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Rebuilding the books: How Al-native platforms are transforming
finance for small business

The opinions expressed in this blog are solely the author’s and do not reflect the views of
PayPal.

By Rachel Zabronsky and Charlotte Driscoll

We believe that we are at the beginning of a wave of innovation aimed at better serving the
financial and operational needs of small businesses? (SBs) around the world. Historically, these
businesses have juggled numerous spreadsheets and clunky, disconnected systems, but that is
rapidly changing thanks to new applications of the latest Al models. Financial tasks, particularly
those directly connected to a business'core financial data and workflows, can now be
accomplished more efficiently and accurately using artificial intelligence. The small business
sector, which has historically been geographically and vertically fragmented, and slow to adopt
new technology, is buzzing with startup innovation.

At PayPal Ventures, we think a lot about small businesses and what kinds of tools can make
their lives easier. We believe that the platforms best positioned to win in the small business
financial operations segment are Al-native vertical solutions, powered by horizontal
infrastructure players. These vertical startups often focus on solving problems at the root of a
business’ complexity (e.g., accounting, AP/AR, reconciliation) before expanding into other parts
of their financial operations. Within this value chain, we see horizontal players selling their
point solutions into the vertical platforms that own the relationship with the small business.
Meanwhile, standalone horizontal solutions become relevant as we move up to “medium-
sized” businesses with dedicated finance staffs and mature existing tech stacks.

"1n this context, we define “small businesses” as non-venture-backed companies where the
owner/operator is responsible for financial operations. Relative to solopreneurs and micro-business,
the needs of small businesses are complex enough to require proper tooling (e.g., AP/AR, accounting,
spend management, payroll). However, these companies lack the resources of a full CFO office
(including accountants and controllers) that their medium-sized competitors often enjoy.



External

Small businesses represent a massive and underserved portion of the global economy

SBs account for the majority of businesses worldwide and drive a disproportionate share of
employment and innovation:

¢ In the United States, SBs employ nearly half of the private workforce and contribute
approximately 44% of U.S. GDP (SBA, 2024).

e Worldwide, small businesses account for 90% of businesses and 50% of formal
employment (World Bank).

Despite the size of the opportunity, we believe the segment is currently underserved with
regards to technology tools, specifically software, that can improve productivity and
operational efficiency. As of today, small businesses are only about half as productive per
employee as larger businesses, and even less so in emerging economies (McKinsey). An
actionable part of this gap can be attributed to slow tech adoption: a recent Federal Reserve
survey showed that only 34% of US-based small businesses currently accept digital or mobile

payments (CB Insights).

A survey of the landscape highlights a white space to cater specifically to small businesses’
financial needs:

e Incumbent small business tech providers, such as Intuit QuickBooks and Xero, offer

widely adopted freemium horizontal accounting solutions. However, many users cite
challenges with categorization, error-prone reconciliations, lack of automation, and
clunky interfaces. Despite significant adoption, these players are not adapted to specific
vertical workflows and offer limited Al-driven functionality to save their customers from
repetitive manual work.

e Enterprise-grade solutions such as SAP Concur, Coupa, and Oracle NetSuite are designed
for businesses that have dedicated finance and IT teams. They require lengthy
implementations and training, offering more features than a small business needs, with

pricing that doesn’t scale down.

e Solutions aimed at venture-backed startups assume a higher level of expertise,
customization, and spending appetite than what is suitable for an owner / operator-led
small business. For example, Brex, a multi-billion dollar spend management fintech,
focuses explicitly on “startups, mid-sized companies, and enterprise.” However, Brex
explicitly does not serve unincorporated businesses or those that require cash deposit
or ATM withdrawals, making them a suboptimal fit for many small businesses.

Small businesses can be tough customers. The operating environment, and therefore software
needs, of SBs is highly heterogeneous by both vertical and geography. They need tools that are
easy to adopt, require minimal configuration, integrate seamlessly with existing workflows, and
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https://nam11.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.sba.gov%2Fadvocacy%2Fsmall-business-facts-and-infographics&data=05%7C02%7Cchdriscoll%40paypal.com%7C090cc4b0634c4ca6105108dda2f5144e%7Cfb00791460204374977e21bac5f3f4c8%7C0%7C0%7C638845897127910960%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C80000%7C%7C%7C&sdata=x4VUDeEEREPQ7IC6%2F5%2Fe%2Fj2gcTCNFhWLAne0bkK4A8I%3D&reserved=0
https://www.worldbank.org/en/topic/smefinance#:~:text=Overview,and%20initially%20run%20their%20enterprises.
https://www.mckinsey.com/mgi/our-research/a-microscope-on-small-businesses-spotting-opportunities-to-boost-productivity
https://www.cbinsights.com/research/smb-fintech-market-map/#:~:text=But%20in%20a%20Federal%20Reserve,stepping%20up%20to%20the%20plate.
https://quickbooks.intuit.com/oa/get-quickbooks/?cid=ppc_G_e_US_.QBO_US_GGL_Brand_Core_Search_Desktop_WP._intuit%20quickbooks_txt&agid=58700008192086824&infinity=ict2~net~gaw~ar~751100589781~kw~intuit%20quickbooks~mt~e~cmp~QBO_US_GGL_Brand_Core_Search_Desktop_WP~ag~Core&gad_source=1&gad_campaignid=19118505593&gbraid=0AAAAAD1w8J8iC6ASytk7Ah6s7gZpDTFsU&gclid=Cj0KCQjwgIXCBhDBARIsAELC9ZgPhAUouZKFNQQKOtHPYXOwC4DWHgS0KehpzxRGhNkehd9laRDdZXAaAoKDEALw_wcB&gclsrc=aw.ds
https://www.xero.com/us/try-now/accounting/accounting-software-leader/?utm_source=GOOGLE&utm_medium=cpc&utm_campaign=US+-+NB+-+LF+-+SMB+-+Accounting+-+Accounting&utm_content=Accounting+Xero+Vs&utm_term=sage+xero&ds_kid=43700081522266997&gclsrc=aw.ds&gad_source=1&gad_campaignid=21398247503&gbraid=0AAAAAD0EBI2avo_ojS3rhRunYWSgqm1VV&gclid=Cj0KCQjwgIXCBhDBARIsAELC9ZjfB3W00M-Am97n_3Hi3pH_S5nzZ2CGbPdMXF5UeLUm9ZVz2mpjKrIaAtSOEALw_wcB
https://www.concur.com/?&cookie_preferences=complete
https://www.coupa.com/
https://www.netsuite.com/portal/home.shtml
https://www.brex.com/solutions/startups
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solve for vertical-specific nuances. They demand a user experience that is as intuitive and
enjoyable to use as leading consumer software, paired with the richness of enterprise solutions
that handle the full complexity of their end-to-end operations.

Al can make manual financial workflows obsolete by unifying and analyzing disparate data
sources

Zooming out, Al startups have attracted a wave of venture capital funding. Tens of billions of
dollars have flowed into Al deals on a quarterly basis for the last several years, and investment
has been increasing in the last six months (EY).

These investments are beginning to drive results. Where older Al models were best suited to
language-based tasks, newer models and applications can now reliably and accurately
automate data-oriented tasks, unlocking opportunities to streamline quantitative processes as
well as qualitative ones.

Managing financial information is an incredibly resource-intensive process in general. This
burden is especially acute for small businesses whose budgets and time are highly constrained.
But with Al, companies can unify disparate data sources into a single view. Instead of manually
importing data from each provider every month, these tools can pull data across invoices, card
transactions, bank statements, payroll, external vendors, and more into a single ledger with
real-time reconciliation and expense categorization, automated reporting, and query-able
financial records.

We'’ve already seen a substantial amount of capital flow into the space. Investors have
concentrated small and medium business fintech funding on core infrastructure solutions:
embedded payments, spend management, and cross border payments have raised 77% of
funding across the sector since 2020 (CB Insights). In this vein, we believe the startups that
successfully solve the accounting and AP/AR needs of small businesses will be able to expand
the products they offer across the rest of SBs’ financial workflows.

Longer term, these agentic Al tools could empower a solo CFO to spend their time on turning
insights into actions, while the Al-enabled software handles what was previously hours of
recurring reporting, modeling, and budgeting work. For example, Cashboard aspires to
automate away all manual execution jobs within small businesses’ finance functions,
empowering employees to focus solely on higher-value decision making.


https://www.ey.com/en_us/insights/growth/venture-capital-investment-trends
https://cashboard.co/
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Emerging themes in Al-powered financial tooling for small business

We believe that small businesses will continue to gravitate towards providers that understand
their unique needs. Startups must build trust with these customers by offering specialized
features relevant to their industry and use case.

1. Vertical platforms are leading the way by embedding financial tooling within industry-
specific workflows, often using spend management as the first step.

This functionality provides an entry point for platforms to become the default system of record
over time. For example, in the construction industry, transactions require proactive review and
coding before they can appear in a bank statement; invoices to subcontractors need to be
validated before payments are disbursed based on the percentage of work completed. In
healthcare, companies must reconcile complex patient billing and insurance reimbursement
data (al16z). In brick-and-mortar operations, such as restaurants, small businesses need the
capabilities to account for the small yet meaningful share of cash transactions alongside their
card payments.

Vertical solutions have thrived in the small business sector, building trust with customers by
solving the financial complexity at the root of sellers’ operations. Some exciting companies in
the space include Housecall Pro (home services), Vergo (construction), Heard (therapy
practices), and Pideaky (corner stores, Mexico-based), just to name a few.

Vertical financial operations software for small business
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2. Horizontal solutions are increasingly acting as infrastructure providers that sell their toolkit
into verticalized platforms that own the relationship with the small businesses.

We see this trend toward embedded payments and financial services across the broader
startup ecosystem. For example, we invested in Gynger, which provides an AR/AP platform with
embedded financing. We expect a similar market structure to evolve for small business financial
operations, where horizontal providers sell through vertical platforms. For example, Tight has


https://a16z.com/newsletter/the-rise-of-vertical-ai-in-accounting/
https://www.housecallpro.com/
https://www.getvergo.com/
https://www.joinheard.com/
https://pideaky.com/
https://www.paypal.vc/news/news-details/2024/Our-Investment-in-Gynger/default.aspx
https://www.tight.com/case-study/housecall-pro
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powered accounting solutions for 1.2M small businesses to date, selling through platforms such
as Housecall Pro; and Layer provides vertical SaaS platforms with embedded bookkeeping and

Al-enabled customer support.

Horizontal solutions embedding into vertical software
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3. While the broad trend favors vertical platforms and embedded horizontal infrastructure,
there are horizontal players with impressive traction building directly for more complex and
well-resourced “medium-sized” businesses.

These players often succeed by offering a simple, consolidated product that appeals to
businesses with dedicated finance teams and a more mature existing suite of software tools.
For example, Found is an all-in-one banking and accounting solution targeted at small business.
Their vision is to build Al-powered “self-driving books” to help businesses maintain their
records without hiring accountants.

Horizontal startups building directly for medium sized business
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https://www.housecallpro.com/
https://www.layerfi.com/
https://found.com/
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Concluding thoughts

Small businesses are long overdue for intelligent, industry-aware financial software. For too
long, they’ve had to choose between overbuilt enterprise tools versus underpowered generalist
solutions. Now, that tradeoff is finally disappearing. At PayPal Ventures we believe that
verticalized financial solutions and the horizontal infrastructure providers that sell into them
ultimately will prevail in the small business sector. We expect the long-term winners in the
space to be those that deeply understand a small business’ operating environment and provide
a one-stop-shop solution (either directly or via white-labeled horizontals) that intelligently
automate the entire financial workflow. In line with this vision, PayPal is committed to making
it easier for small businesses to operate and scale by providing integrated, intuitive solutions
that meet them where they are.

We’re actively looking to back founders building in this space. If any of this resonates with you,
please reach out!


https://www.paypal.com/us/business/small-business

