering & 
Tech 

Cross-functional squads compete for a shared 
bench of developers; senior engineers are 
consumed by cross-team mediation. 

Shift to product-led autonomous teams, each 
owning a specific surface with dedicated 
engineers, tech leads, and roadmaps. 

Delivery & Ops Dependencies are resolved via constant 
management escalation; the senior leadership 
layer acts as a routing mechanism. 

Technical and operational standards are 
established between teams so work crosses 
boundaries without requiring a meeting. 

Marketing Demand generation is scaled but positioning 
remains generic; pipeline quality falls as 
volume rises. 

Positioning is tailored per segment; pipeline 
health is measured as conversion velocity, not 
just gross volume. 

Sales Segments remain unpriced; enterprise deals 
are bespoke by default; expansion is sold as 
exceptions to the core platform. 

Segmented pricing models are enforced; 
bespoke work is priced at the edge; expansion 
relies on platform capability. 

Customer 
Success 

Firefighting replaces expansion efforts; Net 
Revenue Retention (NRR) drifts; there is no 
early warning system for churn. 

Early warning systems are built directly from 
delivery and usage incidents; NRR is owned as 
a hard metric by a named leader. 

Recruiting High-volume hiring dilutes talent density; the 
existing employer brand cannot attract the 
seniority the tier now requires. 

Talent density is prioritised over headcount 
volume; the employer brand is rebuilt to attract 
specialised, senior leadership. 

People & HR Leaders are promoted past their competence 
scale (evidenced by micromanagement); no 
specialists exist under broad functions. 

Stretched leaders are developed under 
experienced mentors or replaced; specialists 
(e.g., compensation, L&D) are hired under HR. 

Finance Budgets are simply "last year plus X%"; margin 
per product line is invisible; contract terms are 
inconsistent across deals. 

Gross margin is visible per line item; finance 
holds a seat at the pricing table; contract terms 
are standardised and enforced. 

Stage 9: The 250–500 Person Tier 

The Core Challenge: The transition from a single-product operating model to a complex, multi-node 
enterprise. Growth at this scale requires rigorous capital allocation across competing bets (new product 
lines, geographies, or acquisitions) rather than operating effort. The organisation naturally fractures into 
silos, creating boundary problems and duplicated efforts across business units. 

Function The Constraint (Symptom) Graduation Requires (Resolution) 

Product A sprawling, overlapping portfolio of products 
(whether organically built or acquired); 
resources are spread too thin without a unified 
platform thesis. 

A singular platform thesis is enforced; strict 
capital allocation and 
buy-versus-build-versus-partner discipline are 
applied to every new initiative or deal. 

Engineering & 
Tech 

Parallel technology stacks and duplicated 
capabilities exist across different business 
units, product lines, or acquired companies. 

A shared architectural core (platform 
engineering) is established with a per-asset 
edge; integration standards are applied to all 
new builds and acquisitions. 

Delivery & Ops Distinct business units or regional teams run 
their own localised, inherited processes; 
economies of scale remain theoretical 
spreadsheet exercises. 

Capital is pointed at the highest-return 
modernisation efforts first, enforcing a unified, 
enterprise-grade delivery standard across all 
units. 



Marketing A fragmented brand or sub-brand landscape; 
the overarching corporate narrative is diluted 
by competing product-specific messaging. 

One cohesive corporate story is developed; 
sub-brands and product marketing are 
rationalised deliberately to serve the master 
brand, not compete with it. 

Sales Pricing and packaging remain siloed per 
product line; cross-selling is merely a slide in a 
pitch deck rather than an operationalised 
motion. 

One unified commercial architecture is built; 
cross-selling motions are explicitly priced, 
incentivised, owned, and measured. 

Customer 
Success 

Retention is tracked in silos, varying by product 
or geography; consolidated enterprise-wide 
NRR is a blended guess. 

Group-wide NRR is standardised and owned at 
the executive level; a unified retention 
playbook is deployed across all product lines. 

Recruiting Executive leadership is recruited reactively to 
fix specific business unit crises rather than 
against a holistic corporate operating model. 

Leadership recruitment is mapped directly 
against the target operating model the entire 
enterprise is actively transitioning toward. 

People & HR The organisational chart mirrors historical 
fiefdoms, legacy product structures, or past 
deals rather than current logic; cross-unit talent 
mobility is zero. 

Leadership bandwidth is allocated to enterprise 
constraints, not legacy fiefdoms; robust internal 
succession and cross-unit mobility pipelines 
are built. 

Finance Capital is distributed by historical budget rather 
than strict ROI hurdles; SKU, entity, and 
contract sprawl trigger red flags during external 
audits or QofE. 

Clear return hurdles are established per 
product line and unit; the SKU and contract 
estate is consolidated before external diligence 
demands it. 

CHAPTER 4 

The Four Structural Breakpoints 

Growth is continuous, but structural breaking points are discrete. Not every scaling challenge 
threatens enterprise value, but four specific transitions do. These breakpoints are critical 
because they change not just how big the company is, but fundamentally what the company 
is. 

Failing to navigate these specific transitions does not immediately stop revenue growth, but it deeply 
compromises the operating model, embedding structural debt that eventually degrades margins and 
valuations. 

1. The First Management Layer (The Span of Control) 
The Transition: Moving from a flat, founder-driven structure to a delegated hierarchy (typically 
encountered at the tier-one threshold). 

What Breaks: The founder’s span of control and cognitive bandwidth. The organisation reaches a 
size where a single node can no longer process every boundary decision. 

The Tell: The most common symptom is the promotion of the company’s best individual contributors 
(ICs) into management roles without formal training, followed by their quiet, systemic failure. Output 
drops because the company loses its best doer and gains an ineffective manager. 

The Correction: Management must be treated as a distinct discipline, not a reward for tenure or 
individual output. Managers must be explicitly selected for the new operational role and trained for it. 



2. The Platform Decision (The Architecture Baseline) 
The Transition: Moving from early product iteration to a scalable, long-term engineering foundation. 

What Breaks: Engineering cohesion. In the absence of a unified platform strategy, independent 
teams begin making localised technology choices that are rational in isolation but destructive in 
aggregate. 

The Tell: Shared foundational problems—such as authentication, observability, user management, 
and evaluation—are solved and maintained multiple times across different teams using different 
stacks. 

The Correction: The core platform architecture decision must be taken once, deliberately, with a 
named owner. This single decision dictates the company's technical maintenance costs for the next 
five years. 

3. The Second Product (The Allocation Crisis) 
The Transition: Expanding beyond the initial core offering to a multi-product portfolio (typically 
crossing tiers two and three). 

What Breaks: Resource allocation and financial visibility. When multiple products share a single 
engineering backlog, the second product is almost always funded by invisibly starving the first. 

The Tell: Nobody in the organisation can accurately state either product’s true operational cost or 
standalone margin. R&D spend becomes a black box. 

The Correction: The establishment of separable, autonomous teams. This requires separable P&L 
visibility down to the product line and a single accountable owner for each distinct offering. 

4. The Multi-Unit Boundary (Acquisitions and New Divisions) 
The Transition: Integrating acquired companies, launching autonomous geographic divisions, or 
standing up entirely new business units. 

What Breaks: Operational unity. The parent company declares two entities merged or aligned, while 
in reality, only the HR systems and headcount numbers have been integrated. 

The Tell: Integration is scoped merely as a data migration exercise. The combined group indefinitely 
maintains two entirely different ways of working, two CRMs, and two distinct product delivery 
methodologies. 

The Correction: The structural installation of a single, unified operating model. A merger or unit 
expansion is not complete until the decision rights, commercial architecture, and core delivery 
standards are definitively standardised across the boundary. 

CHAPTER 5 

How a Stalled Tier Prices 

Each unresolved structural constraint inevitably moves a financial metric that institutional 
buyers and private equity firms evaluate. The mechanism is mechanical: the constraint 
produces an operational symptom, the symptom drives a lagging financial indicator, and that 
indicator directly dictates the valuation multiple. 



EXHIBIT 3  The mechanism 

 

EXHIBIT 4  Constraint to indicator to price · external benchmarks 

Unresolved Constraint Lagging Indicator Valuation Impact 

Unowned Intake (Product): 
Custom commitments arrive 
unpriced. 

R&D share rises with no roadmap to 
show for it; ARR per head falls below 
the industry median (~$141k). 

Buyers read absorbed customer 
work hidden in the R&D line and 
price the blended R&D as a 
services expense. 

Heroic Delivery (Operations): 
Incident creation outruns closure. 

Support and success costs rise above 
12% of revenue against a ~9% 
industry norm. 

Buyers treat support as a 
structural, permanent cost rather 
than a transitional phase, 
haircutting the margin forecast. 

Services Reflex (Architecture): 
Every custom request lands in 
the core product. 

Services mix rises above ~15–20%; 
blended gross margin falls below 70%. 

Public SaaS with gross margin 
below 60% trades at 3.5x revenue, 
against 7.2x above 80% (SEG, Q2 
2025). 

Relationship Renewals (Customer 
Success): Value tied to account 
managers, not the platform. 

Net Revenue Retention (NRR) drifts 
under 100%. 

NRR under 100% trades at 4.1x 
revenue, against 11.7x above 
120% (SEG, Q4 2024). 

No Allocation Discipline 
(Finance/M&A): Duplicated 
capability per deal. 

The combined entity misses the "Rule 
of 40" (growth rate + profit margin). 

The consolidated-platform 
valuation premium is withheld; the 
assets are priced separately as a 
holding company. 

Note: Indicator thresholds and multiple effects are published benchmarks, measured on revenue multiples (SEG, public, 
2024–2025). They apply per line item and are not summed. 

The Compounding Cost of Structural Debt 
The compounding effect is what makes stalled tiers expensive at exit. One unresolved constraint 
moves one indicator; an operating tier carried as structural debt for three years moves four indicators 
at once. 

When a buyer analyses the asset, they do not merely apply four small, isolated financial discounts. 
They change the comparable set entirely. This is the precise moment a B2B SaaS company stops 
being priced as a high-margin software platform and gets priced as a tech-enabled consultancy that 
happens to own proprietary software. 

To illustrate the mechanical difference, consider two $20M revenue companies. One is carrying the 
structural debt of a previous tier, while the other has systematically graduated its operating model. 

EXHIBIT 5  Two endpoints, same revenue ($20M benchmark) · modelled 

Metric Stalled Operating Model Graduated Operating Model 

Gross Margin ~60% 78–82% 



Services Mix ~20% of revenue, delivered below 
break-even 

8–10% of revenue, priced accurately at 
35–40% margin 

EBITDA ~Break-even $5.5–7M (25–35% margin) 

Valuation Basis Priced on Revenue (~1.5x) due to the 
services-heavy shape 

Priced on EBITDA (10–11x) 

Enterprise Value ~$30M ~$58M 

The two companies have identical top-line revenue. The nearly $30M gap in enterprise value is 
entirely driven by the operating model. The premium is secured by actively resolving the structural 
constraints of the middle tiers, rather than attempting to outgrow them through sales volume. 

CHAPTER 6 

Graduating Deliberately 

Graduation from one operational tier to the next is not a matter of applying more effort; it is a 
matter of strict sequence. The transformation must follow a specific order—org design, 
people, process, then systems—because each step forms the necessary foundation for the 
one that follows. 

Most internal transformations run this sequence backward, which is why they reliably stall by month 
six. Installing a new software system onto an unowned or undefined function does not solve the 
constraint; it merely automates the dysfunction. 

The necessary sequence for structural graduation is fixed: 

EXHIBIT 6  Org design, then people, then process, then systems 

 

Organisational Design: The structure is mapped so that every critical function has exactly one 
accountable owner before a single workflow is touched. 

People: The right individual is placed into each seat the new structure requires. If a leader has not 
managed at the new scale, they must be actively developed under an experienced mentor or 
replaced. 

Process: Workflows and operating cadences are designed by the new accountable owner who will 
actually run them, rather than imported from external templates. 

Systems: Architecture, tooling, AI, and automation go in last, applied only to an operational shape 
that has already proven it works. 



The Two Disciplines of Permanence 

Graduation only holds if the new operating model survives contact with commercial pressure. Two 
disciplines ensure the transition sticks: 

Written Decision Rights 

Authority that is not explicitly written down will always be renegotiated at the first sign of a high-value, 
at-risk enterprise renewal. Boundary decisions—such as whether a custom feature enters the core 
codebase or is billed separately—must have a single named owner, a defined escalation path, and a 
recorded justification. 

Pre-Transformation Baselines 

A baseline must be recorded before any operational change is made. If the starting point is unknown, 
any subsequent financial or operational improvement cannot be accurately attributed to the new 
model. The most effective organisations measure the gap between the identified baseline and the 
realised outcome as the honest measure of success. 

The Trap of Escalated Effort 
The most recurring failure mode at every scaling tier is the attempt to solve the previous constraint 
harder. 

Generating more pipeline in tier two, layering more process in tier one, or accelerating hiring volume 
in tier three are all examples of a company deploying the previous tier’s winning solution to a 
fundamentally new problem. Applying legacy tactics with greater force to a constraint they were never 
designed to solve simply accelerates the organisational breakdown. 

CHAPTER 7 

True SaaS Margin Shape: What the Valuation Upgrade Is Worth 

The financial argument for graduating a company's operating model does not rely on 
aggressive growth projections or a favourable exit market. It rests on a mechanical EBITDA 
improvement, funded directly by redirecting operational expenditure the asset is already 
spending. The resulting valuation re-rating acts as the upside rather than the baseline. 

Separability and Self-Funding 

Separability: When custom delivery work lives structurally outside the core product, a buyer can 
underwrite the product and the services divisions each on their own terms, rather than discounting 
the blended whole. The perpetual maintenance obligation of custom work—which is usually 
unpriceable and therefore discounted by buyers—acquires a defined scope and a hard cap. 

Self-Funding: In mid-market B2B software, the "delivery pool" (R&D, hosting, infrastructure, and 
services cost of goods) frequently runs at 36–44% of revenue (modelled, from published spending 
benchmarks). Resolving structural debt is paid for out of spend that is already being lost to 
inefficiencies. It is a reallocation of existing capital, not a net-new expense. 

Attribution: Institutional sponsors reward attributable improvement. A margin gain that nobody can 
trace to a specific operational decision funds nothing at the next investment committee. This is why 



establishing a measurement baseline before restructuring the operating model is worth far more than 
a larger margin gain that nobody can definitively explain. 

EXHIBIT 7  What the published drivers move · revenue multiples · external 

Driver Published comparison Source 

NRR above 120% vs below 100% 11.7x vs 4.1x revenue SEG, public, Q4 2024 

Gross margin above 80% vs 
below 60% 

7.2x vs 3.5x revenue SEG, public, Q2 2025 

Gross margin above 80% vs 
below 80% 

7.6x vs 5.5x revenue SEG, public, Q4 2024 

SaaS vs non-SaaS software +19% to +52% on revenue Aventis, private M&A, 2024–Q1 2026 

Rule of 40, +10 points About +1.0x revenue Aventis, public, Q3 2025 
Note: These are revenue effects, measured one at a time; they are not summed. On EBITDA the penalty compresses, 
because low gross margin shrinks profit as well as price. 

CHAPTER 8 

Where You Are 

Locating the tier takes an afternoon, and it does not require believing anyone’s 
self-description. Four checks. 

1. Count the layers. Count the management layers, honestly — dotted lines count if work routes 
through them. 

2. Ask the intake question. Who decides what enters the core product, and who has to agree before 
they can? One name is a Stage 7 graduate; a committee is not. 

3. Ask for the owners. Ask for the owner of each function, one name per row — a row with two 
names has none. 

4. Ask for the one number. What share of last year’s commitments shipped without touching the 
core? Most companies cannot produce it, which is itself the location. 

Then hold the result against Exhibit 2 and your tier’s table in Chapter 3. Work on the rung you are on, 
not the one you are aiming at. The constraint above yours is not reachable, and the one below is 
already solved. The whole discipline of the ladder is refusing the flattering diagnosis. 

CHAPTER 9 

The Starting Move: The Three-Pile Audit 

Structural graduation does not begin with hiring a consultancy or building a complex model 
of future valuation multiples. It begins by exposing the true, absorbed cost of delivery hiding 
inside the current R&D operation. 

This assessment requires no outside intervention and can be completed internally in a single 
afternoon. It requires pulling the active R&D backlog and the engineering sprint board for the last 90 
days, and forcing technical and product leadership to sort every single ticket into one of three strict 
categories. 



EXHIBIT 8  The three-pile audit 

Pile Definition What It Signifies 

1. Standard Product Features, updates, and architecture 
applying natively to all customers; zero 
bespoke configuration. 

Scales at near-zero marginal cost. This 
is the work a software multiple pays for. 

2. Single-Customer 
Bespoke 

Code written specifically to satisfy the 
workflow, integration, or onboarding 
demands of exactly one customer. 

Unbilled professional services. Funded 
invisibly from the R&D line and masking 
the true health of the core product. 

3. Break-Fix & Technical 
Debt 

Remediation and maintenance required 
simply to keep the platform stable and 
functional. 

Usually the result of the core codebase 
buckling under the compounding weight 
of the custom work in Pile 2. 

In a healthy, well-valued pure-play SaaS business, Pile 1 dominates engineering capacity. If the audit 
reveals that engineering bandwidth is largely consumed by Piles 2 and 3, the financial reality of the 
company is settled: the board may believe they hold a high-margin product company, but the R&D 
budget is effectively operating a low-margin services business. 

Most stalled companies cannot cleanly produce this sort at all—which is itself the finding. The ones 
that can complete the sort usually discover that the third pile is growing. 

Next Steps: The Operating Model Methodology 

The structural constraints detailed in this report—unowned intakes, heroic delivery, and invisible 
custom work—cannot be outgrown through sales volume or resolved by installing new software over 
old processes. They are solved through a deliberate, stage-appropriate operating model. 

If your diagnostic audit reveals that engineering bandwidth is heavily consumed by custom delivery 
and technical debt, the financial reality of the company is settled. The next step is structurally 
separating core R&D from custom delivery, establishing strict decision rights, and realigning financial 
reporting to expose true margin. 

For teams ready to execute this transition, our complete operating model methodology—including 
transition mechanics, organisational design templates, and line-by-line financial modelling for 
structural graduation—is available upon request. 

NEXT STEP: REQUEST THE OPERATING MODEL 

The transition mechanics, organisational design and the line-by-line modelled case — shared personally, usually 
within one working day: reinessence.tech/research/portfolio-os 
Or send your numbers: the six indicators, your gross churn, headcount and layer count. We return your tier, the 
constraint that binds, and the modelled bridge on your P&L within two weeks: reinessence.tech/numbers 
The full thesis: Closing the Delivery Discount → reinessence.tech/research/closing-the-delivery-discount  ·  
hello@reinessence.tech 



EXHIBIT 9  Where this document sits 

 

Precision beats power. Alignment beats scale. Truth beats urgency. 

 

Appendix: About the Figures 
To maintain strict objectivity, every figure in this report carries one of two classifications. These classifications are never 
summed or blended: 

Modelled: Calculated against a stated baseline. These are estimates of financial impact (such as 
multiple expansion or EBITDA recovery) rather than banked savings. 

Externally Verifiable: Published third-party benchmarks. 

Note: This report contains no delivered claims. The Exhibit 5 comparison is modelled; indicator thresholds and multiple 
adjusters are external. A full evidence base is available upon request. 

 

Sources & Benchmarks 
Operating Benchmarks: SaaS Capital, 2026 Spending Benchmarks for Private B2B SaaS; Benchmarkit, B2B SaaS 
Performance Metrics; SaaSRise, 2026 SaaS Benchmarks Report; Aleph, ARR per Employee 2026. 

Valuation: Software Equity Group, 2Q26 SaaS M&A and Public Market Report and gross-margin and NRR cohort analyses 
(2024–2025); Aventis Advisors, SaaS, Software and IT Services Valuation Multiples 2015–2026; Hampleton Partners, 
Enterprise Software M&A Report 2H2026; Multiples.vc, Public Software Valuation Multiples (October 2026). 

Stage Architecture: Stage names, headcount bands and structural themes are adapted from Acquisition.com’s published 
$100M Scaling Roadmap, re-expressed here for vertical B2B software. The roadmap’s publisher is not affiliated with this firm. 
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Important information
This report is for general information only. It is not investment, financial, legal or tax advice, and it is not a
recommendation about any particular company. Market figures are published third-party data, cited as their
publishers report them. Modelled figures illustrate stated assumptions; they are not forecasts. Results from
past engagements do not predict results elsewhere. Nothing in this report is a promise or guarantee of any
outcome. Take advice from your own advisers before acting on it.

The full terms, including how figures are classed and sourced, are at www.reinessence.tech/legal.
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