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Executive Summary — Valuation Bifurcation

Structural Valuation Divergence

The market has sharply bifurcated, creating two distinct

asset classes defined by technological efficacy and

defensibility:

The "Rule of 40" Mandate

Investors have shifted focus from growth-at-all-costs to

disciplined, efficient scaling:

Regulatory Tailwinds

External mandates are transforming compliance from a

cost center into a strategic imperative for buyers:

Strategic Opportunity Window

Current market conditions create a unique moment for

high-value consolidation:

AI-Native Premium: Next-gen fraud decisioning and

behavioral biometrics platforms command 8x–15x revenue

multiples due to scarcity and counter-AI capabilities.

•

Legacy Compression: Traditional GRC and commoditized IDV

infrastructure trade at 3x–6x revenue, penalized for slower

growth and tech debt.

•

Primary Determinant: The Rule of 40 score (Growth % +

Profit Margin %) is now the single highest correlate to

valuation premiums in the FRC sector.

•

Binary Outcome: Assets falling below this efficiency

threshold face severe multiple compression regardless of

top-line velocity.

•

PSD3 & Liability Shift: New rules regarding Authorized Push

Payment (APP) fraud force banks to adopt advanced

detection tools, driving non-discretionary spend.

•

EU AI Act: Strict requirements for explainable AI create high

barriers to entry, benefiting incumbents with robust

governance frameworks.

•

M&A Urgency: Significant private equity dry powder and

strategic need for AI capabilities are driving a high-velocity

deal environment.

•

Scarcity Value: High-quality assets solving existential threats

(e.g., Deepfakes, Synthetic ID) remain scarce, commanding

control premiums.

•



The "New Normal" — Market Dynamics & M&A

Efficient Growth Paradigm

The market has fundamentally pivoted from "growth at all

costs" to "efficient growth" as the primary valuation driver:

Capital & Consolidation Floor

Private equity dynamics are creating a robust valuation

floor for mature, cash-generative assets:

Premium Valuation Validation

Recent landmark transactions confirm that high-quality, AI-

integrated assets command significant premiums:

Darktrace (Thoma Bravo)

AI Cybersecurity & Fraud

$5.3B

~8.1x Rev

BioCatch (Permira)

Behavioral Biometrics

$1.3B

~8.1x ARR

Feedzai (Series E)

RiskOps Platform

$2.0B

Premium Val

Optimal Strategic Window

12-18 Month Outlook: A critical window for M&A exits

before the consolidation cycle matures.

Rule of 40 Focus: Investors demand balanced growth +

profitability profiles. Companies >40% command 7.3x+

multiples vs. 2-3x for inefficient growers.

•

Quality Over Velocity: Valuation premiums now accrue to

assets with superior unit economics (NRR >120%, CAC

Payback <12mo) rather than top-line speed alone.

•

$2.6T Dry Powder: Massive unallocated PE capital with

aging vintages is forcing deployment into defensive software

assets.

•

Take-Private Arbitrage: Dislocation between public/private

valuations (Public 3-5x vs. Private 6-10x) incentivizes

aggressive consolidation of undervalued public RegTech.

•

Buyers seeking to fill "Identity Graph" gaps before

competitors lock up scarcity assets.

•



Founder FAQs — Valuation Drivers

Q1 What metrics justify premium multiples?

Investors prioritize the "Rule of 40" (Growth + Profit > 40%) as the

primary determinant. Companies achieving this alongside Net

Revenue Retention (NRR) > 120% and a CAC payback period < 12

months consistently command premium multiples in the 8x–15x

range.

Q2 How does technology breadth impact value?

Platform breadth significantly outweighs point solutions. Integrated

"RiskOps" platforms combining Identity Verification (IDV), AML, and

Fraud Decisioning are valued 30-50% higher than single-function

tools due to vendor consolidation trends and deeper client stickiness.

Q3 Why are data networks critical?

Proprietary data networks create a defensible moat. Platforms with

contributory consortium data (e.g., cross-bank fraud signals) benefit

from network effects—more customers yield better detection—

justifying strategic premiums over purely rules-based or localized

solutions.

Q4 What are the major valuation penalties?

Valuations compress rapidly for assets with high churn (< 100%

NRR) or compliance gaps (e.g., weak KYC/AML controls).

Furthermore, heavy reliance on cyclical transaction volumes without

a recurring SaaS base can trigger a "fintech discount" closer to 2x-

3x revenue.

Q5 Does a 'Regulatory Moat' actually exist?

Yes. In the current landscape, a robust regulatory moat—defined by pre-approved licenses, certified compliance stacks,

and audit-ready governance—is a tangible asset. Acquirers are willing to pay a 20-30% premium for "clean" assets that

de-risk their own compliance posture versus targets requiring remediation.



Founder FAQs — Key Value Creation Levers

Q1 How do we maximize platform value?

Shift from point solutions to a unified RiskOps Platform (IDV + AML +

Decisioning). Integrated suites command a premium because they

own the entire compliance lifecycle, increasing stickiness and cross-

sell opportunities compared to single-function tools.

Q2 What retention metrics matter most?

Investors prioritize Gross Profit Retention >110%. This signals

"negative churn," where expansion revenue from existing cohorts

(via upsells or volume growth) outweighs contraction, proving the

product's essential nature in mission-critical workflows.

Q3 How can we optimize capital efficiency?

Accelerate Product-Led Growth (PLG) and partner channels to

compress the CAC Payback Period to <12 months. Rapid capital

recycling allows for non-dilutive reinvestment in growth, a key

component of achieving a top-tier Rule of 40 score.

Q4 What creates a defensible data moat?

Transition from data consumption to Data Network Effects. By

monetizing unique contributory data signals—where every new client

improves the model for all—you build a proprietary asset that purely

software-based competitors cannot replicate.

Q5  How should we sequence these levers for a 2026 exit?

Sequence determines valuation. Early-stage focus must be on proving the Data Moat (efficacy/accuracy). Growth-

stage must pivot to Unit Economics (CAC/LTV efficiency). Scale-stage must demonstrate Platform Breadth (RiskOps

expansion). Missing the "efficiency turn" at Series B/C is the most common cause of valuation compression in the

current market.



FRC Market Expansion: $65.7B Opportunity

The Fraud, Risk & Compliance software market is projected to grow at a 15.5% CAGR through 2030, driven

by real-time payments adoption and shifting liability frameworks.

Structural Growth Drivers

Real-Time Payments

Acceleration of instant settlement rails (FedNow,

RTP) necessitates automated, sub-second fraud

decisioning, replacing manual review queues.

APP Fraud Liability Shift

Regulators (UK PSR, EU PSD3) are shifting

reimbursement liability to banks, transforming

fraud prevention from operational cost to balance

sheet protection.

Mobile Banking Adoption

Continued migration to mobile-first banking

expands the attack surface for account takeovers

(ATO), driving demand for behavioral biometrics.

Key Market Metrics

2026-2030 CAGR 15.5%

2030 TAM Projection $65.7 Billion



AI in Fraud Management: Exponential Growth

18.06% CAGR

Hyper-Growth Trajectory

The market is projected to expand over 4x from

$14.7B in 2025 to $65.4B by 2034, significantly

outpacing traditional software sectors as financial

institutions re-platform legacy systems.

GenAI Threat Response

Explosive growth is catalyzed by the "arms race"

against generative AI threats—specifically

deepfakes and synthetic identities—requiring

banks to deploy AI-native defense mechanisms.

Automated Decisioning

Capital is shifting rapidly toward automated

decisioning engines that reduce manual review

costs and false positives, becoming the new

standard for enterprise risk infrastructure.



RegTech Market Acceleration (2025–2035)

Explosive Growth Trajectory

The RegTech sector is projected to expand at a

20.6% CAGR over the next decade, significantly

outpacing broader SaaS benchmarks as financial

institutions modernize legacy compliance stacks.

Complexity Drivers

Growth is fueled by increasing regulatory

fragmentation, including global sanctions

enforcement, crypto-asset monitoring (MiCA),

and diverging cross-border data sovereignty

laws.

The Automation Imperative

Banks are aggressively pivoting from headcount-

heavy compliance to AI-driven automation to

reduce operational costs, creating massive

tailwinds for software vendors.



Valuation Multiples by Subsector: Premium on

Decisioning

AI-native platforms in Fraud Decisioning and Biometrics command significant premiums (10-

20x) over legacy GRC and IDV infrastructure, with private markets consistently pricing in a

control premium.

Ayrton Stein



Valuation Spread: Private Quality Commands Premium

15-25% Control Premium

Sustained Valuation Spread

High-quality private FRC assets consistently

command a 6-10x+ revenue multiple compared to

public peers trading at 2.9-5.2x, driven by

strategic scarcity and control premiums.

Strategic M&A Arbitrage

The persistent gap incentivizes take-private

transactions for mature assets (e.g., Darktrace)

where public markets underappreciate long-term

cash flow durability.

Private Quality Flight

Capital is concentrating in top-quartile private

assets with "Rule of 40" metrics, effectively

decoupling their valuations from broader public

fintech compression.



Valuation Bifurcation: Legacy vs. AI-Native

The market now heavily penalizes legacy infrastructure exposure while awarding massive

scarcity premiums to platforms leveraging proprietary data networks and explainable AI.

THE "SCARCITY" PREMIUM

Investors are paying up to a 6x premium for

AI-native architectures that can

autonomously detect synthetic identities and

deepfakes, viewing them as defensive

necessities rather than optional tools.

Ayrton Stein



Selected FRC M&A Transactions (2024–2025)

Recent landmark deals validate the premium placed on AI-native platforms and specialized behavioral biometrics, while

legacy assets trade at rationalized multiples.

TARGET ACQUIRER / LEAD DEAL VALUE

IMPLIED

MULTIPLE

DATE STRATEGIC RATIONALE

Darktrace Thoma Bravo $5.3 Billion

~8.1x Rev

Late 2024 AI cybersecurity & fraud scale play; take-private

arbitrage to capitalize on efficiency gains and platform

breadth.

BioCatch Permira $1.3 Billion

~8.1x ARR

Q2 2025 Category leadership in behavioral biometrics; critical

defense against APP fraud liability shifts (PSD3).

Feedzai Multiple (Series E) $2.0 Billion

(Val)

N/A (High)

Oct 2025 Expansion of "RiskOps" platform; 88% growth in

biometrics segment; pre-IPO scaling velocity.

ClearSale Experian ~$350 Million ~3.5x Rev Oct 2024 Regional expansion (LATAM) combined with

transactional data synergy to bolster credit bureau

offerings.

Onfido Entrust $400M -

$650M

~3.0x - 4.5x Rev Apr 2024 Deepfake defense capabilities; consolidation of

biometric IDV into broader identity assurance portfolio.



Deal Case Study — Darktrace Take-Private

Transaction Economics

Thoma Bravoʼs acquisition sets the valuation ceiling for AI-

native security and risk assets, validating the premium for

autonomous decisioning engines:

VALUATION

$5.3B

EV / REVENUE

8.1x

EV / EBITDA

34.2x

Platform Breadth Strategy

Moving from "Point Solution" to "Platform" drove the

investment thesis:

Operational Value Creation

The private equity playbook shifts focus from "Growth at All

Costs" to "Efficient Scale":

Benchmark Premium: The 8.1x revenue multiple represents a

significant premium over the 4-6x median for broader public

security assets.

•

Cash Flow Value: High EBITDA multiple reflects confidence

in operational leverage and "Rule of 40" durability post-

acquisition.

•

The "Cyber-Fraud" Adjacency

The deal validates the convergence of Cybersecurity and

Fraud Prevention:

Unified Defense: The underlying AI for detecting network

intruders ("Active Defense") is increasingly applied to

financial transaction fraud and account takeover (ATO).

•

Platform Extension: Acquirers view fraud prevention as a

natural extension of the CISO/CRO security stack.

•

TAM Expansion: Transitioning from pure network detection

(NDR) to broader risk cloud applications expands

addressable market by 3x.

•

Data Network Effects: Darktrace's self-learning AI benefits

from proprietary data across thousands of deployments,

creating a defensive moat against commoditized rules-based

competitors.

•

Efficiency Unlocks: Removing public market friction allows

management to aggressively optimize G&A and R&D spend

without quarterly earnings pressure.

•

M&A Vehicle: The platform serves as a consolidator, likely

acquiring smaller, specialized fraud/AI assets to bolt onto the

core engine.

•



Deal Case Study — BioCatch Premium

Valuation Benchmark

The ~8.1x ARR Premium

Permiraʼs $1.3 billion majority investment (on ~$160M ARR)

validates behavioral biometrics as a distinct, high-value

asset class:

Defensible Data Moat

Valuation is underpinned by a proprietary data lake

analyzing billions of sessions, creating a network effect

impossible for new entrants to replicate:

Explainability & Stickiness

In an era of AI governance, "glass box" models drive

premium pricing over black-box solutions:

Market Decoupling: The multiple represents a ~100%

premium over public RegTech medians (4.5x), driven by

"category king" status and scarcity.

•

Growth Quality: Reflects sophisticated investor appetite for

"Rule of 40" assets addressing existential banking threats

beyond simple IDV.

•

Regulatory Catalyst (PSD3)

Impending liability shifts for Authorized Push Payment

(APP) fraud are transforming behavioral tools into non-

discretionary infrastructure:

Liability Shift: With banks forced to reimburse scam victims

(UK PSR, EU PSD3), detection spend becomes a direct P&L

protection mechanism.

•

Beyond Passwords: Traditional authentication fails against

social engineering/coercion; behavioral signals are the only

viable defense line.

•

Granular Signals: Analysis of non-conscious indicators

(mouse jitter, typing cadence, device orientation)

distinguishes humans from bots and bad actors.

•

Network Effects: Cross-bank consortium data enables

detection of mule accounts across the ecosystem, increasing

efficacy with scale.

•

Regulatory Compliance: Transparent risk scoring allows

banks to meet strict Model Risk Management (MRM)

guidelines under the EU AI Act.

•

Platform Expansion: BioCatch's move from fraud detection

to anti-money laundering (AML) and mule detection proves

the "RiskOps" platform thesis.

•



IDV Consolidation: Strategic Roll-up Rationale

TECH CAPABILITY PLAY

Entrust Acquires Onfido

A definitive consolidation of AI-native identity verification

into a broader digital security portfolio:

Portfolio Fit Rationale

Acquirers are prioritizing assets that fill specific gaps in the

"Identity Graph" rather than general revenue scale:

Valuation: ~$400M - $650M deal value implies a 3.0x – 4.5x

Revenue multiple.

•

Strategic Asset: Acquired specifically for "AI-native"

deepfake defense and biometric orchestration capabilities

lacking in legacy stacks.

•

Experian Acquires ClearSale

Incumbent credit bureau expanding its transactional

footprint through regional market leadership:

Valuation: ~$350M deal value representing a ~3.5x Revenue

multiple.

•

Strategic Asset: Targeted for deep Latin American market

share and comprehensive transactional fraud data

(chargeback guarantee model).

•

Tech vs. Data: Entrust bought Onfido for technology

(Biometric IP) to secure digital issuance; Experian bought

ClearSale for signal (Merchant Data) to enrich credit profiles.

•

Platform Completeness: Both deals move the acquirer closer

to an end-to-end "RiskOps" platform, reducing customer

vendor fatigue.

•

Regional & Data Drivers

Valuation premiums hold steady for assets that deliver

unique data moats or hard-to-penetrate geographies:

Sovereign Stacks: Regional leaders (like ClearSale in Brazil)

command strategic interest because they bypass data

localization barriers and regulatory friction.

•

Signal Fusion: The integration of static credit data (Experian)

with real-time behavioral signals (ClearSale) creates a

defensible moat against AI-generated synthetic fraud.

•



The "Rule of 40" Determines Valuation Premium

Score > 40%

The Efficiency Premium

Top-quartile performers balancing high growth

with profitability command 7.3x+ revenue

multiples. Investors now prioritize "efficient

growth" over "growth at all costs," rewarding

disciplined capital allocation.

Score 20% - 40%

The Middle Ground

Companies with respectable but unbalanced

metrics (e.g., moderate growth with low margins)

trade in the 4.0x - 7.0x range. This cohort faces

pressure to demonstrate a clear path to

profitability.

The Growth Penalty

Assets falling below a Rule of 40 score of 20%

see severe compression to 2.0x - 3.0x. Without



Efficiency Metrics — The Investment Bar

Retention & Expansion Quality

Premium valuation requires proof that the platform naturally

expands within the customer base without heavy sales

friction:

Net Revenue Retention (NRR)

> 120%

Gross Profit Retention

> 110%

Evidence of Pricing Power

Acquirers scrutinize recent renewals for 3–5% annual price

uplifts. Inability to pass through cost increases suggests a

"race to the bottom" competitive dynamic.

Unit Economics & Scalability

Best-in-class assets demonstrate efficient capital recycling

and software leverage, distinct from service-heavy models:

CAC Payback Period

< 12 Months

ARR per Employee

> $250k

The "Gatekeeper" Effect

These metrics act as binary filters for Investment

Committees. Assets missing these thresholds are routed to

"value/turnaround" buckets, capping multiples at 3x–4x

regardless of technology.

Signal: High NRR in FRC software validates "RiskOps"

adoption—clients moving from single-point fraud tools to

broader platform usage (AML + IDV).

•

Defensibility: Gross profit retention >100% proves the

product is mission-critical, resisting commoditization

pressure even before upsells.

•

Sales Velocity: Sub-12 month payback indicates a highly

efficient Go-to-Market motion, often driven by channel

partnerships or product-led growth (PLG).

•

Software Leverage: High revenue per employee separates

true SaaS platforms from "tech-enabled services" that rely

on manual fraud review teams.

•



Strategic Target Quadrant: RiskOps & FRC

Successful M&A strategies in 2026 prioritize assets balancing Financial Efficiency (Rule of 40) with Strategic Moat Strength. "Premium

Platforms" creating end-to-end RiskOps ecosystems command the highest valuation multiples (8x–15x).


Premium Platforms

High Rule of 40 & Strong Data Moat

PRIORITY: HIGHEST (PLATFORM)

Profile: End-to-end RiskOps (IDV + Fraud + AML)•

Metrics: Rule of 40 > 50%, NRR > 120%•

Strategic Value: Data network effects create unassailable moat•


Strategic Bolt-ons

Low Efficiency, Strong Tech Moat

PRIORITY: HIGH (IP/TECH)

Profile: AI-native/Biometric point solutions•

Rationale: Acquire for IP scarcity; fix GTM inefficiency•

Examples: Behavioral biometrics, deepfake detection•


Cash Cows

High Efficiency, Weak Moat

PRIORITY: MEDIUM (SCALE)

Profile: Legacy rule-based GRC/AML systems•

Metrics: High EBITDA margins, low growth (<10%)•

Strategy: PE roll-up targets for margin arbitrage•


Value Traps

Inefficient & Undifferentiated

PRIORITY: LOW (AVOID)

Profile: Point solutions with high churn (>15%)•

Risk: Tech debt heavy, losing share to platforms•

Action: Avoid unless distressed asset price•



Competitive Moats: The Data Network Effect

The AI Data Flywheel

In modern fraud prevention, scale is the primary

determinant of efficacy. Platforms leveraging vast

transaction volumes create a self-reinforcing quality loop:

More

Customers

→
More Data

Signals

→
Better AI

Models

→
Lower Fraud

Rates

*This cycle creates a widening efficacy gap between incumbents and new

entrants.

The "Cold Start" Barrier

Competitors without historical data face insurmountable

friction. They cannot train effective models without data,

but cannot acquire customers without effective models.

Contributory Intelligence

Consortium-based models (e.g., identity graphs, fraud

exchanges) enable "herd immunity," detecting attack

patterns across the ecosystem instantly:

Valuation Justification

Investors view data networks as compounding assets

rather than depreciating software code:

Cross-Client Signal: An attack detected on Client A instantly

immunizes Client B, creating immense network value.

•

Zero-Day Defense: Aggregated behavioral data identifies

anomalies in real-time before they become widespread

breaches.

•

Premium Multiples: Platforms with proven network effects

trade at 8x–12x revenue, compared to 3x–5x for siloed point

solutions.

•



AI Integration Valuation Premium

+50% Uplift

AI-Native Core Advantage

Platforms built on AI-native cores command the

highest valuation premiums (up to +50%), driven

by superior unit economics and operational

leverage compared to legacy rules-based

systems.

Efficacy & Explainability

Valuation uplift is tied directly to model

performance (lower false positives) and "Glass

Box" explainability, which is critical for regulatory

compliance under the EU AI Act.

Defensive Moat

Proprietary data networks feeding self-learning

models create a compounding competitive

advantage ("Data Flywheel") that justifies

strategic premiums over basic integrations.



Regulatory Landscape Resets Adoption

Mandated Liability Shifts (PSD3 & APP)

Regulators are shifting the burden of Authorized Push

Payment (APP) fraud from consumers to financial

institutions, fundamentally altering the ROI of fraud

prevention:

EU AI Act & Explainability

New frameworks classify credit and fraud scoring as "High

Risk" AI applications, creating distinct winners and losers:

Open Banking Data Flows

Mandates like CFPB 1033 and PSD3 open banking

provisions are democratizing data access while

complicating identity verification:

Data Sovereignty & Localization

Increasingly strict data localization laws (e.g., India, EU) are

driving structural cost increases for global platforms:

From OpEx to Balance Sheet: Fraud losses are no longer just

an operating expense but a direct hit to capital reserves,

elevating fraud software to a Board-level priority.

•

Forced Adoption: Banks must deploy advanced detection

(e.g., behavioral biometrics) to mitigate mandatory

reimbursement requirements.

•

The "Glass Box" Advantage: Vendors with explainable,

audit-ready models gain a decisive advantage over "black

box" deep learning solutions.

•

Compliance Moat: Automated documentation and model

governance become critical product features, justifying

premium pricing.

•

Signal Enrichment: Platforms integrating direct-from-bank

data (Account-to-Account) outperform those relying on static

bureau files.

•

Identity Complexity: As payment initiation moves to third

parties (PISPs), the attack surface widens, driving demand

for orchestration layers.

•

Infrastructure Inflation: Multi-geo cloud architecture is now

table stakes, raising COGS and favoring scaled players with

efficient unit economics.

•

Fragmentation Penalty: Vendors unable to segregate data

by jurisdiction face disqualification from enterprise RFPs.

•



Regulatory Posture: Valuation Impact Analysis

Assets with pre-cleared licensing and robust

KYC/AML stacks command a significant

"defensive premium." Acquirers view these

platforms as turnkey infrastructure that

accelerates market entry without regulatory

friction.

~15% Penalty

Complexity Tax

Multi-jurisdictional platforms without unified

orchestration face a complexity discount.

Fragmented data localization requirements and

varied reporting standards create integration drag

for buyers.

-20% to -30% Discount

Structure Shift to Earn-Out

Material compliance gaps do not just lower the

price; they alter the deal structure. Buyers shift

i k t ll i h ti t id ti



Strategic Buyer Appetite Matrix

Mapping acquisition priorities across key buyer archetypes reveals a distinct flight to quality for AI/Risk infrastructure

and defensive B2B assets in Q4 2025.

Traditional FIs PE Platforms Tech Giants Legacy Processors

AI / Risk

Infrastructure

Critical capability gap fill; internalizing

GenAI defense tools.

Enabling tech for portfolios; focus on

operational efficiency.

Cloud security stack enhancement;

deepfake defense acqui-hires.

Modernizing legacy stacks; "buy vs

build" decisions.

B2B Payments

(Compliance/KYB)

Treasury modernization; automated KYB

and supplier vetting.

Cash flow stability plays; Office of CFO

consolidation.

Integration into ERP/Cloud suites;

selective large deals.

Defensive M&A to capture B2B volume

shift.

Embedded Finance

(Fraud Layer)

Partnership preferred over M&A due to

compliance risk appetite.

Platform roll-ups; focus on risk-

managed growth engines.

Ecosystem lock-in strategy; proprietary

risk data models.

Acquiring distribution channels; struggle

with tech integration.

Vertical SaaS

(Integrated Risk)

Outside core competency; referral

models persist.

Primary buy-and-build target; arbitrage

on payment/risk rev.

Specific vertical dominance plays (e.g.,

Healthcare, Retail).

Desperate for ISV distribution; paying

premiums for volume.

High Appetite / Active Deal Flow Moderate / Opportunistic Low / Strategic Partnership Only

HIGH MODERATE HIGH MODERATE

HIGH HIGH MODERATE HIGH

MODERATE HIGH HIGH MODERATE

LOW HIGH MODERATE HIGH



PE Dry Powder & Deployment Pressure

The "Buy-and-Build" Mandate

Valuation Implications

This capital dynamic insulates FRC valuations from broader

market volatility:

Record Capital Overhang

Private Equity firms face a structural imperative to deploy

accumulated capital, creating a robust valuation floor for

quality assets:

>$2.0T

GLOBAL DRY POWDER

25%

AGED 4+ YEARS

With a quarter of committed capital reaching the end of its

investment period, sponsors face intense "use it or lose it"

pressure to execute deals in the next 12–18 months.

Asset Class Preference

Deployment is highly selective, favoring assets with

predictable unit economics over balance sheet risk:

Software & Data Focus: Capital creates a floor for capital-

light FRC software, avoiding lending-heavy fintechs exposed

to credit cycles.

•

Domestic Premium: 90% of activity targets domestic

footprints to minimize cross-border regulatory friction and

operational complexity.

•

Platform Roll-ups: Aggregating fragmented point solutions

(e.g., IDV + KYC) into unified "RiskOps" platforms to capture

vendor consolidation budgets.

•

Bolt-on Strategy: High appetite for smaller ($10M–$50M

ARR) assets that can be immediately accretive to existing

portfolio companies.

•

Multiple Floor: Even in a softer macro environment, the

abundance of dry powder targeting "Rule of 40" assets

maintains a 4x–6x revenue floor for healthy companies.

•

Take-Private Arbitrage: Continued divergence between

public and private valuations fuels ongoing take-private

activity for undervalued public RegTechs.

•



Consolidation Trends: Take-Privates & Platforms

PE Take-Private Arbitrage

A persistent valuation disconnect between public markets

and private buyer appetite is driving aggressive take-

private activity:

Capital Deployment Pressure

With over $2T in dry powder, PE firms are prioritizing cash-

generative FRC assets that offer recession resilience and

recurring revenue stability.

Strategic Identity Graph Expansion

Data incumbents (Credit Bureaus, Card Networks) are

racing to enrich static credit data with real-time

transactional signals:

The "Point Solution" Squeeze

Market dynamics are forcing a consolidation of fragmented

vendor stacks:

The Valuation Gap: While public RegTech peers trade at

depressed 3x–5x revenue multiples, private exits for high-

quality assets consistently clear at 8x–10x, creating an

immediate arbitrage opportunity.

•

Buy-and-Build Strategy: Private Equity sponsors are utilizing

take-privates as "platform foundations," acquiring

undervalued public assets to bolt on smaller private

competitors, realizing rapid cost synergies and scale.

•

Signal Acquisition: Strategics are acquiring specialized fraud

tools (behavioral biometrics, device fingerprinting) to

complete their "Identity Graphs," shifting value from software

code to proprietary data networks.

•

Cross-Sell Leverage: Integrating fraud capabilities allows

incumbents to monetize existing banking relationships with

high-margin risk products.

•

Vendor Rationalization: Banks are drastically reducing

vendor counts, favoring unified platforms over best-of-breed

point solutions.

•



Due Diligence Priorities & Timeline

Successful FRC software outcomes require a disciplined 12-week execution rhythm, prioritizing regulatory compliance

and AI governance as critical valuation gates.

Critical Track (Deal Breaker Risk) Standard Diligence Track

Execution Framework

Key Milestones

LOI Target Week 4

Closing Target Week 12

Critical Path: Regulatory & AI

Deep dive into licensing, AML controls, and AI model

explainability (EU AI Act) represents the longest pole in

the tent; gaps here trigger immediate re-trades.

Unit Economics Verification

Validation of NRR >120% and gross margins excluding

onboarding costs is essential to confirm true software-

like unit economics.

Gating Mechanisms

LOI issuance contingent on preliminary metric

validation (Wk 4); Closing requires clean IP audit and

key employee retention agreements (Wk 12).



Deal Breakers — Red Flags & Valuation Impact


Regulatory Non-Compliance

Compliance gaps represent the most immediate threat to

deal certainty, often acting as a "kill switch" during

diligence:


Customer Concentration

Revenue fragility disproportionately affects valuation

multiples for lower-middle market assets:


Retention & Churn Signals

Elevated churn signals product-market fit decay, often

leading to aggressive re-trading of terms:


Unit Economic Erosion

Margin compression indicates commoditization and loss of

pricing power:

Licensing Gaps: Unlicensed money transmission or banking

activities trigger immediate deal termination or massive

indemnification holdbacks.

•

KYC/AML Deficiencies: Systemic gaps in customer

identification programs act as a functional ceiling on

valuation, often requiring 12+ months to remediate.

•

Binary Risk Threshold: Top 3 customers representing >30%

of revenue creates "key man" dependency risk.

•

Impact: Typically triggers a 20–30% structural valuation

discount to account for potential contract loss post-close.

•

Performance Warning: NRR <100% or elevated logo churn

signals competitive displacement by modern platforms.

•

Deal Structure Shift: Forces acquirers to shift from

guaranteed cash at close to heavy earn-out structures (e.g.,

50% contingent).

•

Take-Rate Compression: Annual compression >3bps (basis

points) signals a "race to the bottom."

•

Valuation Pivot: Investors will revert to valuing the asset

based on an EBITDA floor rather than a premium Revenue

multiple.

•



Value Creation Roadmap for Targets

Metric & Financial Audit

Executing a rigorous 6–12 month pre-process audit to

validate key value drivers and ensure data room readiness:

Operational Remediation

Proactively addressing potential deal-breakers before

engaging buyers:

Platform Narrative Building

Reshaping the equity story to align with premium valuation

themes:

Market Testing & Execution

Calibrating buyer appetite through a managed timeline:

Unit Economics: Verify audit-grade data for Net Revenue

Retention (NRR >120%) and CAC Payback (<12 months).

•

Optimization: Implement pricing adjustments and margin

optimization initiatives to demonstrate leverage.

•

Regulatory Hygiene: Close gaps in KYC/AML compliance

and secure necessary licenses to prevent valuation

discounts.

•

Tech Debt: Resolve critical architectural debt that could flag

during technical due diligence.

•

From Point to Platform: Shift positioning from single-solution

vendor to integrated RiskOps platform to unlock higher

multiples.

•

Data Moat: articulate the value of proprietary data networks

and AI efficacy as defensive barriers.

•

Soft Soundings: Engage in "fireside chats" with strategic

acquirers to test the thesis without formally launching.

•

Timeline Management: Structure a 6–12 month runway to

deliver two quarters of "beat-and-raise" performance during

the process.

•



Post-Acquisition Integration Priorities

Successful integration requires balancing complexity with value protection. Customer Retention and Regulatory Compliance represent

the highest value-at-risk priorities, demanding immediate "Day 1" focus, while deeper technical unification should be phased.


Customer Retention

High Complexity, High Value Risk

PRIORITY: CRITICAL (DAY 1-90)

Focus: Prevent churn during transition uncertainty•

Action: Joint account planning & pricing continuity•

Risk: 5% churn increase can destroy deal ROI•

⚖
Regulatory Compliance

Low Complexity, High Value Risk

PRIORITY: IMMEDIATE (DAY 1-30)

Focus: Licensing, AML/KYC audit readiness•

Action: Align policy frameworks immediately•

Risk: Fines or license revocation halts operations•


Tech Stack Unification

High Complexity, Lower Short-term Risk

PRIORITY: PHASED (DAY 90+)

Focus: Migrating core ledgers and payment rails•

Action: Maintain parallel systems initially•

Risk: Premature migration causes service outages•


Team Retention

Low Complexity, Manageable Risk

PRIORITY: STANDARD (DAY 30-60)

Focus: Key engineering and sales talent lock-in•

Action: Retention bonuses and clear role mapping•

Risk: Knowledge drain if incentives misaligned•



Synergy Potential: Revenue vs. Cost

25-40% Total Deal Value

Value Creation Thesis

Total synergy realization typically represents 25-

40% of deal value. In vertical SaaS acquisitions,

revenue synergies from cross-selling significantly

outpace traditional cost-cutting measures.

Revenue Acceleration

Embedded payment monetization across new

customer bases offers the highest upside

leverage, with a potential 20-30% lift driven by

expanding into adjacent markets.

Cost Optimization

Platform consolidation and tech stack unification

drive immediate 15-25% operational efficiency

gains, providing the defensive base case for

acquisition models.



Regional Dynamics: Domestic Premium & Fragmentation

The North American Premium

Deep liquidity and mature exit markets drive a persistent

valuation premium for US/Canada-domiciled assets

compared to European counterparts:

The "Domestic Champion" Thesis

Investors are rewarding focused, single-market leadership

over broad international footprints:

Data Sovereignty Barriers

Regulatory fragmentation is increasing the "cost of

complexity" for cross-border platforms:

Fragmentation of Payment Rails

The rise of domestic real-time payment schemes limits

global synergy potential:

Valuation Spread: US targets consistently command ~4.8x

revenue multiples versus ~3.9x for comparable European

assets.

•

Exit Velocity: Domestic buyers account for 90% of financial

services deal volume, favoring local regulatory alignment.

•

Simplicity Premium: Single-jurisdiction leaders present

cleaner equity stories with lower regulatory tail risk,

attracting PE platform strategies.

•

Divestiture Trend: Multi-nationals are shedding non-core

regional assets to unlock shareholder value, reversing the

"global empire" trend of the 2010s.

•

Localization Mandates: Strict data residency laws (e.g.,

GDPR, local banking acts) force the duplication of

infrastructure, eroding gross margins.

•

Regulatory Moats: PSD3 and Open Banking standards create

distinct "sovereign stacks" that are difficult for foreign

entrants to penetrate without M&A.

•

Non-Transferable IP: Success on national rails like Pix

(Brazil) or UPI (India) does not easily translate to other

markets, capping synergy realization.

•

Cross-Border Penalty: Complex multi-rail integrations face a

~15% valuation discount due to higher maintenance CapEx

and integration risk.

•



2026 FRC Valuation Forecast Scenarios

Valuation multiples face divergent paths in 2026. While our Base Case projects stabilization at 4.5x–5.5x driven by a

soft landing, an AI-driven "supercycle" could expand multiples to 8.0x. Conversely, regulatory headwinds risk

compressing valuations to near 3.0x.

BULL CASE 6.5x – 8.0x BASE CASE 4.5x – 5.5x BEAR CASE 3.0x – 3.5x

AI Boom: Tech-led "Supercycle"•

Macro: Rate cuts >150bps•

M&A: Platform mega-deals•

Soft Landing: Steady demand•

Macro: Normalized rates•

M&A: Strategic consolidation•

Regulatory Shock: Aggressive enforcement•

Macro: Recession / Capital constraints•

M&A: Distressed exits only•

Historical / Base Bull Case Bear Case



Public vs Private Valuation Convergence

Spread: 1.1x

Significant Compression

The valuation gap between private and public

markets has narrowed sharply from over 2.0x

historically to just 1.1x in Q4 2025, signaling a

rationalized pricing environment.

Control Premium

The residual spread (5.5x Private vs 4.4x Public)

largely reflects a strategic control premium of 15-

25% and a higher quality mix in the private deal

flow.

M&A Preference

With IPO windows remaining selective, high-

quality private assets are prioritizing M&A exits to

strategic acquirers, reinforcing the convergence

trend.



Board Action Plan — Pre-emptive Consolidation

Target Selection Criteria Risk-Adjusted Structuring

Bridge valuation gaps while protecting downside risk

through performance-based terms:

12-18 Month Roadmap

Align execution with the optimal market window:

Rule of 40 Mandate: Prioritize assets where Growth % +

EBITDA Margin % exceeds 40%, ensuring operational

durability.

•

Proprietary Data Moats: Target platforms with unique,

contributory data networks (e.g., behavioral biometrics) that

create defensible barriers against AI threats.

•

Acquisition Strategy

Avoid competitive processes by engaging targets before

they hire bankers:

Pre-empt Auctions: Initiate proprietary outreach to top-tier

targets 6-9 months ahead of market timelines.

•

Capability-Led Thesis: Approach founders with a specific

synergy narrative (e.g., "Integrating your detection layer into

our payments rail") rather than a generic financial buy.

•

Earn-out Mechanics: Tie 20-40% of consideration to post-

close milestones, specifically Net Revenue Retention (NRR)

and EBITDA targets.

•

Retention Packages: Structure equity rollover to lock in key

technical talent for 24+ months post-acquisition.

•

Immediate Action: Build high-conviction target list and

initiate "fireside chat" executive capability reviews.

•

Q4 2026 Objective: Aim to close and begin integration to

capitalize on 2027 regulatory enforcement dates (PSD3).

•



Appendix — Sources (Part 1)

INSTITUTION / BANK REPORT / ANALYSIS TITLE DATE

Goldman Sachs "Global M&A 2H 2025 Outlook: A Bold Path" July 2025

Morgan Stanley "Global Payments & FinTech Strategy" Nov 2025

J.P. Morgan "2025 Global M&A Annual Outlook" Q4 2025

McKinsey & Co "The 2025 Global Payments Report" Oct 2025

BCG "Global Payments 2025: Transformation" Nov 2025

Bain & Company "Global Private Equity Report 2025" Sep 2025

Houlihan Lokey "FinTech Market Update Q3 2025" Sep 2025

D.A. Davidson "GRC Technology Report 2025" 2025

SaaS Capital "Private SaaS Company Valuations" Q3 2025



Appendix — Sources (Part 2)

SOURCE / INSTITUTION REPORT TITLE PUBLISHED

PitchBook Data, Inc. "NVCA Venture Monitor: Q4 2025" Jan 2026

CB Insights "State of Fintech 2025 Report" Jan 2026

Gartner, Inc. "Magic Quadrant for Online Fraud Detection" Dec 2025

Forrester Research "The Forrester Wave™: Enterprise Fraud Management" Q3 2025

IDC "MarketScape: Worldwide RiskOps Platforms 2025" Sep 2025

Juniper Research "Online Payment Fraud: Market Forecasts 2025-2030" Nov 2025

Aite-Novarica "Global Fraud & AML Trends Report" Oct 2025

Statista "Digital Payments Segment: Global Market Outlook" Dec 2025


