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Executive Summary — Market Outlook

PUBLIC MEDIAN

7.0x
EV/Revenue (SaaS Index)

PRIVATE MEDIAN

5.3x
Private Deals (Trailing)

 Valuation Landscape Bifurcation

 AI Infrastructure Premium: Commanding 14.5x–15.0x premiums driven by
GenAI adoption and platform lock-in.

 Vertical SaaS Resilience: Healthcare (9.0x) and Fintech (8.0x) hold
premiums via embedded finance and strong NRR.

 Security & Compliance: Trading at ~11.0x as CISOs prioritize automation
and regulatory adherence.

2025 DEAL VOLUME

2,500+
Total Transactions (Record)

Q3 MOMENTUM

+26%
YoY Deal Growth (746 Deals)

 Transaction & Buyer Dynamics

 Buyer Composition: Private Equity (incl. PE-backed strategics) drives
~57% of volume, focusing on consolidation.

 Strategic Acquirers: Corporate buyers (43%) remain selective, targeting
AI-native capabilities and vertical depth.

Q1 2026 Outlook

With rates expected to hit 3.00–3.25% in 2026, we forecast 8–10% multiple

expansion for high-quality assets. Late 2026 IPO window reopening may
further validate valuations.
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Market Overview & 2025 Deal Activity
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Record Transaction Volume

2025 set a new benchmark with over 2,500

transactions, driven by pent-up demand and

stabilized interest rates encouraging buyers to

deploy capital.

Q3 Momentum Surge

Q3 accelerated significantly with 746 deals,

representing a +26% YoY increase. This

uptick signals renewed confidence in

valuations.

Deal Composition

AI-related acquisitions are claiming a rising

share of volume. The mix between strategic

and PE-backed buyers remains stable, with

PE platforms leading add-on activity.

Total 2025: 2,500+ Deals



Valuation Landscape Overview
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Interest Rate Stabilization

With the Fed signaling 3.00–3.25% rates by 2026,

valuation multiples are stabilizing. Buyers are increasingly

confident in underwriting long-term growth, reducing the

discount on future cash flows.

AI Integration Premium

AI-Native Infrastructure commands a significant premium

(~14.5x), reflecting scarcity value and platform lock-in.

Buyers are paying up for generative AI capabilities that

demonstrate tangible ROI and adoption.

Compliance Moats

Security (11.0x) and Vertical Healthcare (9.0x) multiples

remain robust due to high switching costs and regulatory

tailwinds. These "must-have" platforms offer defensive

characteristics in a varied macro environment.



Public vs Private Market Multiples
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Valuation Gap

 Public-Private Arbitrage

Public markets are trading at a ~35% premium (7.0x) over

private deals (5.3x). This spread creates arbitrage

opportunities for PE firms executing take-private strategies or

platform consolidation.

Market Dynamics

 Control Premiums

While private multiples trail public comps, high-quality assets

with Rule of 40 > 50% are commanding control premiums that

bridge this gap, often trading near 8.0x-10.0x.

Exit Outlook

 IPO Window Impact

The anticipated IPO window reopening in late 2026 is

beginning to influence private valuations, with late-stage

companies seeing multiple expansion as liquidity paths clarify.



Subsector Valuation Analysis (EV/Revenue)
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Valuation Dispersion Across Key SaaS Subsectors — Q1 2026



AI Infrastructure — Deep Dive
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Valuation Driver

 GenAI Enablement Premium

AI-native infrastructure companies commanding a massive

~85% premium over legacy infrastructure. Buyers are

prioritizing platforms that enable enterprise adoption of

generative AI workflows and data readiness.

Growth Quality

 Net Revenue Retention

Top-quartile AI infrastructure players are demonstrating NRR >

135%, driven by consumption-based pricing models that scale

naturally with increasing AI workload compute demands.

M&A Outlook

 Strategic Acquirer Demand

Hyperscalers and large platform incumbents are aggressively

acquiring "picks and shovels" AI tooling to lock in developer

ecosystems, supporting valuations even for early-stage

commercial assets.



Vertical SaaS — Healthcare

SaaS M&A Report – Q1 2026 8

W I N D S O R  D R A K E

Regulatory Moats

Healthcare SaaS commands a 9.0x multiple due to

high switching costs embedded in regulatory

workflows (HIPAA, billing compliance), creating

exceptionally low churn rates.

Rule of 40 Performance

Top-quartile performers in this sector consistently

exceed the Rule of 40 (>50 combined growth &

margin), driven by efficient upsell of integrated

payments and patient engagement tools.

Buyer Appetite

Strategic acquirers and PE firms are actively

consolidating fragmented point solutions, paying

premiums for platforms that unify clinical and

administrative data.

Valuation Premium vs. Other Verticals (EV/Revenue) — Q1 2026



Vertical SaaS — Fintech (EV/Revenue)
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Fintech Vertical vs. Market Median: Embedded Finance Uplift & LTV/CAC Efficiency — Q1 2026



Security & Compliance SaaS
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Security remains a top priority, commanding premium multiples at 11.0x EV/Revenue compared to the broader sector median of 7.0x.

Platform Consolidation

Buyers prioritize integrated platforms unifying security and compliance to reduce
vendor sprawl and technical debt.

CISO ROI Focus

Demand shifts to automation solutions delivering immediate, demonstrable ROI over
theoretical risk reduction.



DevOps & IT Management
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Valuation Premium Drivers: Workflow Integration & Platform Consolidation

Workflow Integration

Deep embedding into developer workflows creates
high switching costs and robust retention metrics.

Seat Expansion

Land-and-expand models drive NRR through
widespread organizational adoption beyond core
engineering teams.

Platform Consolidation

Strategic buyers prioritizing end-to-end platforms over
point solutions, driving M&A premiums.



Horizontal SaaS Platforms

SaaS M&A Report – Q1 2026 12

W I N D S O R  D R A K E

Valuation Comparison: Horizontal SaaS vs. Sector Median — Q1 2026

Market Saturation & Competition

Mature growth phase with intense competition is compressing multiples to

6.0x, slightly below the sector median of 7.0x. Consolidation is accelerating as

smaller players struggle to differentiate.

AI Copilot Upsell Opportunity

Integration of generative AI copilots offers a clear path to multiple expansion.

Platforms successfully deploying AI features to existing bases are seeing

renewed growth and margin expansion.



Data & Analytics Valuation Analysis
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Valuation Drivers

Data & Analytics vs. SaaS Sector Median (EV/Revenue)

Proprietary Data Moats: Unique, hard-to-

replicate datasets command premium

multiples as they enable differentiated AI

models.

•

Low CAC Channels: Product-led growth

(PLG) and community-driven adoption

reduce acquisition costs, boosting capital

efficiency.

•

AI Readiness: Platforms enabling clean

data ingestion for generative AI are

seeing increased M&A interest from

strategics.

•



Sales & Marketing Tech Valuation (EV/Revenue)
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Valuation Comparison: Sales & Marketing vs Sector Benchmarks — Q1 2026

Key Valuation Drivers

● Buyer ROI Scrutiny: Valuations

compressed as buyers demand

tangible ROI proof before purchase.

● Productivity Focus: Tools

demonstrating clear efficiency gains

maintain stronger multiples.

● AI Augmentation: GenAI features that

automate outreach and personalization

are driving renewed interest and

multiple expansion.



Rule of 40 Performance Distribution
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Premium Valuation Concentration

Top-quartile performers (>50% Rule of 40) command

significantly higher multiples, averaging 10-15x

EV/Revenue, compared to ~4.5x for median performers.

Median Performance

The sector median currently sits at ~34%. Companies

falling below this threshold face increased scrutiny and

valuation compression in the current market

environment.

Strategic Implications

Balancing efficient growth is critical. Buyers are

prioritizing profitable growth over growth-at-all-costs,

rewarding companies with sustainable unit economics.

SaaS Company Distribution by Rule of 40 Score (Revenue Growth + EBITDA

Margin)



Unit Economics Benchmarks
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Top-Tier Performance Indicators Driving Premium Valuations — Q1 2026

Metric Target / Benchmark Implication for Valuation

Net Revenue Retention (NRR) > 120%
Signals strong product-market fit and compounding growth;
commands significant premium multiples.

LTV / CAC Ratio ≥ 3:1
Indicates scalable efficiency in go-to-market motions; baseline for
healthy SaaS unit economics.

CAC Payback Period < 12 Months
Critical for cash efficiency; sub-12 month payback allows for
aggressive reinvestment without heavy burn.

Gross Margin 70% – 85%
Standard for software companies; margins below 70% suggest

service-heavy models, compressing multiples.

 Path to Profitability

Investors now demand a credible path to positive EBITDA within 18–24 months. "Growth at all costs" has been replaced by "efficient growth" as the primary valuation

driver. Companies with >120% NRR but high burn are seeing valuation discounts compared to balanced growth profiles.



Strategic Buyer Landscape
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Buyer Composition

 PE-Backed Dominance

PE-backed strategic buyers continue to dominate deal volume,

accounting for 51-57% of transactions. These platforms are

aggressively pursuing add-on acquisitions to accelerate growth

and consolidate fragmented verticals.

Strategic Focus

 AI Capabilities

Pure strategic buyers (public companies & large private

strategics) are increasingly selective, prioritizing targets with

proven AI integration and deep vertical market penetration to

defend against disruption.

Market Trend

 Vertical Depth

Strategic acquirers are shifting focus from horizontal expansion

to vertical depth. Companies with comprehensive "operating

system" characteristics in specific industries are commanding



Private Equity Acquisition Patterns
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Deal Structure

 Add-on Dominance

Add-on acquisitions continue to dominate PE activity,

accounting for ~72% of total volume. This reflects a persistent

"buy-and-build" strategy across fragmented vertical SaaS

markets to achieve scale.

Valuation Focus

 Profitability Pivot

Platform investments are heavily scrutinized for unit

economics. PE firms are prioritizing targets with EBITDA

margins > 15% or clear paths to profitability within 12 months.

Sector Strategy

 Vertical Roll-ups

Specialized vertical SaaS (Healthcare, Legal, GovTech) remains

the primary hunting ground for roll-up strategies, leveraging

arbitrage between smaller add-on multiples and platform

valuations.



Valuation Multiple Drivers

 Growth Durability & Rule of 40

Sustainable growth balanced with profitability remains key. Rule

of 40 (Growth + Margin ≥ 40%) drives top-quartile multiples.

 Revenue Quality

High NRR (>110%) and Gross Margins (>75%) signal stickiness

and pricing power, justifying premium valuations.

 AI Integration Depth

Deep "AI-native" integration creating proprietary data loops

drives uplift, unlike superficial "wrapper" features.

 Capital Efficiency

Efficient unit economics (LTV/CAC >3:1) and clear paths to cash

flow positivity are prioritized over growth at all costs.

 Key Takeaway

Q1 2026 valuation focus shifts to "efficient, durable growth." Convergence of

growth and profitability creates the strongest correlation to enterprise value.
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Regional Market Multiples
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Private Market Valuations by Geography — Median & Range (EV/Revenue)

North America Premium

Deep capital markets and mature buyer

ecosystem drive the highest median valuations

(5.2x), with significant upside for AI-native firms

reaching 15x+.

Europe & UK Discount

Valuations trail NA by ~20-25% due to

fragmented markets and regulatory complexity,

though UK remains the strongest European hub

at 4.3x.

APAC Divergence

Widest valuation spread (3.5x–6.0x) reflecting

stark differences between mature markets like

Australia/Japan and emerging SEA ecosystems.



North America Deep Dive

 Buyer Mix Dynamics

PE-backed strategic buyers now dominate the landscape,

driving 51-57% of total transaction volume and creating a

valuation floor for middle-market assets.

51-57%
PE-BACKED VOLUME

~39%
STRATEGIC BUYER SHARE

 Valuation Dispersion

A sharp bifurcation exists in the market. Top-quartile AI and

security platforms command 11x-15x premiums, while

mature horizontal SaaS compresses toward historical

means of 5x-6x.

 IPO Window Outlook

Public markets are expected to reopen fully in late 2026.

This anticipation is driving readiness in pre-IPO rounds and

setting valuation benchmarks for late-stage private deals.
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Growth Rate vs. Valuation Multiples
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Valuation Insights

THE "GROWTH PREMIUM"

High-growth companies (>40% YoY)

continue to command outsized premiums,

clustering in the 10x-15x valuation range

despite broader market compression.

RULE OF 40 LEADERS

Top-quartile performers (Rule of 40 >

50%) demonstrate the strongest

correlation with premium multiples,

validating the market's shift toward

profitable growth.

EFFICIENT GROWTH

Outliers above the trend line typically

possess unique qualitative moats: AI

infrastructure, proprietary data, or vertical

dominance.

Rule of 40 Leaders (>50%) Market Performers Linear Trend

Correlation Analysis: Revenue Growth (%) vs. EV/Revenue Multiple (x)



Exit Strategy Framework

 12-18 Month Roadmap

Strategic sequencing to maximize valuation multiple at exit. Focus

shifts from experimentation to predictability.

 Vertical Strategy: Software + Payments

For Vertical SaaS, integrating embedded payments is a key lever to

increase TAM and stickiness.

 Diligence Prep & Compliance

Proactive data hygiene reduces deal friction and prevents re-trading

during exclusivity.

 Strategic Insight

Start preparation 12+ months in advance to control the narrative and address red

flags before buyers discover them.
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Metrics Optimization: Align KPIs with "Rule of 40" targets; trim
inefficient spend to boost EBITDA margins.

•

Product Development: Freeze major new R&D risks; focus on shipping

highly requested features to boost NRR.

•

Go-to-Market: Demonstrate repeatable sales motion in core verticals;
prune unprofitable customer segments.

•

Monetization: Shift from pure subscription to hybrid SaaS +
Transactional revenue models.

•

Stickiness: Payment workflows create high switching costs, reducing
churn and increasing LTV.

•

Cohort Analysis: Prepare detailed retention grids by vintage, segment,
and product line.

•

Data Room Readiness: Organize IP assignments, employment contracts,

and cap table history.

•

Compliance: Ensure SOC 2, HIPAA, or PCI-DSS certifications are
current; address IP risks early.

•



AI Valuation Premium Analysis
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Market Bifurcation

 The "AI Native" Premium

AI-native platforms are commanding a massive ~2.0x to 2.5x
premium over traditional SaaS peers. Investors are aggressively

pricing in future market dominance and defensibility for companies
built with AI at their core.

Infrastructure vs. App

 Infrastructure Durability

Infrastructure and Data Platform valuations (~15x) remain more

resilient than Application Layer AI. Buyers view "pick-and-shovel"

plays as lower risk bets on the broader Generative AI wave.

Trend Outlook

 Non-AI Compression

Legacy "Non-AI" SaaS multiples are compressing toward 6.0x-8.0x.
Without a credible AI roadmap affecting product velocity or margins,

traditional software is being repriced as ex-growth assets.



Profitability Requirements

 EBITDA Target Timeline

Investors demand a clear path to positive EBITDA within 18-24

months. "Growth at all costs" has shifted to "profitable growth,"

with profitability weighted equally to expansion in valuation

models.

 OpEx Discipline

Efficient growth is prioritized. Buyers scrutinize Sales &

Marketing efficiency (Magic Number > 1.0) and G&A bloat.

Leaning out operational expenses to extend runway signals

disciplined management to acquirers.

 Red Flags & Risks

Bridge Financing: Reliance on short-term bridges or heavy debt

weakens leverage significantly.

Weak Unit Economics: LTV/CAC < 3:1 or payback > 18 months

suggests inefficient scaling and must be fixed pre-exit.

 Strategic Imperative

For Q1 2026, profitability is not optional. Founders must prove their business

model works without indefinite external capital.
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2026 Market Forecast Scenarios
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Base Case (60% Probability)

 Multiple Expansion

Fed rate cuts (3.00-3.25%) in 2026 drive +8-10% valuation

expansion. Public multiples stabilize ~7.5x as private markets catch

up via accelerated M&A activity.

Bull Case (25% Probability)

 AI Acceleration

GenAI adoption drives tangible ROI, pushing median multiples toward

8.5x+. Aggressive competition for AI-native platforms creates

premium exits for strategic buyers.

Bear Case (15% Probability)

 Market Compression

IPO uncertainty and tight credit may compress multiples to ~6.0x.

Focus shifts to profitability (Rule of 40 > 50%) and distressed asset

consolidation.



Key Investment Themes for 2026

 AI Infrastructure & Security

Infrastructure enabling GenAI remains the decade's "pick and
shovel" play. Concurrently, platforms offering automated AI-
driven threat detection are commanding premium multiples as
CISOs consolidate vendor spend.

 Vertical SaaS + Embedded Finance

The "layer cake" model wins. Platforms integrating payments,

lending, and insurance capture higher take rates. Investors
prioritize GPV monetization to maximize LTV beyond pure
software subscriptions.

 Data & Compliance Moats

Proprietary datasets create moats against AI wrappers.

Combined with automated compliance workflows in regulated
sectors (Healthcare, Finance), these assets offer recession-

resilient retention and high ROI.

 The 2026 Winner Profile

The highest-value assets combine "System of Record" stickiness with

"System of Intelligence" capabilities. Winners will leverage proprietary data to

automate complex decisions, ensuring durability against macro volatility.
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Risk Factors & Headwinds

 Macro Risks

Interest rate uncertainty ("higher-for-longer" scenarios)

continues to cap multiple expansion. Additionally, the

fragility of the IPO window limits liquidity for late-stage

private companies, extending holding periods.

 Competition

Hyperscaler bundling (Microsoft, Google) poses an

existential threat to single-point solutions. Platform

consolidation is squeezing smaller players who lack deep

vertical integration or proprietary data moats.

 Execution Risks

Budget scrutiny is exposing "nice-to-have" tools, driving

churn. Companies facing pricing power erosion due to

lack of clear ROI differentiation are seeing significant

valuation discounts in the current market.
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Conclusion & Recommendations


Prioritize Durable Growth

Focus relentlessly on the Rule of 40 and unit economics. In the current climate, efficient growth is the

primary driver of valuation premiums, outweighing pure topline scale.


Prove AI Value

Move beyond "AI wrappers" to demonstrate deep integration with tangible ROI. Buyers are scrutinizing AI

features for defensibility, proprietary data advantages, and workflow stickiness.


Exit Readiness Roadmap

Sequence execution milestones to be exit-ready within 12-18 months. Align product roadmaps, compliance

standards, and financial reporting with strategic buyer requirements today.
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Sources & Methodology

 Report Methodology

This report aggregates data from proprietary transaction databases, public filings, and leading industry research published through Q4 2025. Valuation multiples represent

Enterprise Value / LTM Revenue unless otherwise noted. Private market data reflects median quartiles from disclosed transactions exceeding $50M EV. Forward-looking statements

for Q1 2026 reflect consensus macroeconomic assumptions regarding interest rate policies and capital market activity.

Primary Data Sources & VC


PitchBook Data
pitchbook.com


CB Insights
cbinsights.com


Bessemer Venture Partners
bvp.com


Blossom Street Ventures
blossomstreetventures.com


ICONIQ Growth
iconiqcapital.com

Investment Banking & Research


Goldman Sachs
goldmansachs.com


Morgan Stanley
morganstanley.com


JP Morgan Research
jpmorgan.com


EY M&A Outlook
ey.com


Additional: BCG, PwC, Bain
Various Reports (2025)
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https://pitchbook.com/
https://cbinsights.com/
https://bvp.com/
https://blossomstreetventures.medium.com/
https://iconiqcapital.com/
https://goldmansachs.com/
https://morganstanley.com/
https://jpmorgan.com/
https://ey.com/

