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This isn't a prediction piece, and it's not a definitive playbook. It's a framework—one we've been
developing, testing, and refining over the past 18 months in close conversation with founders,
operators, and teams across our portfolio. The pace of change in Al is relentless, but some
patterns are proving consistent. We've written this to share the lens that's helping us cut through
the noise and spot what matters: where software is heading, what's now possible, and what it
takes to build enduring companies in this emerging era. We hope it's useful—not as a map, but as
a compass.

We're at the beginning of a once-in-a-generation shift in enterprise software. For decades,
enterprise value accrued to Systems of Record—rigid databases wrapped in Uls, designed to
store structured data and enforce workflows. These systems, born in the 1970s and scaled through
the SaaS era, now underpin trillions in global economic infrastructure. But they weren't designed
for the world we now live in, one defined by overwhelming data volume, constraints on human
bandwidth, and rising expectations for software that doesn't just inform, but acts.

The future belongs to a new software paradigm: Systems of Intelligence. Systems of Intelligence
(SOls) represent a complete rethinking of how software creates value: they ingest unstructured
data, learn from context, integrate across silos, and take autonomous action to drive real business
outcomes. This transition will unlock new markets, collapse bloated service layers, and compress
time-to-impact in ways legacy systems simply can't match.

This shift is not incremental. It is a replatforming. One that replaces dashboards with decisions,
workflows with outcomes, and manual middleware with intelligent automation. And it is happening
faster than most incumbents, or even most investors, realize.
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The implications extend far beyond software itself. We're witnessing the early stages of what may
be the largest economic expansion in enterprise technology since the introduction of the personal
computer. As SOls automate not just software workflows but entire service categories, they have
the potential to expand software's share of the economy from its current 1-2% of GDP to 10% or
more—while simultaneously growing the overall economic pie.’

In what follows, we unpack this transformation in three parts: why legacy systems are breaking,
what the SOI paradigm looks like, and how builders can design for this new reality—and win.

Systems of Record: What They Got
Right, and Wrong

Systems of Record (SORs) earned their place in the enterprise stack by solving a first-order
problem: digitize the paper trail. Starting in the 1970s and 1980s, software giants like Oracle and
SAP introduced revolutionary systems that finally replaced endless filing cabinets and paper-
based processes with digital alternatives. ERP, CRM, SIEM, ITSM, HCM, and FMS platforms
emerged to capture structured information, enforce compliance, and scale standardized
workflows across organizations of unprecedented size and complexity.

And it worked—for a time. SORs provided structure, compliance, and scale in a world where digital
alternatives simply didn't exist. They became the backbone of modern business, handling
everything from payroll to supply chain management to customer relationships. Today, SORs
account for over $400 billion in annual software spend.?

But those very strengths have become their limits. The foundational assumptions that made SORs
successful in the 1980s and 1990s—that data would be structured, that workflows would be
predictable, that humans would be the primary interface between systems—no longer hold true.

SORs Are Built for Manual Inputs, Not Context

They depend on manual data entry and rigid schemas designed around the limitations of human
input and 1980s database technology. Every field, dropdown, and form was defined not by what
would produce the richest context, but by what a human could realistically be asked to enter by
hand. The richness of reality—calls, conversations, documents, decisions, and the thousand small
interactions that actually drive business outcomes—remains invisible to these systems.

Even worse, the narrow band of structured data that SORs are built to capture is patchy at best.
Sales teams under-update CRM systems; workflows depend on fields that are blank, outdated, or
inconsistently used. Studies consistently show that critical fields in major SORs like Salesforce are

1 Broadcom, The Economic Impact of Software, 2016

2 CIO, Global software spending to grow despite headwinds: Forrester, 2022
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incomplete 60-80% of the time. Enterprises today are flying blind, relying on brittle databases that
reflect only a fraction of what is actually happening.

SORs Depend on Human Middleware

As aresult, SORs are brittle. To make these systems work, entire layers of human middleware have
grown up around them, complete with roles, certifications, and business models built on
navigating their complexity. That ecosystem has become a powerful constituency with a self-
preservation instinct. The harder the system is to use, the more people are paid to make it usable.

It's a fragile equilibrium propped up by inertia, not innovation. The entire consulting-industrial
complex, from Accenture to Wipro, owes its scale to the complexity of these systems. When
software requires armies of consultants to implement and maintain, something has gone wrong.?

 ACTIVANT RESEARCH
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SORs Are Built for Manual Inputs, Not Context

Long contracts, massive switching costs, and years of custom logic keep SORs in place. This
stickiness comes from lock-in, not loyalty. Ask any operator, "Do you like your CRM?" and most will
pause. The software is tolerated, not loved. Companies like Veeva, the leading life sciences CRM,

3 Companies like Accenture, TCS, and Wipro have grown their headcounts from ~200,000 to over 2.7 million—a 22x
expansion—Ilargely by managing the complexity of legacy enterprise systems. Today, 92% of Global 2000
companies use some form of IT outsourcing, creating a $541 billion market.
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famously tout 95% gross dollar retention, but this is a testament to how difficult it is for customers
to leave once they're embedded, rather than customer satisfaction.*

The switching costs are deliberately prohibitive. Migrating from one SOR to another typically
requires 12-24 months, costs millions of dollars, and carries significant risk of data loss or business
disruption.® ® Vendors have optimized for retention through friction, not through value creation.

As a result, with customers effectively locked in, legacy providers have raised prices, rather than
delivering productivity improvements. SaaS pricing has decoupled from broader economic
indicators, rising at 8-12% annually, roughly four times the rate of inflation.” When incumbents can
raise prices faster than they ship features, the market is ripe for disruption.

Al is the Breaking Point

Enterprise software users are running out of patience. Three structural shifts are exposing the
brittleness of legacy systems and accelerating the timeline for replacement.

Al Reset the Baseline

The ChatGPT moment wasn't just a technological breakthrough—it was a reset in user
expectations. The consumer bar is now the enterprise bar. The disconnect is stark: employees use
sophisticated Al tools in their personal lives, then return to work to fill out forms in systems that
feel decades out of date.

The productivity costs are staggering. Employees lose 80 hours per year to underperforming IT
and 180 hours per year to slow, legacy software.? °® Across 100 million US knowledge workers, that's
approximately $1 trillion in lost productivity annually.® ™ Al-powered optimizations could drive
savings of up to $240 billion from software and hardware asset management alone, according to
Activant benchmarks.

No wonder boards everywhere are demanding Al strategies—and consultants are cashing in to
help people implement them. But now they need results.

4 European Tech Weekly, Veeva Systems: A Vertical SaaS Champion, 2024

5 Journal of General Internal Medicine, Transitioning from One Electronic Health Record to Another: A Systematic
Review, 2023

6 SAS, Data Migration for Project Leaders, n.d.

"Vertice, SaaS Purchasing Insights, 2023

8 Robert Half, Employees Lose Over Two Weeks Each Year Due To IT-Related Issues, 2016

9 Oxford, How application delays affect company performance, n.d.
0 Gartner, When We Exceeded 1 Billion Knowledge Workers, 2019
" Assumes average wage for knowledge workers of $80,000 p.a. and 228 working days per year
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Costs Are No Longer Justifiable

The economic model of SORs is breaking down. Why pay $2,000 per terabyte per day for Splunk
when AWS offers comparable storage for cents? Why maintain armies of system integrators just
to keep a Salesforce instance alive when data quality is poor and user adoption is low? Why license
1,000 seats when only 100 users are active—and only five are getting meaningful value?

Enterprise software spend has reached $8.7K per employee in 2024-25, up 20-30% in just one
year.” ® For large enterprises, that's hundreds of millions in annual costs. CFOs and boards are
asking harder questions about ROI, especially when compared to the immediate productivity
gains visible from Al-native tools.

Data Moats Are Eroding

Legacy systems once benefited from having all the data. But Al-native tools are catching up fast—
both by living alongside existing SORs and by generating and inferring context in real time from
email, Slack, video calls, PDFs, and logs.

The dirty secret about enterprise data is becoming impossible to ignore: what once looked like a
moat is increasingly a liability. The numbers tell the story: nearly 50% of data workflows are still
manual, 87% of data science projects never reach production, and only half of available data is
being used to extract value." ™ ® Meanwhile, 33% of business users lack confidence in the quality
of data provided to them—hardly the foundation needed for Al automation.”

As data generation accelerates, any system depending on manual input is fighting a losing battle.
Data creation is expected to grow 80% over the next three years, to become nearly 100x the
amount generated in 2010.® * The winners will be systems that can ingest this flood of data in real
time, while legacy moats drown in their own complexity. More on this below.

2 \ertice, SaaS Inflation Index Report, 2025
18 Zylo, 2025 SaaS Management Index, 2025
4 Saagie, The ultimate guide to DataOps, 2019

® Gartner, Gen Al Seminar attended by Activant Research, 2024

8 IDC, Unstructured Data White Paper, 2023

7 Forester, DataOps Can Build The Foundation For Your Generative Al Ambitions, 2024
8 IDC, IDC WW GlobalDatasphere Structured & Unstructured Data Forecast, 2022 - 2026
® Exploding Topics, Amount of Data Created Daily, 2024

Systems of Intelligence 5


https://www.vertice.one/l/saas-inflation-index-report
https://zylo.com/news/2025-saas-management-index/
https://opentrustedcloud.ovhcloud.com/sites/default/files/2023-07/wp-dataops-en-2023.pdf
https://cloud.app.box.com/s/8jn28aniv99w59jlsh9t4wc473o55yuu
https://info1.exlservice.com/hubfs/DataOps%20Can%20Build%20the%20Foundation%20for%20GenAI%20Ambitions%20%E2%80%93%20EXL%20study%20by%20Forrester%20Consulting.pdf
https://explodingtopics.com/blog/data-generated-per-day

N ACTIVANT RESEARCH Q22025

Targeting Services, Not Just Software

SOls go beyond just replacing software, and are actually encroaching on the much larger services
layer that sits on top of it.

Software represents only 1-2% of GDP.2° Services represent 10%+. The $541 billion IT outsourcing
market, the armies of system administrators, the endless integration projects—all exist because
legacy SORs are too brittle to operate without human intervention.?
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SOls flip this model. These systems resolve issues at the source, eliminating the need for manual
tickets and workarounds. They surface the right connections across tools without relying on
consultants to wire them together. And they begin delivering measurable value immediately—long
before a traditional rollout would even be complete.

The economic case is clear: replace expensive service providers while improving efficiency. And
unlike traditional rip-and-replace projects, SOls can start by living alongside legacy systems,
capturing services spend while gradually taking over workflows. This isn't just about better
software. It's about Al expanding software's footprint from a niche slice of the economy into critical,
GDP-scale infrastructure.

20 Broadcom, The Economic Impact of Software, 2016
2'IDC, Worldwide and U.S. IT Outsourcing Services Forecast, 2024-2028, 2024
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The New Stack: Systems of Intelligence

The SOl stack represents a fundamental reimagining of how enterprise software should work, built
around three foundational layers that work together to create truly intelligent systems.
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1. DataOps: The Foundation Layer

Data is simultaneously the #1 moat for SORs and the #1 blocker for Al in the enterprise. This
paradox defines the current moment: legacy systems hoard data behind rigid schemas and
proprietary formats, while Al systems require rich, accessible, real-time context to function
effectively.

In a recent study, 96% of analytics leaders reported being held back by data management
challenges, including storage, access, quality, state, and flow of the data.?? 33% of business users
are not confident in the quality of data provided to them, and 44% don't have visibility into their
data pipelines. But this challenge is also the opportunity.?® The best SOls excel in the data layer
through two key capabilities that traditional SORs cannot match.

A. Platforming: Stitching Disparate Systems

The modern enterprise uses thousands of tools—up 2.5x in seven years. Large organizations
manage over 2,000 different software systems, each with its own data model and integration
requirements. The average security team resolving alerts requires gathering context across 50
different security tools.?

SOls excel at reducing these silos. Consider shipping a laptop to a new employee—a workflow that
spans HR systems, IT asset management, procurement, facilities, identity management, and

2 Gartner, Gen Al Seminar attended by Activant Research, 2024
2 Forrester, DataOps Can Build The Foundation For Your Generative Al Ambitions, 2024
2 |DC, How Many Security Tools Do Organizations Have, and What Are Their Consolidation Plans, 2024
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financial systems. Traditional SORs force manual handoffs at each step. SOls unify this into a
single, intelligent process.

Sardine, an Activant portfolio company, demonstrates this in financial services, unifying the
previously siloed fields of fraud, risk, and compliance. Their platform combines payment flows,
device intelligence, behavioral signals, and third-party risk indicators into a dynamic context graph
that enables real-time, autonomous decision-making. Sardine creates a unified view of what
previously would have been managed by separate teams, managing different tools, to allow for
faster, more accurate decisions.

B. Unstructured Data

Traditional SORs were designed around structured data entry—forms and fields that humans
could populate. But the most valuable information exists in unstructured formats: emails,
documents, video calls, chat messages, and informal interactions that actually drive business
outcomes.

¥ ACTIVANT RESEARCH

Worldwide Annual Data Generation
Forecast, in Zettabytes

IDC, IDC WW Global Datasphere Structured & Unstructured +80%
Data Forecast, 2022 - 2026

221
182
149
123
101
84
64
4
16 18 >8 -
F L Ll "R

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

m Structured  m Unstructured Total

Source: Exploding Topics, Amount of Data Created Daily, 2024

The scale is massive. Internal company data is growing 63% monthly from 400+ sources, yet only
half is being used to extract value.®® 90% of internal data is unstructured, limiting knowledge
sharing across organizations.®*® SOls unlock this previously invisible data to build a far richer
picture of operations than traditional SORs ever could. And this is even before we layer on the

25 Matillion and IDG, Data Growth is Real, and 3 Other Key Findings, 2022
%6 IDC, Untapped Value: What Every Executive Needs to Know About Unstructured Data, 2023
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mountains of new unstructured data (and context) being created in Al-native tools from note-
takers like Granola, to outbound calling platforms like Stuut, an Activant portfolio company.

The Voice Al Revolution

Voice is emerging as both a critical data source and interface. In many industries, especially SMBs,
the phone remains the dominant channel for customer interactions and internal handoffs. Recent
advances in transcription and speech synthesis have made 24/7 voice agents economically
viable—transforming inaccessible streams into rich automation opportunities.

We're seeing this across verticals: Stuut uses voice Al to automate accounts receivables, a highly
manual process today. Studies show voice Al prevents the loss of the 83% of customers who will
move to other restaurants after hitting voicemail more than once.?” Healthcare systems deploy
voice agents for appointment scheduling. Legal firms generate case notes from client
consultations. Tools like Vapi and Bland have made this infrastructure accessible even for
nontechnical teams.

Moving Beyond the Office

SOls are extending beyond the "office world" into physical environments with video and loT data.
Over 1.5 billion video surveillance cameras generate 5,500 petabytes daily—a largely untapped
data source.® ?° Vision-language models now enable SOls to process video as structured,
queryable input for real-time insights into safety, equipment failures, and operational
inefficiencies.

Companies like Teton embed computer vision in healthcare patient rooms, detecting falls and
monitoring vital signs automatically. In manufacturing, cameras confirm physical arrivals while
sensors verify package contents, triggering actions only when real-world state is verified. This isn't
just digitizing workflows, it's making environments themselves observable and responsive. And
while this space remains early, some of the best founders and engineers are developing critical
infrastructure to bridge the gap between software and physical assets. A great example is
Realworld, which is building a perception and reasoning engine for physical systems. Think
DataDog for the real world.

2. Context & Control: The Intelligence Layer

Intelligence requires context, and unleashing intelligence requires controls. While legacy systems
were designed around departmental silos, SOIs bridge organizational boundaries and reason
across previously disconnected domains.

27 Popmenu, Al in restaurants: 9 ways artificial intelligence is shaping the food industry, n.d.

28 Procom, Video analytics, n.d.
29 Daten & Wissen, The Data Bonanza: Exploring the Untapped Riches of Video Surveillance, 2023
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This capability is critical as organizational knowledge walks out the door daily. 14.8 million workers
are expected to retire between 2024 and 2029, cutting 10% of the workforce in 18 major
sectors.®® Even worse, 57% of Baby Boomers say they have shared less than half the knowledge
needed to do their jobs, and 21% admit they have shared none of it.*'

Traditional knowledge transfer methods—documentation, training programs, mentorship—simply
aren't keeping pace with knowledge loss. SOls fight back by capturing, connecting, and preserving
institutional knowledge automatically.

A. Knowledge Graph: The Organizational Brain

A strong DataOps foundation can be leveraged to create something far more powerful than a
traditional database: a dynamic knowledge graph that serves as the organizational brain: a living
model of how the organization actually works, learns, and evolves.

Modern SOls build rich, contextual maps that connect people, processes, data, and outcomes in
ways that reflect true organizational complexity. XOPS, an Activant portfolio company, exemplifies
this in IT infrastructure management. When a server experiences issues, the system understands
which applications depend on it, which business processes might be affected, which teams should
be notified, and what remediation steps are most likely to succeed based on historical context.

This knowledge graph becomes more valuable over time. Every interaction and outcome feeds
back into the system's understanding, creating a compounding advantage that traditional SORs
cannot match. The more an SOl is used, the more powerful—and intelligent—it becomes.

Most importantly, SOIs can reason across departmental boundaries. A customer complaint might
reveal a product issue, supply chain problem, or training gap. A security incident might indicate
fraud patterns or compliance risks. SOls identify cross-divisional patterns that no single system
could detect and take proactive action before problems escalate.

B. Controls: Security and Governance at Scale

A strong DataOps foundation can be leveraged to create something far more powerful than a
traditional database: a dynamic knowledge graph that serves as the organizational brain: a living
model of how the organization actually works, learns, and evolves.

Security is the #2 blocker to Al adoption, demonstrated by 84% of companies that see
cybersecurity as the primary roadblock to implementing Al systems.* This concern is well-

30 Sonecon, The Peak Boomers Impact Study, 2024

31 Forbes, Boomer Brain Drain: The Big Mistake Employers Are Making, 2019

32 1BM, What Generative Al means for your data security strategy in 2024, 2024
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founded: 64% of companies report being "under pressure" to adopt Generative Al, creating a
tension between competitive necessity and security prudence.®

The stakes are higher than ever. New data is growing rapidly—estimates suggest that the number
of sensitive data files organizations must manage will increase approximately 5x by 2028.3* Even
well-architected security policies can become inundated with this growing stock of data to
manage over time, yet 66% of staff believe that their data has already outpaced their ability to
secure it.%®

Organizations understandably fear the leak of sensitive data into Al models, which are
environments into which they have minimal visibility and which they can't control. That's why they
need robust access controls and security built into their platforms from the ground up.

Traditional permissioning systems were designed for humans accessing discrete applications.
SOls operate differently—they access data across multiple systems, reason about complex
relationships, and take autonomous actions on behalf of users. This requires reimagining identity
and access management. Consider that 84% of organizations have experienced identity-related
security breaches, with an average cost of $4.9 million, while 99% of cloud identities are
"excessively privileged" with only 2% of granted permissions actually used.3 % 38 3°

3 |bid

34 Rubrik, The State of Data Security, Statistics reflect 5000+ Rubrik customers across 67 countries, 2023
3 |bid

3% |DSA, Trends in Securing Digital Identities, 2022

37 |BM, Cost of a data breach, 2024

38 IBM, 2022 IBM Security X-Force Cloud Threat Landscape Report, 2023

39 Sysdig, Cloud-Native Security and Usage Report, 2024
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SOls require sophisticated controls that grant contextual permissions based on current needs,
audit all actions with full traceability, implement dynamic access controls that adjust based on risk
levels, provide kill switches for anomalies, and ensure compliance with data protection legislation
in 137 countries where GDPR penalties can reach up to 4% of global turnover.*® Financial services,
healthcare, and government sectors require complete audit trails and demonstrated compliance
with evolving regulations.

This auditability is essential not just for compliance, but for building trust. When Al systems make
decisions affecting real business outcomes, organizations need to understand how and why those
decisions were made.

3. Autonomous Systems: The Execution Layer

The ultimate goal of SOls is not just to understand, but to act. This is where they differ the most
fundamentally from traditional SORs, which are limited to generating reports, dashboards, and
alerts. SOls close the loop by taking autonomous action to drive real business outcomes.

This capability is desperately needed. Organizations are drowning in alerts and overwhelmed by
operational decisions. Take security for example. A typical Security Operations Center faces 4,500
alerts daily, with Fortune 100 companies seeing millions.*' > Most are repetitive, low-fidelity "noise"

40 UN Trade & Development, Data Protection and Privacy Legislation Worldwide, 2024
4“1 CDN, State of Threat Detection, 2023
42 Palo Alto Networks, Investor Presentation, 2021
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requiring manual clearing. Between 50% and 99% of these alerts are false positives, yet analysts
believe up to 100% of routine alerts could be automated.*® 4 4

The human cost is unsustainable. The security industry employs 5.5 million people but declares a
workforce gap of 4 million. Every security employee is doing the work of 1.7 people.*® Analysts get
desensitized, demotivated, and miss true threats—up to 67% of alerts are completely ignored.*

SOls solve this by automating routine responses and escalating only when human judgment is
required. They go beyond detection and actually resolve issues—the ultimate outcome that
organizations care about.

A. Systems Designed for Autonomous Outcomes

Building truly autonomous systems requires rethinking how systems should be designed when
they don't depend on human intervention for routine decisions. Activant portfolio
company Tines is an excellent example of how the foundational layers of the stack enable this in
cybersecurity, automating threat detection, investigation, and response across some of the
world's largest enterprises. The platform stitches together inputs from disparate systems,
including SIEM logs, endpoint detection tools, and threat intelligence feeds, injecting intelligence
only at points where it can operate reliably and avoiding compounding effects where minor
hallucinations snowball into major issues. The system understands when it has sufficient context
to act autonomously and when it needs human judgment. And then it takes proactive action—
blocking malicious IPs, isolating compromised devices, and escalating critical incidents to human
analysts. Critically, Tines closes the loop. It executes remediation autonomously when appropriate,
documents actions and reasoning, and learns from outcomes to improve future responses,
creating a virtuous cycle that reduces burden on human analysts.

Building systems that operate autonomously requires balancing Al flexibility with enterprise
predictability. The best SOls achieve this by being deterministic where it matters and generative
where it adds value. They use Al to interpret complex inputs and reason about responses, but
execute through reliable, well-tested workflows that produce consistent outcomes.

B. Al-Native UI/UX

SOls represent a fundamental shift from deterministic to non-deterministic software, from static
dashboards to real-time intelligence, from rigid Uls to headless platforms capable of multi-modal

43 Cymulate, 4 Ways to Save Your SOC Analyst from Burn Out, 2025
44 Critical Start, The Impact of Security Alert Overload, 2020
45 Usenix, 99% False Positives: A Qualitative Study of SOC Analysts’ Perspectives on Security Alarms, 2022

461SC2, Cybersecurity Workforce Study, 2023; Workforce gap represents “difference between the number of
cybersecurity professionals that organizations require to properly secure themselves and the number of
cybersecurity professionals available for hire”

47 \ectra, State of Threat Detection, 2023
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interaction. The experience moves from human-in-the-loop to human-on-the-loop, from human
middleware to autonomous outcomes, from non-intelligent software to Al agent colleagues with
memory of our styles and preferences.*®

SOls co-exist alongside existing SORs and generalist Al platforms, connecting multiple SORs
across domains like ServiceNow, Workday, SAP, and Splunk into unified knowledge graphs. They
run autonomously in the background or surface in front-ends, scaling headlessly across multiple
form factors. XOPS exemplifies this: 92% of their platform operates autonomously. The remaining
8% surfaces only what truly requires human expertise and judgment, keeping humans on-the-loop
rather than in-the-loop.
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The illustration above is purely to highlight that SOls will exist at various depths of the stack, and
as headless platforms, will surface on the front-end to the user in a variety of ways.

Model Context Protocol (MCP) connectivity has accelerated the gravitational pull away from
traditional SOR Uls by opening systems to model providers. You can now connect HubSpot to
OpenAl and query knowledge directly—why ever log into your CRM if you can query in Claude?
This creates an opening for best-in-class SOls to own customer engagement. While OpenAl or
Anthropic could compete, the best SOIs are positioned to drive reliable outcomes through

“8 For more on agentic systems, read our Foundational Al Agent research piece.
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specialized, secure design for enterprise context. SOIs will be critical infrastructure whether
owning full-stack Ul/UX, accessed via Claude, or embedded in vertical SORs.

Aside: Whose Data Is It Anyway?

It is worth flagging that it won't always be smooth sailing as some SORs will resist data
access—as we're seeing with Salesforce and SAP.* It mirrors fintech: banks fought Plaid
despite customers owning their data, just as businesses own their data regardless of which
SOR houses it. The stickiness of bank accounts (customers rarely switched despite low net
promoter scores) parallels SOR lock-in today. Competition ultimately improves products
for everyone—many SORs will emerge stronger.

Scaling SOls: Execution That Matters

While the conceptual advantages of SOls are compelling, actually executing on this vision is
extraordinarily difficult. The gap between concept and successful implementation is littered with
well-funded startups that understood the opportunity but couldn't execute effectively.

First-Contact Magic: Overcoming Buyer Inertia

Software inertia is one of the most powerful forces in enterprise technology. Even when the
technical case for replacement is overwhelming, organizational inertia can delay adoption for
years. Switching systems means retraining teams, rewriting workflows, migrating data, and taking
personal risk. For organizations to endure that disruption, the new system must deliver a step-
change improvement that feels instantly superior—something that feels like magic.

The most successful SOl companies ensure that this magic is experienced by the customer during
their first experience using the platform—the "first-contact." This typically manifests as pre-
populated intelligence (Activant portfolio company Pallet combines TMS with Al workflows that
automatically pre-fill data from emails and calls), instant problem resolution (Lightyear reduces
months-long telecom projects to days through Al coordination), or invisible automation (Sardine
makes thousands of fraud decisions per second without human intervention) that are highly
superficial in the UL

These are more than just powerful features, they are experiences that immediately reset
expectations. Once customers experience that leap, switching becomes obvious. Critically, this
creates a narrow timing window: the first SOI to deliver step-change experience often locks in
relationships, as later entrants feel incremental rather than transformative.

49 The Information, Salesforce Blocks Glean, Other Software Firms From Storing Slack Data, 2025
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Velocity: The Only Moat

Al has created massive advantages in development speed. Al pair-programming cuts coding time
by 20-55% and can double speed on routine tasks.®® *' %2 Production-branch throughput surged
68% since generative Al tools went mainstream.®® Yet fewer than 1in 5 public tech companies have
rolled out Al coding tools enterprise-wide, creating measurable shipping advantages for nimble
startups.®

Shipping speed and a culture of ruthless execution is non-negotiable. The energy is palpable in
San Francisco and NYC today—peer pressure and feature commoditization are driving startups
to move at breakneck speed. And thankfully, existing SORs are (for the most part) incapable of
replicating this culture.

But velocity must be coupled with aggressive GTM motion. Activant portfolio
company Owner demonstrates this. The winners will be those who can both ship features and
articulate the need at scale.

And the most successful SOl companies think beyond individual features to platform effects.
Owner started helping restaurants manage online ordering but rapidly expanded into marketing
automation, customer communication, and financial analytics. Each capability leverages the same
underlying intelligence infrastructure, creating synergies where the whole becomes more valuable
than the sum of its parts.

Outcome-Based Business Models: Aligning Incentives

Legacy systems charge for access regardless of value; SOls meter actual impact—problems
solved, processes automated, outcomes achieved. When software autonomously closes security
incidents or prevents fraud in real-time, traditional seat-based pricing becomes redundant.

This creates another challenge for SORs and opportunity for SOls. Not only are their technical
moats under pressure but now they must rethink their business models, disrupting GTM motions
and potentially cannibalizing revenue. But the writing is on the wall: usage-based pricing is
accelerating, with 41% of SaaS companies now offering or testing it.>® Even Salesforce, the king of
seats, is making the shift.

50 Arxiv, How much does Al impact development speed? An enterprise-based randomized controlled trial, 2024

51 Github, Research: quantifying GitHub Copilot’s impact on developer productivity and happiness, 2022

52 McKinsey, Unleashing developer productivity with generative Al, 2023
53 CircleCl, The 2024 State of Software Delivery, 2024

5 BCG, Al-Enabled Engineering Excellence Transformation, 2025

% OpenView, The State of Usage-Based Pricing, 2nd edition, 2023
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Outcome-based models require infrastructure most SaaS companies lack: real-time value
metering, outcome tracking, and dynamic cost management. Metronome, an Activant portfolio
company, already powers this very billing infrastructure for OpenAl, Databricks, Confluent, and
NVIDIA.

For SOl builders, outcome-based models provide competitive advantage: immediate
monetization, natural expansion revenue, direct paths to undercut per-seat incumbents, and
aligned customer incentives. It also opens the potential for SOIs to adopt the Palantir playbook of
forward-deployed employees—embedding teams on-site to drive outcomes. We've seen more
and more SOIs embrace this philosophy in the last year: every employee at Pallet is required to
spend one week every month on-site with customers. Companies that capture value proportional
to business impact build the most defensible businesses.

Conclusion

The shift from Systems of Record to Systems of Intelligence isn't just another software upgrade.
It's a fundamental replatforming of enterprise operations. While SORs trapped organizations in
rigid workflows dependent on human middleware, SOls automate entire categories of work
previously impossible to digitize.

Timing is good. Legacy systems are buckling under data volumes, pricing models, and user
expectations they can't meet. Meanwhile, Al can now reason across unstructured data, maintain
context across domains, and take autonomous action with enterprise-grade reliability.

SOls represent something bigger than "better software." They're targeting the $541 billion services
layer that exists because legacy systems are too brittle to operate without human intervention.®® By
automating entire business processes and eliminating armies of consultants and manual
processors, SOIs can expand software's economic footprint, delivering outcomes instead of just
features. This transition is happening faster than incumbents realize. Al-native companies ship 10x
faster and demonstrate immediate ROI that makes switching costs irrelevant. The question isn't
whether this transformation will happen—it's how far it will go, and who will lead it.
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Disclaimer

The information contained herein is provided for informational purposes only and should not be construed as investment advice. The
opinions, views, forecasts, performance, estimates, etc. expressed herein are subject to change without notice. Certain statements
contained herein reflect the subjective views and opinions of Activant. Past performance is not indicative of future results. No
representation is made that any investment will or is likely to achieve its objectives. All investments involve risk and may result in loss.
This newsletter does not constitute an offer to sell or a solicitation of an offer to buy any security. Activant does not provide tax or legal
advice and you are encouraged to seek the advice of a tax or legal professional regarding your individual circumstances.

This content may not under any circumstances be relied upon when making a decision to invest in any fund or investment, including
those managed by Activant. Certain information contained in here has been obtained from third-party sources, including from portfolio
companies of funds managed by Activant. While taken from sources believed to be reliable, Activant has not independently verified
such information and makes no representations about the current or enduring accuracy of the information or its appropriateness for a
given situation.

Activant does not solicit or make its services available to the public. The content provided herein may include information regarding
past and/or present portfolio companies or investments managed by Activant, its affiliates and/or personnel. References to specific
companies are for illustrative purposes only and do not necessarily reflect Activant investments. It should not be assumed that
investments made in the future will have similar characteristics. Please see “full list of investments” at
https://activantcapital.com/companies/ for a full list of investments. Any portfolio companies discussed herein should not be assumed
to have been profitable. Certain information herein constitutes “forward-looking statements.” All forward-looking statements represent
only the intent and belief of Activant as of the date such statements were made. None of Activant or any of its affiliates (i) assumes any
responsibility for the accuracy and completeness of any forward-looking statements or (ii) undertakes any obligation to disseminate
any updates or revisions to any forward-looking statement contained herein to reflect any change in their expectation with regard
thereto or any change in events, conditions or circumstances on which any such statement is based. Due to various risks and
uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-looking statements.
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