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EBITDA Margins and Evolution

Enterprise software firms in Al and advanced analytics typically operate at a
loss in early stages, with EBITDA margins improving gradually as they scale. In
the sub-$10M revenue range, EBITDA (and cash flow) margins are often
massively negative — it's common for startups to burn multiple times their
revenue in expenses. (One survey found median free-cash-flow margin
around -175% at $2.5-10M ARR .) As revenue grows, losses shrink: by $50-100M
ARR, the median FCF margin improves to roughly —27%, nearing breakeven .
This trend implies EBITDA margins follow a similar trajectory from deeply
negative toward 0%. Only at substantial scale do EBITDA margins turn
positive for most companies. In fact, across public SaaS companies, the
median EBITDA margin only turned positive (~5-7%) in 2024 after years of
focus on growth over profits. Top-quartile performers achieve profitability
sooner — some reach positive EBITDA in the mid-growth stage (e.g. at
~$50M-$100M revenue) — whereas the average company might not see

positive EBITDA until much later.

Benchmarks by Scale: EBITDA margins typically improve at key revenue
milestones: For a ~$10M ARR startup, EBITDA might be -50% or worse (heavy
losses); by ~$50M, still negative (often in the -20% to -40% range); around
~$250M, many firms approach breakeven (~0%); and by $1B+ revenue,
mature companies can deliver healthy EBITDA margins (often 10-30%). For
example, the median public SaaS EBITDA margin was about +6% by Q3 2024,
while the best-in-class quartile (including mature firms) can exceed 20%
EBITDA margin. In summary, young Al/analytics companies incur substantial
EBITDA losses to fuel growth, but as they mature their margins improve
markedly — from highly negative in early years to double-digit positive

EBITDA for mature, efficient enterprises.



Gross Margins for Deep Tech Software

Despite heavy R&D and infrastructure needs, gross margins for enterprise Al
and analytics software are generally high. SaaS and software models benefit
from low incremental delivery costs, so gross margins tend to hover in the
70-80% range for typical companies . Notably, a benchmarking study found
the median gross margin stays around 70-80% regardless of company size —
early-stage startups and large firms alike enjoy this high gross profit
percentage. In other words, gross margin remains relatively constant as
startups grow , since cloud hosting and other COGS scale roughly in line with

revenue.

That said, there is some variance in “deep tech” sub-sectors depending on
business model: Companies with heavy services or hardware components
have lower gross margins. For example, Anduril, which sells Al-enabled
defense hardware, operates with ~40-45% gross margin — far higher than
legacy defense contractors (~8-10%) but well below pure software norms .
Similarly, Scale Al (data labeling platform) historically had gross margins only
on the order of 50-60%, due to a large human-services component . By
contrast, pure-play software platforms can achieve top-tier gross margins:
Databricks reports ~80-85% gross margin on its Al/analytics SaaS offerings,
and Palantir consistently posts ~80% gross margins in recent years . Generally,
Al software and analytics companies average ~70-80% gross margin, with
best-in-class approaching 80-90%, while those combining software with
substantial human or hardware costs may see gross margins in the 50%
range. Importantly, gross margins for a given company often increase
slightly from startup to maturity (e.g. as cloud infrastructure scales
efficiently), but the median stays high throughout growth . High gross profit
provides room to invest in R&D and customer acquisition even before net

profitability is achieved .



Time to Profitability (EBITDA & Net Income)

Profitability timelines in this sector tend to be long. Venture-backed Al and
analytics firms often operate at a net loss for 5-10+ years. It's not unusual for a
successful startup to take around 7-10 years to reach EBITDA-positive
territory (and even longer to reach GAAP net profit). In fact, the industry’s
focus on “growth over profit” meant many companies only recently shifted
toward profit focus. As evidence, the median SaaS company only broke even
on a net income basis in late 2024 (median net margin turned +2% by Q3

2024 after being negative for years) .

Individual cases illustrate the lengthy path to profit: Palantir (founded 2003)
did not record its first GAAP-profitable quarter until 2022-2023, roughly 17
years in. By 2023 Palantir finally reached a 9-16% GAAP net margin , after over
a decade of losses. Many peers are still in the red - for example, C3.ai (founded
2009) as of FY2023 had a net margin near -100% , and Snowflake (founded
2012) in CY2023 had about -36% GAAP net margin despite its rapid growth.

On average, positive EBITDA is typically achieved a few years before GAAP
net profitability. A broad rule of thumb: successful enterprise software
startups often need 5-7 years to hit EBITDA breakeven and perhaps 8-10
years (or more) to achieve positive net income. (Many never do until after
an |IPO.) Of course, outliers exist — some capital-efficient SaaS firms turn
profitable in under 5 years, while deep-tech companies with heavy R&D
(Palantir, etc.) might take well over a decade. The net profit margins for
mature firms can be very healthy once they get there. Established enterprise
software companies often see 20%+ net profit margins. For instance, Oracle's
net margin stands around 21-22% in recent years , and other large software
players routinely have 20-30% net margins. In our sector, we're only just

seeing the first wave of Al/analytics specialists reach sustained profitability, so



their mature net margins are emerging now (Palantir is ~16% in 2023 , and
others like Snowflake are targeting ~20%+ long-term). In summary, most
Al/analytics software companies turn EBITDA-positive after several years
(often ~7+ years in), and true net profitability often comes a couple of
years thereafter, with long-run net margins potentially in the 20% range for

the strongest players.

Operating Expense Benchmarks (OpEx Ratios
by Scale)

Operating expenses are extremely high relative to revenue in early-stage tech
companies, then gradually moderate as companies scale. We observe a clear

pattern in OpEx-to-revenue ratios at different revenue milestones:

e At ~$10M revenue (early stage): Companies typically spend well over
100% of revenue on operating costs — in other words, they are deeply
unprofitable. A representative $10M enterprise Al startup might allocate
about 68% of revenue to Sales & Marketing, 47% to R&D, and 29% to
G&A - totaling roughly 144% of revenue in OpEX . It's common to see
OpEx exceed revenue at this stage as the company invests aggressively
in growth (sales teams, product development) ahead of revenue,

resulting in operating losses.

e At $50M revenue (scaling stage): OpEx ratios begin to improve but
can still be near or above 100% of revenue. Benchmarks indicate that a
company around this size often spends on the order of 50-60% of
revenue on S&M, perhaps 30% on R&D, and 15-20% on G&A (totaling
~100% or slightly more). There is wide variability, but many $50M ARR

firms are approaching breakeven on an operating basis (OpEx ~=



revenue) if they have solid unit economics, while others still
intentionally overspend for growth. Notably, as companies find
product-market fit and scale, the mix of OpEx shifts toward S&M. (By
~$25M ARR, S&M often exceeds 50% of total OpEx, up from ~25% at <$1M
ARR )

At $250M revenue (late stage/pre-IPO): Operational efficiencies start
to show. Companies at this scale often have total OpEx on the order of
70-85% of revenue, meaning they may still run a small operating loss
or be near break-even. A plausible breakdown might be ~30-40% S&M,
20-25% R&D, ~10-15% G&A. For example, many IPO-bound SaaS firms in
the last decade had S&M near 48% of revenue at ~$100M scale and
would trend down further by a few hundred million in revenue. R&D
and G&A also tend to decline as a percentage of revenue as scale and
efficiency kick in. This is the stage where the “Rule of 40" balance
between growth and margin becomes attainable through OpEXx

discipline.

At ~$1B+ revenue (mature stage): Best-in-class companies have
operating expense well under 70% of revenue, allowing for strong
operating margins. A mature analytics software firm might spend
roughly 20-30% on S&M, ~15% on R&D, and ~10% on G&A
(approximately 45-55% total), leaving a healthy 25-35% operating profit.
For instance, Oracle — a much larger diversified software company — has
a ~29% operating margin, implying about 71% OpEx/revenue in total .
SaaS firms may never reach the ultra-lean overhead of old software
license models, but a well-run public SaaS company can certainly keep

total OpEx near 50-60% of revenue (as seen in some cloud leaders),



especially now that investors demand profitability.

In summary, OpEx-to-revenue ratios drop from well over 100% at startup to
around 50-70% at scale. Early on, Sales & Marketing is the largest expense
(and grows in proportion through mid-stage), while R&D is heavily
front-loaded (often 30-40%+ of revenue in early years, then falling to <20% at
scale) as products mature. G&A tends to stay the smallest slice, typically
~10-20% of revenue, even in early stages (though it can spike for young
companies with small revenue). By the $1B mark, the expense mix stabilizes
with S&M as the dominant spend, R&D moderate, and G&A relatively low.
This trajectory is evidenced by industry benchmarks and has been observed

across many Saas IPOs.

Case Study: Palantir Technologies

Palantir offers a concrete example of margin evolution. In its early years and
up through its 2020 IPO, Palantir incurred heavy losses while growing its data

analytics platform. Historical metrics:

e Gross Margin: Palantir's gross margin has been very high, climbing
from ~68% in 2019 to ~80% by 2021-2023 . This reflects a software-like
gross margin despite some custom engineering services in its offerings.
High gross profit provided Palantir the fuel to cover operating costs as it

scaled.

e EBITDA & Net Margins: Pre-IPO, Palantir's losses were severe. In 2019,
Palantir's EBITDA margin was about -106% (EBITDA loss of $1.16B on
$1.09B revenue) , and net income margin about -107% - essentially

spending over twice its revenue in costs. Even by the time of IPO (2020),



Palantir still had a GAAP net margin of -34% . However, the company
made steady progress toward profitability: by 2021 EBITDA margin was
-7%, and turned positive in 2022. As of 2023, Palantir achieved an
EBITDA margin of +11.9% and a GAAP net profit margin of +16.1% - a
remarkable turnaround to solid profitability. This roughly coincides with
Palantir’s first-ever annual net profit in 2022-2023, about 17 years after

its founding.

Operating Expenses: Palantir's OpEx as a percentage of revenue has
dramatically decreased over the past five years, illustrating scaling
efficiency. In 2019, Palantir spent $684M on Sales & Marketing (*63% of
revenue) , $561M on R&D (*51% of revenue) , and about $666M on
G&A (=61% of revenue) — a total operating spend around 175% of
revenue (hence the large losses). By 2023, those numbers were far more
modest relative to revenue: S&M was $888M (*31% of revenue), R&D
$508M (=18% of revenue), and G&A roughly $592M (x21% of revenue) —
total OpEx about 70% of revenue . This reduction in OpEx/revenue drove
the shift to profitability. Notably, Palantir deliberately curbed S&M and
G&A growth post-IPO (S&M fell from ~63% to ~31% of revenue in four
years) while continuing to grow revenue, allowing margins to improve.
R&D also fell significantly as a percent of sales (from ~51% to ~18%),
indicating improved efficiency and perhaps a plateau in core platform

development costs.

Profitability Evolution: In its early stage (pre-2020), Palantir prioritized
growth and product investment over profitability — running large
operating losses and negative cash flow. By the IPO in 2020, margins
had improved but were still negative (gross margin ~78%, but operating

margin around -25% and net margin -34% , on ~$11B revenue). In



recent years (2021-2024), Palantir has focused on cost discipline and
achieving profitability. The company reached adjusted operating
income positivity in 2021, and by 2022 it recorded its first GAAP
operating profit and net income. As of 2023, Palantir is solidly
profitable on a GAAP basis (net margin in mid-teens) and generating
free cash flow, while still growing ~20-30% YoY . This inflection from
heavy losses to positive margins underscores how an enterprise
software firm can leverage scale to reach profitability long-term.
Palantir's current margins (80% gross, 12% EBITDA, 16% net) now
resemble those of a mature software company, whereas five years ago it

was an example of a cash-burning “growth at all cost” startup.

Industry Comparisons and Benchmarks

To put Palantir's metrics in context, it's useful to compare a spectrum of
companies in the Al, analytics, and data software arena. Below we contrast
Palantir with several peers - C3.ai, Anduril, Snowflake, Scale Al and
Databricks - highlighting norms versus outliers in performance (all figures

USD, recent as of 2023-2024):

e Palantir (PLTR): Gross Margin ~80% ; EBITDA margin ~12%; Net
margin ~16% . Palantir is now profitable, with margins in the upper-tier
for its industry. It took ~17 years to reach this point, demonstrating a
long path to profitability. Palantir's gross margin (~80%) is typical for
software, and its recent net margin (~16%) is best-in-class among Al
peers (most of whom are still negative). Palantir’'s heavy government
and commercial analytics business shows that high gross profits and

controlled OpEx can yield solid earnings in a once-unprofitable



deep-tech firm.

C3.ai (Al): Gross Margin ~65-70% (CAAP) ; Net margin ~-100% as of
FY2023 . C3.ai provides enterprise Al software but has struggled to grow
into its cost base. Its gross margins are decent (in the 65-75% range,
reflecting a mix of software and services), but operating expenses far
exceed revenue. After its 2020 IPO, C3's losses deepened — net margin
went from about -30% in 2021 to around **~76% to -101% during
2022-2023] . This makes C3 an outlier on the low end of profitability: it
underscores that not all Al software companies have converged on the
‘efficient growth” model yet. C3's challenge is to reign in costs; investors
have pressured it to improve its EBITDA margin, but as of 2024 it

remains a high-loss outlier among peers.

Anduril: Gross Margin ~40-45% ; Net margin negative (heavy R&D
spend). Anduril is a private defense-tech company blending Al software
with hardware (drones, sensors). Its ~40% gross margin is far below pure
software firms, due to hardware COGS, but notably higher than
traditional defense contractors’ single-digit margins . Anduril reinvests
massively in R&D - reportedly 100%+ of revenue is spent on R&D
annually in its early years — meaning it intentionally forgoes profits to
develop products. The company is scaling rapidly (projecting ~$1B
revenue in 2024) and aims for long-term margins around 40-50% gross
and perhaps mid-teens net, but government norms may cap
acceptable profit (the Pentagon views ~15% net margin as “reasonable”
for contractors) . For now, Anduril is an outlier with lower gross margin
and ongoing losses, given its hardware-centric model and aggressive

growth investments.
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e Snowflake (SNOW): **Gross Margin ~66-70% ; Net margin ~-36%
(GAAP) ; Free cash flow margin ~25% (positive). Snowflake, a cloud
data platform, is a high-growth public company that has shifted toward
efficiency. Its gross margins (~65% GAAP, mid-70s% on product gross
margin ) are a bit lower than pure software due to significant cloud
infrastructure costs (Snowflake must pay AWS/Azure for usage).
Snowflake still shows GAAP net losses (-30 to -40% range historically ),
but importantly it's operating cash-flow positive. In FY2023,
Snowflake's non-GAAP operating margin turned positive and it
reported free cash flow margins around 21-25% , thanks to efficient
sales and high customer prepayments. Snowflake thus exemplifies a
norm among top-tier SaaS: high gross margin, post-IPO focus on
profitability, and rapid improvement in cash flow. It's not net-profitable
on GCAAP yet due to heavy stock-based compensation, but it's
considered a leader in balancing growth and profitability (it consistently
scores well on the “Rule of 40" with ~65% growth and ~20% FCF
margin). In industry terms, Snowflake is best-in-class on growth and
now improving margins, whereas Palantir is best-in-class on achieved

profitability.

e Scale Al: Gross Margin ~50-55% (estimated) ; Net margin deeply
negative. Scale is a private company specializing in Al data labeling and
model validation services. Its gross margin is significantly lower than a
typical software company — on the order of ~50%, recently falling below
50% as it scaled . The reason is the “human in the loop” aspect: Scale's
revenue historically came from marking up the cost of human
annotators, yielding only ~50-60% gross profit . The company has been
investing in automation to boost this metric. Still, compared to pure Al

software firms, Scale Al's gross margin is an outlier on the low side
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(reflecting its services DNA). On profitability, Scale remains unprofitable
(as of 2023 it missed profit targets ). Reports indicate it nearly
qguadrupled revenue but still had negative net income, with gross
margin ~51% falling short of expectations . In summary, Scale Al
highlights the norm that services-heavy tech firms have lower gross
margins and often struggle to reach profit without shifting to more

software automation.

Databricks: Gross Margin ~80-85% ; EBITDA/Op Margin ~-15% (est.);
near breakeven FCF. Databricks is a leading big-data/Al platform
(privately held, valued ~$43B-$62B) that shows both high efficiency and
high growth. Its gross margins are among the highest in the industry
(~80%+) , since Databricks sells cloud software while customers bear
much of the underlying compute cost (an advantage over Snowflake's
model). Databricks is still in investment mode — in 2024 it was burning
money with an operating loss around $400M on ~$2.6B revenue,
roughly a -15% operating margin . However, the company has steadily
improved margins, it expects to be free-cash-flow positive by late
2024 . In comparisons, Snowflake was said to be ~20 percentage points
ahead on operating margin vs. Databricks , but Databricks’ growth
(50-60% YoY) far exceeds Snowflake's. Norm-wise, Databricks
exemplifies a fast-growing late-stage company with exceptional gross
margin and narrowing losses — essentially on a path to emulate the
profitability of peers like Snowflake once growth moderates. Its
Rule-of-40 is strong (growth 57% + a projected small positive margin
gives ~41) . Databricks is arguably best-in-class in gross margin and
growth efficiency, though it remains slightly less profitable (for now)

than the very leanest public Saas firms.

12



Norms vs. Outliers: In general, the norm for enterprise Al/analytics
companies is ~70-80% gross margins and operating losses in early years
(often large negatives, e.g. 20% to -100% net margins) that trend toward
breakeven by late stage. It is normal for a high-growth Al software business
to be unprofitable up through $100M-$200M revenue. What varies is how
quickly they improve. Companies like Snowflake and Databricks, driven by
SaaS economics and pressure from markets, have moved toward profitability
relatively quickly (achieving positive cash flow by the time they approach $1B
revenue). Palantir and C3.ai represent those that took longer or are still
working on it — Palantir spent many years with huge losses but has now
flipped to solid profits, while C3.ai remains an outlier with unusually high

losses for its size (likely due to slower growth and high spend).
In terms of best-in-class metrics, we see a few dimensions:

e Gross Margin: Databricks (~80-85%) and Palantir (~80%) are at the high
end, indicating highly scalable software models . Scale Al and Anduril,

with 50% or below, are low end outliers.

e EBITDA/Net Margins: Palantir's +16% net is currently top-tier among its
peer group (mMost others are still negative). Many peers aim to get to
~20%+ net in the long run; none of the high-growth public players
(SNOW, etc.) are there yet in GAAP terms, though Snowflake’s positive
FCF and Databricks’ improving economics show momentum. Oracle’s
~22% net margin is a proxy for the long-term potential in this sector - a

benchmark mature profit level.
e OPpEx Ratios: A best-in-class mature company might spend ~50% of

revenue on OpEx (e.g. Snowflake's current OpEx is ~60% of revenue

non-GAAP, moving downward, and Databricks is similar but a bit

13



higher) . In contrast, companies like C3 at one point spent well over
100% of revenue on OpEx (an outlier in inefficiency). The norm by late
stage is to have S&M <35% of revenue, R&D ~15%, G&A <10%, which

separates the profitable from the unprofitable.

In conclusion, enterprise Al and analytics software companies have
convergent economics: high gross margins around 70-80% are standard,
and with scale, the best companies reach healthy EBITDA and net
margins. The past five years (2020-2024) showed a broad shift from “growth
at all costs” to “profitable growth,” with median profitability improving across
the sector . Palantir's journey from deep losses to profits, Snowflake's rapid
FCF ramp-up, and Databricks' stellar growth with improving margins all
exemplify this trend. Still, there are outliers — some, like C3.ai, lag behind on
profits, while others like Anduril and Scale have fundamentally different
margin profiles due to their business models. Going forward, we expect more
companies in this space to follow the benchmarks of the leaders: sustaining
~75% gross margins, scaling to 20%+ EBITDA margins at maturity, and
balancing growth and efficiency to hit the coveted top-quartile metrics (e.g.

Rule of 40) that investors reward.
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Resources

e https://investor.oracle.com/investor-news/news-details/2024/Oracle-Ann

ounces-Fiscal-2024-Fourth-Quarter-and-Fiscal-Full-Year-Financial-Resul

ts/default.aspx

e https:/Mww.snowflake.com/en/news/press-releases/snowflake-reports-fi

nancial-results-for-the-third-quarter-of-fiscal-2023/

e https:;//finmark.com/metrics-benchmark-report-2022

e https://aventis-advisors.com/saas-valuation-multiples/

e https://sacra.com/c/anduril/

e https://fresearch.contrary.com/company/scale

e https://sacra-pdfs.s3.us-east-2.amazonaws.com/databricks.pdf

e https:///uk.marketscreener.com/guote/stock/PALANTIR-TECHNOLOGIES-
INC-113108869/finances-income-statement/

e https:;//Wwww.macrotrends.net/stocks/charts/SNOW/snowflake/profit-mar

2025-budget-across-opex-categories/
e https:/medium.com/parsa-vc/operating-expense-benchmarks-for-saas-

startups-e49697abf3ed
e https:/Mmww.theinformation.com/articles/scale-ais-sales-nearly-quadrupl

ed-in-first-half

o https:/Mwww.wing.yc/content/comparing-the-financials-of-databricks-an

d-snowflake
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