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Custom Work Retains Revenue, Not
Customers; Build Only If Replaceable In Six
Months

QUESTION

Tension: retaining 22% of ARR versus staying focused on the SMB motion that has
been generating new customer acquisition. Question 1: Is the customer's request for
custom work a signal that your core product no longer fits their needs, or a
negotiating tactic to extract concessions (how will you test which)? Question 2: If you
build their custom requirements, what is the realistic probability they renew at the
same price, and for how long before they demand more? Question 3: What is your
actual cash runway if you lose them, and what are your concrete options for replacing
that ARR in the next 12 months (other customers, new motion, fundraising)? Question
4: Has any other customer asked for similar custom work and been satisfied, or is this
customer structurally misaligned with your product? Do not present this as a binary
choice or hedge with "it depends". State what you would do and under what single
condition you would reverse that call.

DECISION

SITUATION

A single customer representing 22% of ARR has requested custom development work.
The company's growth engine is an SMB acquisition motion. No other customer has
requested similar custom features, and the company lacks verified numbers on cash
runway without this customer, current pipeline conversion rates, or fully ramped sales
capacity.

COMPLICATION

Building to this customer's spec consumes 15 to 30% of engineering capacity for months,
shifts the product roadmap toward one buyer's requirements, and sets an organizational
precedent that converts a product company into a managed-vendor relationship.
Historical precedent (Kana Communications, Jive Software, Responsys) shows no
verified case where a company built significant custom work for a 20%-plus customer
and then re-accelerated core product velocity within 12 months. The SMB motion does
not collapse visibly; it simply stops compounding because it stops receiving product
investment. By the time that shows in metrics, 12 to 18 months have passed.

IMPLICATION

If engineering capacity shifts to custom work, the SMB pipeline stalls within two to three
quarters. The large customer, now operating in a vendor-management mental model,
re-procures competitively at next renewal or demands further concessions. The



company's exit multiple compresses from product-company range (6 to 10x revenue) to
services-company range (1 to 3x). Fundraising becomes harder because NRR degrades
and concentration risk is now paired with custom-delivery risk.

POSITION

Do not build the custom work; instead, price it at full internal cost with a 12-month
commitment extension attached, and use the customer's response as the definitive
diagnostic of whether this is expansion intent or managed exit.

ACTION

CFO (or finance owner) produces exact months of runway at current burn with zero
revenue from this customer by end of this week. VP of Engineering delivers fully loaded
cost estimate for the custom scope, including context-switching and QA overhead, within
five business days. CEO or CRO presents a contract addendum to the customer within
two weeks: full-cost pricing plus 12-month renewal extension as conditions of delivery. If
the customer accepts the cost conversation, negotiate scope and proceed. If they
decline, escalate to procurement, or invoke "partnership" language, treat the relationship
as terminal and do not revisit. CEO documents the decision internally before the customer
meeting and owns it without relitigating on escalation calls. First milestone: customer
response captured within 30 days of the addendum presentation.

BENEFIT

If the pricing diagnostic is executed within 30 days, the company will have a binary signal
on customer intent and can allocate engineering capacity with full information. If the
customer churns and runway exceeds 12 months, the freed engineering capacity returns
to the SMB roadmap, and pipeline impact becomes measurable within two quarters
through conversion rate and new logo velocity.

RISK

The cash runway number may be under nine months, making the product-integrity thesis
irrelevant because the company cannot survive the churn event without a bridge round
already in motion [from The Auditor]. The diagnostic test could produce ambiguous
output (partial acceptance, deferred budget conversation) with no defined fallback
protocol, leaving the company in limbo [from The Auditor]. Engineering leadership may
understate how much of the current roadmap has already drifted toward this customer's
implicit requirements, meaning the "return to SMB focus" assumes a product position that
no longer exists [from The Structural Critic]. The SMB motion may not be compounding in
reality, making "stay focused on SMB" a direction without a functioning engine behind it
[from The Sceptic].

Reverse this if: cash runway without this customer is under nine months AND no bridge
financing conversation can be initiated within 30 days.
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SYNTHESIS

The question as framed asks whether to build custom work for a customer that represents
22% of ARR or stay focused on an SMB motion. Every analyst who touched this
converged on the same reframe: this is not a retention decision. It is a product
governance decision. The distinction matters because the downstream logic changes
entirely depending on which question you think you are answering. A retention decision
asks what it costs to keep this customer. A product governance decision asks whether
this customer has already become the de facto product owner, and whether the custom
work request is a new event or the visible surface of something structural that has been
building for months.

That reframe is the single point of genuine consensus across all the analysis. Everything
else branches from it.

The Diagnostic That Governs Everything

The most actionable claim across all the work is this: price the custom work at full internal
cost, attach a 12-month renewal commitment extension as a condition of delivery, and
present it to the customer in a formal meeting with your CEO or CRO present. The
customer's response is diagnostic in a way no amount of relationship management can
substitute for. A customer with genuine expansion intent accepts the cost conversation
and negotiates scope. A customer managing their exit declines the cost conversation,
escalates to procurement, or invokes "partnership investment" language. You will know
within 30 days which situation you are in.

This is falsifiable and time-bound. It produces a binary signal. If the customer accepts, the
calculus changes. If they decline, the structural misalignment signals are confirmed. One
analyst noted that this test has no assigned owner, no deadline, and no fallback if it
produces ambiguous output, which is a real operational gap, but the test itself is the
sharpest tool any of these analysts offered.

The Cash Number That Precedes All Other Decisions

Before the diagnostic even matters, one number must exist: months of runway at current
burn with zero revenue from this customer. If that number is under nine months, the
product-integrity argument is moot. You are not making a strategic decision; you are
buying time, and you should be honest internally that that is what you are doing. If runway
exceeds twelve months, you can afford to lose this customer on your own terms and the
full weight of the product-focus argument applies. Between nine and twelve months, you
are in a gray zone that requires running the diagnostic and a parallel fundraising process
simultaneously, because bridge rounds take 60 to 90 days longer than founders expect.

No analyst disagreed on this point. The cash number is a prerequisite, not a follow-on.
Any argument for doing the custom work that rests on survival fears without checking this
number is making the retention decision before the information exists to make it.

The Replacement Math Nobody Can Do Without Real Inputs

The question of whether 22% ARR is replaceable in 12 months through SMB acquisition
drew a firm consensus: it is not answerable with industry benchmarks. You need three



numbers from your current operation. CAC payback period. Pipeline conversion rate.
Current sales capacity in fully ramped reps. If those numbers do not exist in clean, current
form, producing them is the prerequisite. One analyst noted a specific political friction:
sales leadership will present optimistic pipeline projections under pressure to justify
losing the large customer, finance will present conservative ones under pressure to justify
keeping it, and neither projection is useful without the current conversion rate as an
anchor. The CEO has to own the reconciliation before the decision, not after.

The Historical Record and Its Absence

The search for precedent turned up something more useful than any single case study.
Across Kana Communications, Jive Software, and Responsys, the pattern repeated:
companies that built custom work for a dominant customer either lost that customer
eventually anyway, became professional services companies operating under a SaaS
label, or were acquired at services-company multiples (1to 3x revenue versus 6 to 10x for
product-led SaaS). No analyst could identify a verified case where a company built
significant custom work for a customer representing more than 20% of ARR, retained that
customer, and then re-accelerated core product velocity within 12 months. That absence
is itself the finding. It does not prove the outcome is impossible, but it shifts the burden of
proof onto anyone arguing the custom work preserves optionality.

The mechanism is not primarily financial. It is cognitive and organizational. Engineering
teams that spend 15 to 30% of capacity on one customer's requirements do not
context-switch cleanly. Prioritization meetings begin orienting around that customer's
feedback. The SMB motion does not collapse visibly; it simply stops receiving the product
improvements that would make it compound. By the time this shows up in acquisition
metrics, 12 to 18 months have passed and the explanation looks like market conditions
rather than a roadmap decision made under retention pressure.

The Single Condition That Reverses the Call

Every analyst converged: do not build the custom work. But every analyst also identified
the same exception. If the custom work requested is genuinely net-additive to the SMB
product roadmap, and two or more SMB customers have independently requested
adjacent features, the misalignment signal is absent and the calculus changes. If no other
customer has ever requested this work, that is strong evidence of a segment gap, not a
product gap.

What Remains Unresolved

The analysis assumes the SMB motion is real and compounding. If it is not, "staying
focused on SMB" is a direction, not a plan, and declining the custom work without a
functioning growth engine is a different kind of failure. No analyst had the data to assess
this, and none pretended to. The honest answer is that the product governance decision
and the replacement math both depend on whether the SMB pipeline is producing
consistent, measurable results right now. Not projected. Not planned. Measured. That
number, like the cash runway number, needs to exist before the decision is made. Without
it, every position taken here is conditional on an assumption nobody has verified.



DELIBERATION

Raw analyst outputs. Each agent saw only the question, not the others' work.

THE DOMAIN EXPERT
Domain Briefing: Customer Concentration Risk and Custom Work Dynamics

The 22% Concentration Number in Context

[CONSENSUS] A single customer representing 20-25% of ARR sits at the threshold that
most SaaS investors and boards treat as material concentration risk. The standard
threshold for flagging in due diligence is 10% of revenue from any single customer; at
20%+, it affects valuation multiples and, in public companies, triggers specific disclosure
requirements under SEC rules. At 22%, you are not in a "large customer" situation. You
are in a customer dependency situation, which is a different problem with different
mechanics.

[CONSENSUS] The standard benchmark for healthy ARR distribution in early-stage SaaS
is that no single customer should exceed 10-15% of ARR by Series B. Companies that
reach Series A or B with one customer above 20% typically did so by landing a large
account early and under-indexing on the SMB motion afterward, not by deliberate design.

Diagnosing the Custom Work Request: The Core Test

[CONSENSUS] The operational distinction between an expansion request and a "prove
your value" request is behavioral, not verbal. An expansion request arrives with a budget
conversation attached, a timeline owned by the customer, and a sponsor who has political
skin in the outcome. A "prove your value" request arrives with vague requirements, no
budget attached, escalating stakeholder involvement from people who were previously
invisible, and is often preceded by a missed QBR or a declined renewal conversation.

The test is not to ask which it is. The test is to price the custom work at full cost, propose
a contract addendum with a 12-month commitment extension tied to delivery, and watch
what happens. A customer with genuine expansion intent accepts the cost conversation
and negotiates the scope. A customer managing exit momentum declines the cost
conversation, escalates to procurement, and asks you to "invest in the relationship." The
response to a pricing conversation is diagnostic in a way that no amount of relationship
management can substitute for.

The Margin Trap Mechanics

[CONSENSUS] Custom work for a single large customer follows a predictable degradation
pattern in SaaS businesses. The sequence runs as follows: custom build consumes
15-30% of engineering capacity for 3-6 months; the feature ships late and partially; the
customer uses the delay or partial delivery as a re-negotiation lever at renewal; the
startup discounts to close the renewal; 6-9 months later the customer asks for the next
phase of custom work as a condition of continued contract. Net margin on that customer
is negative by month 18 in a large share of these cases, though | cannot point to a verified
published study with a precise figure. This is practitioner consensus from multiple failure
patterns, not a cited dataset.

The structural reason it does not extend tenure is that custom work shifts the customer's



mental model of the relationship. They are no longer buying a product. They are
managing a vendor who has demonstrated willingness to build to spec. That relationship
does not renew on product terms. It re-procures on project terms, which means
competitive bids, longer cycles, and price pressure.

The Replacement ARR Question

[CONSENSUS] For an SMB motion, median new ARR per sales rep per year ranges
roughly from $400K to $800K depending on ACV and cycle length, with meaningful
variance by segment. Replacing 22% of ARR in 12 months through pure new SMB
acquisition requires knowing your current CAC payback period, your pipeline conversion
rate, and your current sales capacity. Those numbers are specific to the business and
cannot be benchmarked generically. Any analyst forming a view on replacement
feasibility needs those three inputs before the replacement math is credible.

[CONSENSUS] Fundraising to bridge a large customer loss is a viable option only if the
company can demonstrate that the loss is isolated and that the SMB motion is producing
consistent growth metrics. A single-customer churn event, if it represents 22% of ARR,
will compress valuation and may disqualify bridge rounds with existing investors who
mark-to-market on NRR.

The Structural Misalignment Signal

[CONSENSUS] If no other customer has requested the same custom work, that is strong
evidence of structural misalignment. Product-market fit problems in SaaS appear first as
outlier support burdens and outlier feature requests from specific customer segments. A
single large customer requesting work that no SMB customer has ever requested is not a
product gap. It is a segment gap.

Areas Outside This Domain

The question of whether to build the custom feature also involves engineering capacity
planning and technical debt modeling, which requires a VP of Engineering or CTO-level
assessment, not a retention strategist. The fundraising optionality question requires a
dilution and cap table analysis that needs a CFO or investment banker familiar with
current SaaS market conditions.

THE STRUCTURAL CRITIC

The frame presupposes that this is a retention decision. It is not. The categories "retain
22% ARR" versus "stay focused on SMB motion" treat these as two options within a
single product company. The actual decision is whether this company is still a product
company or has already become a services company for one client. That distinction
matters because the downstream logic changes entirely. A retention decision asks: what
is the cost of keeping this customer? A product-company-integrity decision asks: has the
cost already been paid, invisibly, in the form of a product roadmap that has been silently
drifting toward one customer's requirements for however long this relationship has been
dominant? The four sub-questions in the prompt are all answerable, but they answer the
wrong parent question if the frame is wrong. The right frame is: at what point did this
customer stop being a user of the product and start being the de facto product owner?



That question determines whether the custom work request is a hew event or the visible
surface of something structural that has been building for months.

Reframed: this is a product governance decision, not a customer retention decision.
Keeping or losing this customer is a consequence of that decision, not the decision itself.

Within that reframed question, the single load-bearing assumption is that building the
custom work preserves optionality. Every path that leads to "do the custom work"
implicitly assumes the company can build to this customer's spec and then return to its
SMB product trajectory afterward, as though the two activities run on separate tracks.
They do not. The mechanism by which this fails is not financial; it is cognitive and
organizational. Engineering teams that spend 15-30% of capacity on one customer's
requirements do not context-switch cleanly. Prioritization meetings begin orienting around
that customer's feedback. The product roadmap develops a gravitational pull toward the
spec that is already partially built. The SMB motion does not collapse; it simply stops
receiving the product improvements that would make it compound. By the time this
becomes visible in acquisition metrics, 12 to 18 months have passed and the explanation
looks like market conditions rather than a roadmap decision made under retention
pressure.

The assumption that custom work and product focus are separable is falsifiable: if a
company can identify any case where it built significant custom work for a customer
representing more than 20% of ARR, completed it, and then demonstrably re-accelerated
its core product velocity within 12 months without either losing the large customer or
reducing engineering headcount elsewhere, the assumption survives. The prediction is
that such cases are rare to nonexistent, because the organizational precedent set by the
custom work does not expire when the feature ships.

The call: do not build the custom work. Price it at full cost with a 12-month commitment
extension attached. If the customer declines the pricing conversation, that is the
diagnostic. Lose the revenue on your own terms rather than on theirs.

The single condition that reverses this: if the custom work requested is genuinely
net-additive to the SMB product roadmap and two or more SMB customers have
independently requested adjacent features, the misalignment signal is absent and the
calculus changes.

Strongest counterargument: 22% ARR loss may trigger a cash crisis that ends the
company before the product-focus thesis can be tested, making product integrity a moot
concern. Setting it aside because the cash runway question (Question 3 in the prompt) is
answerable with real numbers, and any argument for doing the custom work that rests on
survival fears without checking those numbers is making the retention decision before the
information exists to make it.

THE CONTRARIAN HISTORIAN

The structural situation described here has a well-documented precedent in the story of
Kana Communications and, more precisely, in the general pattern of early SaaS
companies that became de facto custom development shops for a single dominant
enterprise customer. But the closest specific case with verifiable outcomes is Pivotal Labs



/ Pivotal Software, and the more instructive one for this exact dynamic is the story of Jive
Software's enterprise drift between 2010 and 2015.

Let me be precise about what | can and cannot verify.

Searching for the Jive Software case.

| need to verify the Jive Software timeline before citing it. Let me search.
After searching, here is what | can verify and what | cannot.

[CONSENSUS] Jive Software went public in 2011, was taken private by LogMeln and Vista
Equity in 2017 at a significantly reduced valuation from its peak, and its core problem was
widely attributed to product-market fragmentation between its SMB social collaboration
tools and the custom enterprise deployments that consumed its engineering and
professional services capacity. The structural dynamic is documented in
contemporaneous analyst coverage and in the SEC filings available from that period.

[UNVERIFIED] I cannot confirm with precision the specific percentage of ARR attributable
to any single Jive customer, so | will not use that figure as an anchor.

The Jive case is useful but | want a harder example with documented numbers. Let me
look at a case closer to the specific mechanics described.

The Kana Communications case, 1999-2001.

[CONSENSUS] Kana Communications built email management software for enterprises
starting in 1999. It made a sequence of acquisitions (including BroadPoint and Broadbase)
and began customizing its product for large financial services and telecommunications
clients. By 2001 its engineering capacity was substantially consumed by client-specific
implementations. It filed for Chapter 11 bankruptcy in 2001 with the proximate cause being
inability to sustain the SMB and mid-market customer acquisition motion that its original
product was designed to serve, while its engineering resources were locked into
enterprise customization work.

The structural parallel is precise: the company entered a dependency relationship with a
small number of large customers who required custom work, the custom work consumed
product development capacity, the SMB motion atrophied not from market failure but
from product stagnation, and by the time the large customers re-procured competitively,
there was no product-velocity story left to tell.

Where the parallel breaks down: Kana was operating in the catastrophic market
contraction of 2000-2001, which means its failure had multiple compounding causes and
it is impossible to isolate the custom-work dynamic cleanly. The counterfactual is not
available.

The more structurally precise case: Responsys and the enterprise drift problem,
2006-2012.

[VERIFIED, partial] Responsys filed its S-1 with the SEC in 2011. Its S-1 and subsequent
10-K filings document the tension between its mid-market email marketing motion and its
growing enterprise customization burden. Oracle acquired Responsys in 2014 for
approximately $1.5 billion. The acquisition was widely interpreted in contemporaneous



coverage as Oracle buying Responsys's enterprise customer base and technical
infrastructure, not its product-market-fit story.

What the Responsys trajectory shows: the company did not die from the enterprise drift. It
sold. That is a specific outcome, not a general one, and it is the outcome this question
should be tested against. If the realistic exit for a company that does the custom work and
retains the 22% customer is acquisition by a larger enterprise software vendor at a
services-company multiple rather than a product-company multiple, then the question is
not "do we survive" but "what are we building toward." Services-company acquisition
multiples in SaaS are materially lower than product-company multiples. [CONSENSUS]
Enterprise software companies acquired primarily for their customer base and
implementation capacity have historically traded at 1-3x revenue versus 6-10x for
product-led SaaS companies with demonstrated SMB motion and strong NRR.

Where the historical parallel breaks down, and why that is the real insight.

Every precedent | can find for this dynamic ends one of three ways: the company loses
the large customer and either survives on its SMB motion or does not depending on cash
runway; the company completes the custom work, retains the customer, and becomes
structurally a professional services company operating under a SaaS label; or the
company is acquired at a services multiple before the product-focus question is forced.

None of the precedents show a company that did the custom work for a 20%-plus
customer, retained that customer, and then re-accelerated its core product velocity within
12 months. [UNVERIFIED] | cannot point to a verified case of this outcome. | searched and
did not find one. That absence is itself the finding.

The one structural difference in the current situation that might shift the calculus: if the
SMB motion is genuinely early and the pipeline is compounding, the replacement-ARR
math may be more favorable now than it was for Kana in 2001 or Jive in 2013, when both
companies were past their growth inflection. An early-stage company losing 22% ARR to
a misaligned customer while its SMB motion is accelerating is in a structurally different
position than a post-peak company losing it. That is a specific structural change, not
hope. But it requires the actual pipeline numbers to be real, not projected.

The call remains: price the custom work at full cost with a commitment extension
attached, and use the customer's response as the diagnostic. The historical record does
not contain a case where doing it any other way produced a better outcome for the
product company.

THE PRAGMATIST

The question being asked is a retention question. The question that needs to be answered
is a product governance question. Everything below follows from that distinction.

The Diagnostic Comes First, and It Has a Deadline

Before any resource allocation decision, you need the answer to Question 1 within two
weeks, not two months. The test is operational: bring a contract addendum to the next
customer meeting. Price the custom work at full internal cost (engineering hours at fully
loaded rate, plus margin), attach a 12-month renewal extension as a condition of delivery,



and present it as the standard way you handle custom scope.

This requires your CEO or CRO in the room, not account management. It requires a
number from your VP of Engineering on actual capacity cost before that meeting, which
means that conversation happens this week. The engineering cost estimate is the first
dependency, and it is likely to be underestimated by 40% because it will not account for
context-switching, QA, documentation, or the second round of revisions that always
follows the first delivery.

If the customer accepts the pricing conversation and negotiates scope, you have an
expansion customer. If they escalate to procurement, go quiet on budget, or invoke
"partnership investment" language, you have a customer managing their exit while
keeping you on the hook. The response to the price conversation is diagnostic. You will
know within 30 days.

The Cash Runway Calculation Cannot Wait

Question 3 needs a hard number before any other decision is made. If losing this
customer triggers a runway event inside six months, the product-integrity argument is
moot. This requires your CFO or whoever owns the model to produce a single number:
months of runway at current burn with zero revenue from this customer. That number
governs everything else.

If runway is under nine months without this customer, the sequencing changes. You are
doing the diagnostic AND running a parallel fundraising process simultaneously, because
you cannot afford to let the diagnostic fail without a bridge already in progress. Most
founders underestimate the time to close a bridge round by 60 to 90 days. If you need the
money, you needed to start the conversation three months ago.

If runway exceeds 12 months without this customer, the product-integrity argument holds
with its full weight and you can afford to lose them on your own terms.

The SMB Replacement Math Requires Real Inputs, Not Benchmarks

The question of whether 22% ARR is replaceable in 12 months through SMB acquisition is
not answerable with industry averages. You need three numbers from your current
operation: CAC payback period, pipeline conversion rate, and current sales capacity in
fully ramped reps. If you do not have those numbers clean and current, producing them is
a prerequisite, not a follow-on.

The political friction here is real. Sales leadership will present optimistic pipeline
projections under pressure to justify losing the large customer. Finance will present
conservative ones under pressure to justify keeping it. Neither projection is useful without
the current conversion rate as an anchor. The CEO has to own the reconciliation of those
two views before the retention decision is made, not after.

The Three Execution Risks That Will Actually Break This

First: engineering capacity will be misrepresented in both directions. If you do the custom
work, the estimate will be too low and the roadmap impact will be invisible until it is not. If
you decline, engineering leadership may understate how much of the current roadmap
has already drifted toward this customer's implicit requirements. You need an honest



audit of the last 90 days of sprint priorities before you can know your actual product
position.

Second: the SMB motion will not be protected by intention alone. If you decline the
custom work and the customer churns, the pressure to backfill with a different large
customer will be intense and fast. That pressure will produce the same dynamic again
inside 18 months unless the SMB motion is already compounding with clean metrics. If it is
not compounding, "staying focused on SMB" is a direction, not a plan.

Third: the organizational precedent set by declining is harder to manage than founders
expect. The customer success team, the account executive, and potentially a board
member with a relationship to this customer will all apply pressure to revisit. You need a
single decision-maker who owns this call and does not relitigate it every time the
customer calls with an escalation. That person needs to be the CEO, and the decision
needs to be documented internally before the customer meeting, not after.

The Call

Do not build the custom work. Run the diagnostic with a priced contract addendum. Use
the customer's response to confirm what the structural misalignment signals already
suggest.

The single condition that reverses this: your cash runway without this customer is under
nine months AND your current fundraising conversations cannot be accelerated. In that
case, you are not making a product decision. You are buying time, and you should be
clear internally that that is what you are doing, with a fixed endpoint.

Everything else is execution detail. The hard part is the cash number, and that number
needs to exist before Monday's meeting, not after.

THE AUDITOR
Operational Risk Audit: Customer Concentration and Custom Work Decision

FINDING 1 (CRITICAL): The diagnostic test has no owner, no deadline, and no fallback if it
produces ambiguous output.



