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Analysing the performance of software companies and their 
exposure to AI disruption 

 

This report is powered by TESS, Clipway’s Tech-Enabled Secondaries System – a next-generation 

investment and monitoring tool that puts data science at the core of secondaries investing. TESS capitalises on 
the large volume of data generated by diversified portfolios of private equity funds, which has historically been 
underutilised. These insights are driven by over 3,025 funds and 32,860 underlying portfolio companies currently 

in the TESS database. 

Executive Summary 

• Clipway's latest Insights report, powered by its TESS data platform, analyses the performance of software 

companies across private equity portfolios and assesses their exposure to AI-driven disruption, one of 

the most consequential structural shifts facing the asset class today. 

• TESS currently tracks 32,860 underlying portfolio companies, including 5,654 software businesses. For 

the longitudinal financial analysis, we focus on a robust subset of 624 software companies with consistent 

historical financial data back to 2022, enabling like-for-like analysis across the period in which AI 

disruption began to accelerate. 

• Clipway's research shows that whilst software companies have experienced a clear deterioration in 

revenue growth since 2022, EBITDA margins have broadly held up, suggesting that cost discipline has 

offset top-line pressure, at least in the near term. This resilience will soon be put to the test: the 

sustainability of earnings in software businesses increasingly depends on how defensible their products 

are against AI substitution. 

• To address this, Clipway uses an AI Disruption Risk Rubric that evaluates and scores each software 

company's theoretical resilience to AI-driven displacement. Applying this framework to the dataset reveals 

a wide dispersion of AI risk across PE-backed software portfolios. A meaningful subset of companies 

score poorly, suggesting they face structural headwinds that may not yet be reflected in GP marks. 

Conversely, companies with high defensibility scores, typically those with deep workflow integration, 

proprietary data assets, or strong network effects, appear better positioned to sustain value creation 

through the disruption cycle. 
 

Introduction 

In this edition of Clipway Insights, we have used TESS’ database to analyse the performance of PE-backed 

software companies and assess their exposure to AI-driven disruption. Software is the largest single sector in 

many buyout portfolios, and the rise of large language models and AI-enabled development tools has raised 

genuine questions about which businesses are structurally defensible and which face substitution risk. 

 

We look at a broad dataset of software companies and examine how their revenues and EBITDA margins have 

evolved since 2022, the period in which AI adoption began to accelerate meaningfully. The data reveals a notable 

divergence: top-line growth has slowed across the cohort, whilst margins have broadly held up, raising the 

question of whether cost discipline is masking deeper vulnerability. 

 

To go beyond headline financials, we use a scoring framework designed to assess each company's structural 

resilience to AI displacement. The rubric evaluates businesses across several thematic dimensions, including 
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product defensibility, workflow complexity, and broader business model considerations. Each criterion is scored 

on a discrete scale and aggregated into a composite score. 

Dataset:  

From our TESS database of over 32,860 companies, there are 5,654 software companies on TESS, and 624 

software companies with historical data back to 2022. 

Revenue and EBITDA Trends 

 
 

PE-backed software companies experienced a sustained decline in revenue growth over the period, with the 

cohort mean falling from 24% in 2022 to 10% by 2025. This deterioration reflects both the post-pandemic 

normalisation of elevated SaaS growth rates, reduced rates of M&A, and the growing competitive pressure from 

AI-enabled tooling beginning to erode addressable markets for less-differentiated software products. 

 
 

 
 

Despite the top-line headwinds, EBITDA margins across the cohort have proved notably resilient, with the mean 

even increasing from 28.0% to 31.9% through the same period. To further understand this trend would involve 

digging deeper into the forces behind the widespread cost discipline, and whether it is driven by reductions in 

headcount growth/sales and marketing spend, or fundamental efficiency gains. 
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AI Disruption Analysis 

Companies with the relevant historical data were then scored according to the AI Disruption Risk Rubric. 
 
AI Risk Scoring — Methodology 

Each company is assessed using a scoring framework designed to measure its resilience to AI-driven disruption. 
The framework evaluates a company's product across a number of structural dimensions, with each dimension 
weighted according to its relative importance to the company's overall value proposition. Naturally, we have used 

AI to run this on a relatively large dataset. 
 
A range of criteria are assessed across several thematic blocks, covering factors such as product defensibility, 

workflow complexity, data characteristics, and broader business model considerations. Each criterion is scored 
on a discrete scale and the results are aggregated into a composite score. The composite score is calculated 
using a weighted aggregation methodology, with scores falling on a normalised scale. Higher scores indicate 

greater resilience to AI disruption; lower scores indicate heightened vulnerability.  
 

            
Applying the AI Disruption Risk Rubric to the dataset reveals a wide dispersion of AI risk scores across PE-backed 

software portfolios. The distribution is quite heavily centered in the Medium defensibility band, which is defined as 

the company facing a meaningful risk of AI disruption; despite the existence of some moats, active mitigation is 

needed.  
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Analysis of software companies’ metrics based on AI Risk Score 

 

   
 

Segmenting revenue growth by AI defensibility score reveals a notable divergence across risk bands. Companies 

in the Low defensibility cohort saw a lower step-down in annual revenue growth between 2022 and 2025 (revenue 

growth was down 46%), versus a decline of 54% for medium risk and 77% for high risk.  

 

TESS Insight:  

• This suggests that (1) those companies classified as high risk were growing faster before the introduction 
of large language models and (2) these same companies saw a bigger slow-down following the start of 
AI proliferation 

• This could mean that the same characteristics of these companies that allowed rapid growth in 2022 
were those that were most significantly undone by AI 

 
 

     

   
 

EBITDA margins show some variation across AI defensibility bands, with two notable trends: (1) low risk 

companies exceed the overall dataset mean every year, and (2) low risk companies saw greater margin expansion 

during the period than each of the other category groups (440bps of margin expansion, versus the overall dataset 

producing a 390bps increase). 
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Turning to valuation and leverage, EV/EBITDA multiples by AI defensibility band stand at 20.1x for Low risk, 16.8x 

for Medium, and 15.0x for High risk companies, against an overall cohort median of 15.1x. The valuation premium 

for more defensible businesses would suggest that AI risk potentially is already priced into GP marks. Net debt / 

EBITDA ratios indicate broadly consistent leverage across the cohort. 

 
Conclusion 

This analysis underscores the importance of looking beyond headline financial metrics when assessing PE-backed 

software businesses. Using the depth of TESS data, we have shown that whilst software companies have broadly 

maintained EBITDA margins since 2022, top-line growth has deteriorated meaningfully across the cohort, and 

that this divergence is not uniform. Segmenting the dataset by AI defensibility score reveals a clear pattern: 

companies with lower structural resilience have experienced a far steeper decline in revenue growth, suggesting 

that AI disruption is already exerting a differentiated impact on fundamentals. The valuation data reinforces this, 

with GP marks appearing to embed a meaningful premium for more defensible businesses, implying that AI risk 

is at least partially reflected in current portfolio valuations. 

For secondary buyers, who often operate under time pressure and with limited access to granular company-level 

data, this type of framework offers a pragmatic way to distinguish structurally resilient businesses from those 

facing genuine substitution risk. By surfacing the dispersion of AI vulnerability across a portfolio, TESS enhances 

the precision of diligence and supports more informed, data-driven investment judgement. 

Limitations 

It is important to note that the AI Disruption Risk Rubric is not a definitive ranking of company quality, nor does it 

purport to predict outcomes with precision. Rather, it is a structured complement to traditional due diligence and 

portfolio monitoring, designed to surface relative vulnerability and prompt more targeted analysis. 

 

A first consideration is the inherent limitation of scoring at scale. The framework is applied systematically across 

a large dataset using AI-assisted assessment, which means each company is evaluated on the basis of available 

public and reported information rather than deep operational knowledge. For businesses where differentiation is 

subtle or where competitive moats are not easily observable from the outside, scores may understate or overstate 

true resilience. The rubric is therefore best interpreted directionally rather than as a precise point estimate. 
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Secondly, the analysis treats AI disruption risk as a largely static assessment at a single point in time. In practice, 

a company's defensibility is dynamic: businesses that score poorly today may invest in proprietary data assets, 

deepen workflow integration, or pivot their product architecture in ways that improve their resilience over time. 

Conversely, a company that currently benefits from strong network effects may find those eroded as AI-native 

alternatives reach scale. The scoring should therefore be revisited periodically rather than treated as a fixed 

characteristic. With that being said, the first part of this limitation stresses exactly the need to invest in these 

defensive moats; in fact it lowers the score (i.e. the higher the risk from AI), the more investment a company would 

need. 

 

Finally, the relationship between AI risk scores and observed financial metrics, whilst directionally consistent, as 

shown above, is not a clean causal story. Revenue growth and EBITDA margins are influenced by a wide range 

of factors beyond AI disruption, including macroeconomic conditions, capital structure, and the broader PE 

ownership dynamic. The framework adds a new reference point to assess a company's structural positioning in 

the context of fundamentals, comparables, and all other traditional determinants of quality and risk. 
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Notice to Recipients 
 
This document is provided for general information purposes only. It does not constitute an offer, solicitation, invitation, recommendation, or inducement to engage 
in any investment activity, to buy or sell any security, or participate in any investment strategy. This document does not constitute a financial promotion. The 
contents of this document are not intended to form the basis of, and must not be relied upon as, investment, legal, tax, accounting, or other professional advice. 
No information contained herein should be interpreted as a representation or warranty, whether express or implied, regarding future performance or outcomes of 
any market. Any opinions or views expressed are subject to change without notice. United Kingdom: This material is not a “financial promotion” for the purposes 
of the Financial Services and Markets Act 2000 (“FSMA”). It is intended solely for institutional or professional recipients who are capable of assessing it 
independently. Clipway Limited (FRN: 989716) is an Appointed Representative of Langham Hall Fund Management LLP (FRN:746018), which is authorised and 
regulated by the Financial Conduct Authority. All regulated activities are carried out under the supervision and responsibility of the Principal Firm. United 
States: This document is not advertising, marketing material, or a solicitation under the U.S. Investment Advisers Act of 1940, the Securities Act of 1933, or any 
other federal or state securities laws. It is not directed to, and should not be relied upon by, any U.S. person for the purpose of making an investment decision. 
No securities may be offered or sold in the United States without registration or a valid exemption. Other jurisdictions: This document is not intended to constitute 
a financial promotion, marketing communication, or regulated offering in any other jurisdiction. Distribution may be restricted by local law, and recipients are 
responsible for ensuring compliance with all applicable requirements. All information has been prepared in good faith from sources believed to be reliable; however, 
no representation or warranty is made as to its accuracy, completeness, or timeliness. Past performance, simulations, or projections are not reliable indicators of 
future results. Recipients should undertake their own assessment and obtain independent professional advice before undertaking any investment activity. This 
document may not be reproduced or distributed, in whole or in part, without the prior written consent of Clipway Limited. 
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