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Is This the “SaaSpocalypse”? What Al Disruption
Really Means for Investors

Recently, in our blog Investing in Al¢ The Hidden Risks Behind the Hype, we outlined key
considerations for investors looking to purchase debt from issuers investing heavily in Al
infrastructure. We emphasized the importance of considering companies with:

¢ Manageable leverage, including use of off-balance-sheet financing
¢ Strong free cash flow generation to support capital-intensive Al investment
e Diversified revenue streams to enhance earnings resilience

Just one day after publication, however, investors’ focus surrounding Al quickly pivoted from the
needs of hardware investment to the threat of software offerings.

From Al Infrastructure to Generative Al Disruption

On February 39, Anthropic announced a new Claude plugin, Legal, designed to automate tasks
such as confract reviews and legal briefings. The launch positioned the rapidly growing Al
startup as a direct competitor to incumbents in legal software, triggering a dramatic selloff for
related companies.

The selloff quickly spread to soffware companies across industries and ultimately the broader
equity market.

Dubbed by some as the "Al Scare Trade” or "SaaSpocalypse”, the whipsaw in prices reflected a
rising fear that generative Al could undermine the economics of high-margin software-as-a-
service (Saas) business models.

Why This Matters for Debt Investors

Investor anxiety centers on several structural risks:

e Subscription substitution risk: Businesses may replace fraditional Saas tools with general-
purpose Al tools.

o Competitive acceleration risk: A new wave of Al startups could intensify competition by
building and operating platforms faster and cheaper than incumbents.

While recent developments in generative Al have intensified competition across certain
industries, widespread displacement of established software offerings remains unlikely in the near
term.
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Evaluating Software Issuers: Competitive Moat and Industry Exposure

In addition to traditional credit considerations, investors with exposure to software issuers should
also consider a company’'s competitive moat and industry exposure. The near-term financial
impact of Al will depend heavily on where a software provider operates and how deeply its
products are embedded within customer workflows.

Software companies that are better positioned to navigate Al-driven disruption tend to share a
few defining characteristics:

1. Leading market positions: Companies with strong market share and ample financial
resources tend to be better equipped to support existing value propositions. Importantly,
issuers with strong credit meftrics, good governance, and a history of adaptation are
typically better positioned to respond to infensifying competition. They can invest in Al
capabilities organically or pursue M&A.

2. High switching costs: Software platforms that are heavily integrated into client workflows
and operational processes are inherently “stickier”. If customers consider switching
providers, the operational friction of switching may delay the immediate threat of
competitors. These switching costs may extend the lifespan of current subscription
offerings.

3. Higher consequence operating environments: Errors from Al-generated code or
hallucinations may have dramatically different ramifications depending on which
industry the product is used. For example, an Al-generated advertisement that fails to
invigorate sales may result in missed business opportunities. In contrast, if Al-generated
legal or tax advice proves incorrect — and is not identified through oversight — it could
lead to material reputational damage. In these settings, human expertise and
accountability remain differentiators.

Separating Al Headlines from Credit Fundamentals

Ultimately, software companies operating in complex industries, high-stakes solutions, or deeply
embedded workflow solutions are less likely to face immediate threats from Al-native
newcomers.

Many established companies have already infegrated Al capabilities info their existing
platforms—combining expertise with new capabilities in ways that can be difficult for less
specialized entrants fo replicate.

While recent developments in the software industry do have material ramifications for certain
companies, much of the recent furmoil appears rooted in speculation. The short-term financial
impact across the broader SaaS and enterprise software landscape may be limited.

Investors should monitor developments in generative Al, but it's important to differentiate
between forecasts and current fundamentals.
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For those concerned about longer-term risks, consider shortening duration exposure, but don't
be scared when terms like “SaaSpocalypse” are in the headlines—the end is not near.
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About Us

Capital Advisors Group, Inc. is an independent SEC-registered investment advisor specializing in
institutional cash investments, risk management, and debt finance consulting. Our clients range
from venture capital-funded startups and emerging growth companies to Fortune 100
companies.

Drawing upon more than a quarter of a century of experience through varied interest rate
cycles, the firm has built its reputation upon deep, research-driven investment strategies and
solutions for its clientele.

Capital Advisors Group manages customized separately managed accounts (SMAs) that seek
to protect principal and maximize risk-adjusted returns within the context of each client’s
investment guidelines and specific liquidity needs. Capital Advisors Group also provides FundiQ®
money market fund research; CounterpartylQ® aggregation and credit analysis of counterparty
exposures; risk assessment on short-term fixed income securities and portfolios; and independent
debt finance consulting services.

Headquartered in metropolitan Boston, Capital Advisors Group maintains multiple U.S. regional
offices.
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IMPORTANT INFORMATION

This report is infended for informational purposes only. Nothing contained in this report is a guarantee of actual
results, outcomes, or future performance. Past performance is no guarantee of future results. Nothing in this report
constitutes an offer to sell, a solicitation to buy, or a recommendation of any security.

The information in this report is, or is based on, information that has been made publicly available by third parties,
and it is subject to change without notice. All information in this report is accurate only as of the date of this report,
unless otherwise noted. Capital Advisors Group, Inc. has no obligation to update this report, or o provide you with a
copy of any update of this report if one is prepared. Capital Advisors Group, Inc. does not independently verify or
guarantee the accuracy of such information, and any inaccuracies in such information likely will affect Capital
Advisors Group, Inc. analysis and conclusions included in this report.

This report may include forward looking statements. Capital Advisors Group, Inc. is not undertaking to update or
revise any forward-looking statements in this report, whether resulting from new information, future events or
otherwise. You should not take any statements regarding past trends as a representation that frends or activities will
confinue in the future. Accordingly, you should not put undue reliance on this report.

Capital Advisors Group, Inc. is registered with the U.S. Securities and Exchange Commission as an investment adviser.
Additional information regarding Capital Advisors Group, Inc., including its investment strategies and their risks, is
available in Capital Advisors Group, Inc.’s disclosure document (Form ADV, Parts 2A and 2B), which is available by
calling 617-630-8100. You may also find a copy of the disclosure document at the SEC’s website www.sec.gov. This
presentation is not a complete description of Capital Advisors Group, Inc.’s investment strategy, the strategy’s
investment risks, or tax or other important considerations. Prospective clients should read all disclosure documents
provided by Capital Advisors Group, Inc. relating to its products or services before engaging Capital Advisors Group,
Inc. to perform for it investment management or advisory services.

Photocopying and/or redistributing this report in any form is strictly prohibited. This report is a confidential document
and it may not be provided or disclosed to any persons other than the infended recipients without Capital Advisors
Group, Inc.’s written consent.

All contents © copyright 2026 Capital Advisors Group, Inc. All rights reserved.
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Capital Advisors Group, Inc.

One Federal Street, Suite 2200
Boston, MA 02110

Tel: 617.630.8100 ~ Fax: 617.630.0023
www.capitaladvisors.com
info@capitaladvisors.com
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