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Executive Summary — Q12026 Outlook

Market
Momentum

Al software M&A remains highly elevated as strategic buyers accelerate
capability acquisition entering 2026.

Multiple $1B+ announcements have already shaped Q1, led by IBM and
ServiceNow consolidating data and security stacks.

Bid-ask spreads continue to narrow, facilitating faster deal closures
across the technology landscape.

Valuation
Landscape

A sharp bifurcation persists based on asset category and strategic
scarcity.

Foundational data, model IP, and infrastructure assets command
significant premiums (12-20x EV/Rev).

Applied Al and vertical applications are normalizing toward standard
SaaS benchmarks (3-6x EV/Rev) as buyers demand proven ROI.
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Hot
Sectors

Deal activity is concentrated in critical infrastructure layers that enable
enterprise Al deployment at scale:

Cybersecurity & Observability: Platforms securing and monitoring Al
workloads.

Data Platforms: Streaming and governance tools as the Al backbone.

Billing/Monetization: Infrastructure supporting usage-based Al models.

2026
Setup

Megadeals (> $1B) will continue to drive headline value, but volume will be
supported by a long tail of capability tuck-ins.

Integration velocity and tangible ROI proof points are becoming decisive
factors in deal pricing and success.

Regulatory scrutiny on Al safety and data rights will increasingly influence
deal structures.
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Market Snapshot: Run-Rate into Q12026

Major Q12026 Deal Annhouncements

Geographic Deal Volume & Valuation Multiples

Mega-deals accelerating: IBM acquires Confluent

80 20 ($12.65B), ServiceNow buys Armis ($7.75B), Marvell
20 18 takes Celestial Al ($5.96B), and Palo Alto Networks
16 secures Chronosphere ($3.35B).
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Deal Activity Trends — Q12026

Four primary themes define the current M&A landscape, driven by the need for integrated

Al stacks and infrastructure resilience.
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Platform Consolidation Al Ops Backbone

Strategic buyers are
aggressively unifying siloed
security and data tools. High

demand for end-to-end
platforms that reduce vendor

Observability and model
evaluation tooling have
become critical. Acquiring the
"nervous system" for Al
operations is essential for
sprawl and simplify Al
governance.

deployment confidence and
reliability.

MARKET CONTEXT .
environment.

a

Monetization
Infrastructure

Shift to usage-based Al
models drives M&A in complex
billing and metering
infrastructure. Companies
need robust back-end systems
to capture Al value.
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Compute Adjacency

Ongoing pursuit of
infrastructure and compute
optimization. Software players
are acquiring adjacency assets
to secure power efficiency and
specialized processing.

Deal execution pace is notably supported by narrower bid-ask spreads and improving close rates, signaling a maturing market



Geographic Distribution — Entering Q12026 WINDSOR DRAKE

North America continues to dominate the Al M&A landscape, accounting for

approximately 65% of global deal value. The region leads in mega-deal

activity, driven by platform consolidation from strategic giants. Cross-border

transactions require heightened regulatory diligence as data sovereignty laws North America:

fragment globally. ~65%

Mega-Deal Hub Share
Home to Q1's largest transactions including IBM, ServiceNow, Palo

Alto Networks, and Stripe. Activity concentrated in foundational
models, cybersecurity platforms, and core infrastructure software.

Oﬁ.vg. Waluation Multiple {x) .D&El Value Share

Europe: Compliance ~22% Share
& Enterprise Apps

£ .. . Active deal flow in data privacy, governance tooling, and vertical
e : enterprise applications. Regulatory frameworks (Al Act) driving
demand for compliance-native solutions.
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APAC: Industrial Al ~13% Share
& Chipsets

Deal activity concentrated in semiconductor supply chain

adjacencies and industrial automation. Manufacturing hubs
driving adoption of applied Al for operational efficiency.

Morth America Europe APAC Rest of World



Deal Size Segmentation: Q12026 Bifurcation

Deal Value Concentration vs. Volume (Q12026 Forecast)
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Market Segmentation Analysis

Mega-Deals (>$1B)

Value concentration in platform consolidation. Strategics securing
core data/infra assets.

IBM -. Confluent ($12.65B)
ServiceNow - Armis ($7.75B)

Mid-Market ($200M - $1B)

Capability acquisition driving functional expansion in observability
& cyber.

Palo Alto Networks —. Chronosphere ($3.35B)
Marvell - Celestial Al ($5.96B)

Tuck-ins (<$200M)

"Time-to-capability" plays for specialized Al logic and talent.



Al Subsector Analysis WINDSOR DRAKE

I Key investment themes and valuation dynamics across the Al stack for Q12026
| 4 Generative Al /LLMs | = Data Platforms & MLOps
| # AllInfrastructure & Chipsets | B Enterprise Al Applications

| © Al Cybersecurity



Generative Al & LLMs: Q12026 Outlook WINDSOR DRAKE

Focus shifts from core models to evaluation, safety, and enterprise orchestration as buyers prioritize production
readiness and private data alignment.

Valuation Multiples by AI Subsector Q12026 Focus Areas

Critical demand for "guardrails" tooling. OpenAl - Statsig
($1.1B) deal signals massive premium for experimentation

Data & MLOps Infra and rigorous model eval.

Orchestration & Workflow

Al Cybersecurity Enterprise buyers seek seamless model integration.

Neptune Labs ($400M) acquisition highlights value
of metadata tracking and MLOps glue.
Enterprise Al Apps

Valuation Premium Drivers

Foundational assets with proprietary data/IP
command 12-20x EV/Revenue. Scarcity of top-tier
Al engineering teams drives acqui-hire premiums.

Legacy Saas
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Data Platforms & MLOps: The Al Backbone

Valuations normalize at 6-10x EV/Revenue, with significant premiums for data governance, lineage capabilities, and
deep enterprise embedding as streaming becomes critical infrastructure.

12 - Key Drivers & Activity

10 Mega-Deal Validation

IBM's $12.65B acquisition of Confluent confirms data
streaming as the essential nervous system for real-time
Al applications.

Observability & Monitoring

Consolidation accelerates as LogicMonitor acquires
Catchpoint, creating unified stacks for hybrid
observability critical for Al model performance.
Valuation Premiums

Assets with proven data lineage and governance
capabilities command top-tier multiples (8-10x+) vs
commoditized storage layers.

Data Streaming MLOps/Observability Standard Data Lake Data Governance

EV / Revenue Multiple (x)
=4 (53] [£=]

=]

=]

B Standard Data Platform B Premium (Governance/Lineage)



Al Infrastructure & Chipsets: The Hardware-Software Symbiosis WINDSOR DRAKE

Infrastructure M&A is shifting from pure capacity expansion to technical enablers. Strategic acquisitions in packaging and
photonics are now critical prerequisites for unlocking the next generation of software performance and unit economics.

STRATEGIC VERTICALIZATION

1@ Q12026 Deal Highlight @ Hardware Constraints Solved £ Software Layer Tailwind
Marvell acquires Celestial Al g Advanced Packaging g Capacity at Scale
Enables "System-in-Package" E - -
112 . ; . . nables training of trillion-parameter
$5 96 B|"|on integration, reducing distance between :
° . models that were previously power-
logic and memory. -
prohibitive.
Al Photonics & Interconnects

-> 4 Inference Efficiency =

Optical interconnects reduce power
consumption by >40% vs traditional
copper SerDes.

& Reduced Latency

Faster token generation for real-time
agentic Al and consumer applications.

Strategic Rationale:
Acquiring the "Photonic Fabric" to bypass The Memory Wall $ Improved Economics

copper interconnect limitations. Moves data Breaks the bandwidth bottleneck Lower infergnce cost (COGS) improves
movement from electrons to light, solving the allowing GPUs to utilize full compute gross margins for Saa$S application

I/O bottleneck. potential. layers.

MARKET OUTLOOK Strategic verticalization is intensifying. Hyperscalers and chip designers are aggressively acquiring "physical layer" assets (power, cooling,

photonics) to secure the supply chain for the Al software ecosystem.
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Enterprise Al Applications: Market Outlook

1. Valuation Normalization Key Strategic Drivers Q12026

EV/Revenue multiples for applied Al applications have
compressed to 3-6x range as public markets and acquirers
demand demonstrated paths to profitability over
speculative growth.

2. Benchmark Transaction

Adobe's $1.99B acquisition of Semrush (Nov 2025) exemplifies
the trend: strategic consolidation of Al-native marketing
workflows at rational valuations (~4.0x EV/Revenue).

3. Vertical Al Focus

Industrial and regulated sector solutions are
commanding premiums where they offer embedded,
ROIl-verified use cases with deep workflow integration.

Proven ROl Requirement

Buyers are prioritizing solutions with quantifiable efficiency
gains (20%+ cost reduction) and established customer value
metrics.

Workflow Integration

"Embedded" solutions that replace manual processes in core
business functions are outperforming standalone "copilot" add-
ons.

Sustainable Economics

Scrutiny on inference costs and gross margins; efficient model
architectures preferred over high-burn foundation model
dependencies.

Consolidation Wave

Platform incumbents (Salesforce, Adobe, ServiceNow) actively
acquiring best-of-breed vertical Al apps to defend moat.
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Al-Powered Cybersecurity: Platform Convergence

Q4 2025 - Q12026 Strategic Cyber Deal Values ($B Platform Breadth Plays

ServiceNow - Armis ($7.75B) and
PANW -, Chronosphere ($3.35B) signal massive
consolidation across identity, data fabric, and

$7.75B .
runtime telemetry layers.

ServiceNow — Armis

ANW _ Ch h 3.35B . .
ronesphere $ Security-Privacy Convergence
Q4 deals like Veeam - Securiti and
Veeam _. Securiti $1.73B Varonis - SlashNext highlight the merging of data
security posture management (DSPM) with Al-threat
defense.
Zscaler _. Red Canary . $0.68B
Strategic Rationale
Axon - Carbyne . $0.638 Acquirers prioritize unified platforms capable of

securing Al workflows end-to-end, validating
premiums for integrated telemetry at scale.



Valuation Dynamics WINDSOR DRAKE

Bifurcation persists in Q1 2026: foundational data, model IP, and scale telemetry assets receive significant
premiums, while applied Al aligns with SaaS benchmarks. Valuation multiples remain highly sensitive to
efficiency metrics.

PREMIUM ASSETS SAAS ALIGNMENT
PREMIUM MULTIPLES SAAS BENCHMARKS

e Foundational Data & Proprietary IP * Applied Al Applications

e Scale Telemetry & Observability * Vertical Point Solutions

e Model Infrastructure & Governance e Copilot / Wrapper Architectures

"Scarcity value drives outliers above sector medians." "Valued on execution, efficiency, and Rule of 40."
NET REVENUE RETENTION (NRR) GROSS MARGIN & COMPUTE COGS EVIDENCE OF ROI
High sensitivity to expansion revenue. Top-quartile Investors scrutinizing inference costs. Software-like Shift from "growth at all costs" to "proven value." Clear
assets demonstrating >120% NRR command significant gross margins (70%+) differentiate scalable platforms demonstration of customer ROI and payback periods is

valuation premiums over median performers. from service-heavy or compute-intensive models. prerequisite for premium exits.



Revenue Multiple Spectrum by Subsector WINDSORDRAKE

Valuation bifurcation persists with foundational assets commanding significant premiums
over applied Al and legacy applications.

EV / Revenue Multiple Ranges (Q1 2026)
& Premium Valuation Drivers

Assets with proprietary data rights, deep

evaluation/observability stacks, and proven
LLMs _ 12x - 20x enterprise embedding command the highest

multiples.

£ Infrastructure Bifurcation

~

Data/MLOps

Foundational models and critical MLOps

, infrastructure (6-20x) continue to decouple from
Cybersecurity . ox - 8x application-layer software (3-6x).

Enterprise Al Apps 3x - 6x © Security Premium

Cybersecurity maintains resilience (5-8x) as the
Ox 5x 10x 15x 20K 29x critical enabler for enterprise Al adoption, with
platform plays valued higher than point solutions.



Valuation Drivers: Premium vs. Discount Factors WINDSOR DRAKE

In Q1 2026, valuation divergence is driven by defensibility and efficiency metrics. Companies demonstrating Al-native
advantages command significant premiums over undifferentiated peers.

~2  Premium Valuation Drivers v Valuation Discount Factors

v Proprietary Data & IP A High Compute COGS
Exclusive datasets and patented algorithms that create defensible moats against Structural margin compression due to inefficient model serving or reliance on third-party
commoditized foundation models. APIs.
v Inference Efficiency A Undifferentiated Models
Demonstrated architectural advantages that lower compute costs and improve margins at Heavy reliance on open-source or wrapper architectures with minimal proprietary value add.
scale.
A Unclear Data Provenance
v Net Retention Rate >120% Legal risks associated with training data sources, copyright infringement, or lack of consent.
Evidence of product stickiness and expansion within enterprise accounts, signaling high
customer value. A Services-Heavy Revenue (>50%)
Lower quality revenue mix dependent on human capital scaling rather than software
v Regulated Market Access leverage.

Compliance-ready platforms (FedRAMP, HIPAA) with access to high-barrier sectors.

A Customer Concentration (>20%)

v Telemetry Scale High revenue dependency on a single client or small group, increasing churn risk profile.
Massive real-time data ingestion capabilities for training superior defensive Al models.




Notable Q1 2026 Transactions WINDSOR DRAKE

Mega-Deals & Mid-Market Capability Acquisitions Shaping the Quarter

Strategic Fit

Acquisitions targeting key capabilities in
Al infrastructure and data platforms.

4 Market Consolidation
Major players consolidating positions to
dominate specific Al verticals.
Future
Outlook
ox Continued strong deal flow expected

through Q2 2026.

Revenue Multiple {x]

EV/

2023 Average 2024 Average Q4 2025

@ Frivate Market Avg. Multiple (x)  @)Public Market Avg. Multiple (x)



Notable Transactions — Mega-Deals Entering Q1 2026 WINDBOR LRSS

Strategic acquirers deploy record capital to secure critical Al infrastructure, converged cybersecurity platforms, and data
streaming backbones, setting the pace for a robust 2026 M&A landscape.

Q1 Deal Themes

Acquirer - Target Strategic Rationale & Deal Type

IBM - Confluent $12.65B Data streaming backbone for enterprise Al. Infrastructure Backbone

Consolidation / Infrastructure Deals like IBM-Confluent validate data

streaming as the central nervous system for

ServiceNow - Armis $7.75B Converged cyber platform; device/OT/IoT visibility. real-time Al, moving beyond static data
Platform Expansion / Cybersecurity lakes.
Marvell - Celestial Al $5.96B Al photonics & packaging adjacency. Security Convergence

Hardware-Software Convergence . -
J ServiceNow and PANW moves highlight the

- ) merging of IT, OT, and Al security into
Palo Alto Networks — Chronosphere $3.35B Observability for Al operations. unified observation and action platforms.

Al Ops / Telemetry

Monetization Shift

Stripe's acquisition signals the critical shift
towards complex, usage-based billing
models required for GenAl services.

Stripe - Metronome $1.0B Usage-based billing for Al monetization.
Fintech / Infrastructure

OpenAl - Statsig /| Neptune Labs $1.5B (Comb.) Experimentation, evaluation & orchestration.
MLOps / Capability Tuck-in



Strategic Themes & Acquisition Rationales WINDSOR DRAKE

1. Speed & Consolidation

Prioritizing time-to-capability through M&A over internal builds
while consolidating fragmented security and data platforms to
create unified ecosystems.

2. Scale & Stickiness

Acquiring massive telemetry datasets to train defensive Al
models and embedding deep workflow integrations to
maximize customer retention and switching costs.

3. Infrastructure Advantage

Securing critical compute and power capacity to ensure long-
term Al scalability while unlocking new cross-sell
opportunities across the stack.

Primary Value Drivers

Time-to-Value Acceleration

Capability Build: Buying vs. building accelerates Al roadmap by
18-24 months

Platform Unity: Merging point solutions into comprehensive
data/security fabrics

Defensibility & Retention

Telemetry Scale: Data volume creates unassailable moat for Al
model efficacy

Workflow Embedding: Deep integration drives high NRR and
customer stickiness

Growth & Infrastructure

Compute Security: Owning power/compute access is a strategic
differentiator

Revenue Velocity: Rapid cross-sell and integration speed drive

deal value



Regulatory Environment Q12026

1. Antitrust Posture

Greater openness to remedies and divestitures to facilitate deal
approvals. Regulators increasingly pragmatic about tech
consolidation where it accelerates capability development.

2. CFIUS Scrutiny

Heightened review intensity remains for semiconductors, critical
infrastructure, and sensitive data transactions. Focus on preventing
adversarial access to advanced Al training clusters and data.

3. EU Regulatory Impact

EU Al Act implementation and data sovereignty rules are
reshaping due diligence. Compliance with model transparency
and data residency requirements is now a deal-critical gating
factor.
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Practical Actions for Acquirers

Early Regulatory Mapping

Conduct Day-0 regulatory feasibility assessments to identify potential
divestiture packages and remedy structures upfront.

Clean Team Protocols

Establish robust clean teams for reviewing sensitive data and IP to
prevent "gun-jumping" and ensure data hygiene during diligence.

Data Residency Planning

Develop comprehensive data residency and sovereignty plans to address
cross-border compliance requirements early in the process.

Integrated Compliance Diligence

Embed Al compliance readiness (safety, bias, copyright) directly into
technical and legal diligence workstreams.



Q12026 Outlook & Strategic Recommendations WINDSOR DRAKE

Buyer Diligence Priority Matrix (Q12026) Stakeholder Playbooks

Data Rights & IP

Strategic Acquirers

Prioritize assets with clean data rights, inference efficiency, and

Compliance [ Gov Inference Efficiency immediate integration readiness.

KEY ACTION

Develop pre-close roadmaps to demonstrate "Day 1" value capture and
technical synergy.

PE Sponsors

Gross Margin /| COGS Integration Speed
Focus on platform roll-ups in vertical Al sectors. Underwriting
stringent financial health metrics.
Met Revenue Retention TARGET METRICS
@ Strategic Acquirers @) PE Sponsors NRR >115%, gross margin expansion plans, and total compliance readiness.

Chart Insight: Strategic buyers are heavily weighted towards technical integration and data rights to
fuel existing platforms, whereas PE sponsors prioritize financial durability (NRR) and margin expansion
potential.

Founders & Targets

Reduce compute COGS and prove ROl with cohort data. Thoroughly
document data provenance.



FAQ: Q12026 Al Software M&A WINDSOR DRAKE

Q1 Where are multiples? Q2 Who's buying?
Valuations reflect strategic priorities: LLMs command 12-20x Large strategic acquirers like IBM, ServiceNow, Palo Alto Networks, and
EV/Revenue; Data/MLOps range from 6-10x; Cybersecurity trades at 5- Stripe are active, alongside Private Equity platforms consolidating
8x; and Enterprise Applications normalize to 3-6x. verticals.

Q3 What wins premium? Q4 Deal timing?
Key premium drivers include proprietary data assets, telemetry scale, Pipelines remain active; expect continued mega-deals and tuck-in
proven ROI, Net Revenue Retention (NRR) >120%, and efficient inference acquisitions to persist through Q1 and Q2 2026 as consolidation
capabilities. accelerates.

Q5 Key risks?

Primary risks include regulatory hurdles (CFIUS/EU Al Act), compute cost drag impacting margins, and uncertainties
surrounding data rights and provenance.
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Key Takeaways

Strategic Conclusions

(¢

Robust M&A Activity

Al software M&A remains robust with sustained mega-deal activity and strategic capability tuck-ins entering Q1
2026. The market is defined by platform consolidation and vertical integration.

Valuation Bifurcation

Valuation premiums accrue disproportionately to data-rich, telemetry-scale, and governance-ready platforms.
Foundational assets command 12-20x EV/Revenue, while applied Al normalizes to SaaS benchmarks.

Value Capture Drivers

Execution speed and integration readiness drive value capture in the 2026 market. Acquirers prioritize assets
with proven ROl metrics and clear paths to synergy realization.



