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Valuation
Sensitivity
Going Into the
Q2 2026 Call




Al investment and
measurable

financial returns
8%

Guidance
assumptions and
demand visibility

30%

Capital allocation
and investment

returns
15%

Margin durability
and pricing power
21%

Earnings quality and
cash conversion
26%



Which disclosure would be

02 most likely to increase your
confidence in the company's

valuation?

Quantified benefits
from Al or productivity
Initiatives
8%

Clearer
assumptions

Evidence of | |
returns on recent behind gljldance
investments 29%

16%

ntified margin bridge
21%

A bridge from
earnings to free cash

flow
26%



Al spending without
measurable

outcomes
8%

Guidance not
supported by
operating evidence

31%

Capital spending
without demonstrated

returns
15%

Margin pressure not
adequately
explained

21%

Reported earnings
not converting into

cash
25%



Which management answer

O 4 would most improve your
valuation confidence during

Q&A?

Specific evidence that Al
investment is producing
financial benefits

8% A direct explanation of
demand trends and
guidance assumptions

29%

Evidence that capital
allocation is producing
expected returns

16%

A quantified explanation
of pricing, cost and
margin drivers

(o)
21% A clear explanation of

cash conversion and
working capital

26%



Al spending,
productivity and
payback
8%

Demand visibility and
guidance
assumptions

30%

Capital allocation
and investment

returns
16%

Pricing, margins
and external risks
21%

Cash conversion
and earnings
quality
25%



Section 2;




Which Q2 2026 disclosure

O 6 would be most likely to cause
you to raise revenue or

earnings forecasts?

Higher returns from
recent investments or
Al initiatives
9%

Stronger demand
indicators than
previously expected

F r margin
aster marg 299

recovery or
productivity gains

17%

Better pricing
realization without
volume weakness
21% Higher-quality backlog,
bookings or pipeline
conversion
24%



Investment spending
rising without near-term

returns
9%

Weaker customer
demand or order
activity

30%

Input costs or
external risks not
fully offset

15%

Pricing actions causing
volume, churn or
elasticity pressure

21% .
L ower cash conversion

or working-capital
pressure
25%



Which guidance element
0 8 would most affect your

forecast assumptions?

Tax, interest or
foreign-exchange
assumptions
10%

Revenue-growth
assumptions

Capital-spending 209,

assumptions
15%

Free-cash-flow
assumptions

21% . .
Margin assumptions

24%



Which operating metric would
O 9 be most useful for validating

management's forecast?

Sales-cycle length or
customer-decision
timing
10% Current demand,
order or booking
activity
29%

Retention, churn
or renewal trends
16%

Price, volume

and mix trends
219% Backlog, contracted

revenue or committed

volume
24%



What would most undermine

confidence in management's
Q2 2026 outlook?

Changing performance
metrics without

reconciliation
9%

Maintaining guidance
while operating
indicators deteriorate
31%

Avoiding discussion
of downside risks
15%

Providing a wide
range without
scenario detail

20%

Reducing guidance
without explaining
changed assumptions

25%



Multiple
Expansion
and
Compression
Sensitivity




would be most likely to support
multiple expansion?

1 1 Which Q2 2026 development

Measurable financial
returns from Al or

automation
9%

Guidance reaffirmed or
raised with stronger

demand evidence
29%

-vidence of stronger
aturns on investment
16%

Margin stabilization
or improvement

o)
21% Stronger earnings-

to-cash conversion
25%



Which Q2 2026
1 2 development would be

most likely to cause
multiple compression?

Management
credibility or
governance concerns
(o)
. 9% Guidance reduced or
Poor investment supported by weaker
returns or acquisition visibility
discipline 30%
15%
Deteriorating pricing
power or margin
durability
21% Earnings growth not

converting into cash
25%



support a peer-relative
valuation premium?

1 3 Which evidence would most

Better management
credibility and

communication , o
9% Higher visibility into

revenue and earnings
growth

27%

Higher returns on
invested capital

17%

More durable

margins than
peers Stronger and more
21% consistent cash

conversion
26%



justify a peer-relative valuation
discount?

1 4 Which evidence would most

Less credible

management

communication
9%

Lower visibility into
future performance

30%

Weaker capital-

allocation returns
15%

Less resilient
margins or pricing
power

21% Weaker cash
conversion than
peers

25%



1 5 Which disclosure would be

most likely to change your
valuation multiple?

Stronger evidence of
management
credibility
9%

Clearer evidence of
future demand
durability

29%

Clearer evidence
of investment

returns
15%

Better disclosure
of margin drivers

21%

Stronger evidence

of cash conversion
26%



Required
Return, Risk,
and Position
Sizing




Which issue would be most
1 6 likely to increase your required

return or discount rate after the
call?

L ower confidence in

management
credibility
9%

Greater uncertainty

Higher industry, in demand or
geopolitical or macro guidance
sensitivity 30%
17%

Higher leverage or
weaker liquidity
20% Higher business or

execution risk
24%



Which disclosure would be
1 7 most likely to reduce your

required return or risk
premium?

Clearer governance
over Al and strategic

Investments
9%

Better visibility into

. Evidence Of. future demand and
disciplined capital cash flow
allocation

1%
15% 3

Stronger balance-
sheet flexibility

20%

More resilient margins
under downside

scenarios
25%



cause you to reduce position
size after the earnings call?

1 8 Which issue would most likely

Unquantified Al or
technology spending

risk
8%
Poor capital- .
allocation Gwccii%r)lge
explanation Eraiotin
149% problem
31%

Evidence of
deteriorating pricing
or margins

21%

Weak cash flow
despite reported
earnings growth

26%



1 9 Which issue would most likely

cause you to increase position
size after the earnings call?

Al or productivity
returns stronger than
expected

8%

Capital returns
stronger than
expected

14%

Stronger demand
visibility than
expected
30%

Margin durability
better than
expected

21%

Better cash
conversion than
expected

27%



What most increases your

conviction in a valuation view
after an earnings call?

Al or productivity claims
are backed by financial

outcomes
8%

Management provides
evidence that supports
guidance

31%

Capital allocation is
tied to measurable

returns
15%

Margin commentary is
quantified and
reconciled
20%
Earnings quality is
supported by cash

flow
26%



Proof
Required to
Support the

Valutaion
Narrative




Quantified Al or
productivity

benefits
8%

Demand indicators that
support the guidance
range

30%

ROIC or payback data
on major investments

15%

Margin bridge by
price, volume, mix
and cost
20%

Free-cash-flow bridge
that supports reported
earnings
27%



Which proof point would most

improve confidence that
guidance is achievable?

Pipeline conversion
or sales-cycle

evidence
10%

Current order,
booking or demand

trends

Customer retention,
30%

renewal or churn

data
16%

Backlog, contracted revenue
or committed demand

converting as expected Historical daCcuracy of
21% management
guidance

23%



Evidence that revenue
growth is recurring or
repeatable

10%

Operating cash flow
tracking with reported
earnings
31%

Consistent KPI
definitions across
periods

14%

Clear reconciliation of
adjusted earnings

items
19%

Free cash flow after
working-capital
movements
26%



Which proof point would most
24 improve confidence in margin

durability?

Customer or product mix
shifting toward higher-
margin areas

10%

Price realization
without material

volume decline
30%

Evidence that input-
cost pressure is
stabilizing

15%

Productivity savings
already captured in

results
20%

Margin bridge
separating price,
volume, mix and cost
25%



Acquisition integration
results versus original
expectations

10%

Prior investments
achieving stated return
targets

31%

Evidence that buybacks
occurred below intrinsic

value
15%

ROIC performance by
major investment

category
20% Clear payback period
for current investment
spending

24%



Section 6;



For companies where the topic
is financially material, which

sector-specific disclosure
would most improve valuation
confidence?

Healthcare/energy/utilities:
pipeline, reimbursement,

regulation, capex or commodity Software/technology: ARR,
sensitivity NRR, churn, Al monetization

16% or cloud economics
23%

Financials: credit quality,
funding cost, capital ratios
or reserve adequacy

19%

Industrials/materials:
backlog, tariffs, price-cost
spread or supply-chain

exposure

22%

Consumer: volume, traffic,
trade-down, inventory or
promotional intensity

20%



Healthcare/energy/utilities:

regulatory, reimbursement, Technology/software:
commodity or capex risk slowing recurring revenue

16% or weak Al monetization
23%

Financials: credit
deterioration, funding
pressure or capital

weakness
19%

Industrials/materials: margin
pressure from tariffs, input

costs or weak volume
22%

Consumer: price
increases causing
volume loss or trade-

down
20%



Which sector-specific proof

2 8 point would most help
management defend the

valuation?

Healthcare/energy/utilities:
milestone, regulatory,
reserve or capex visibility

16%

Technology/software:
durable growth and

monetization metrics
24%

Financials: credit,
liquidity and capital
resilience
18%

Industrials/materials:
backlog quality and
margin bridge
22%

Consumer: price-
volume elasticity and
inventory quality

20%



Disclosure and
Q&A
Preparation
for IROs




Al spending,
productivity and

financial benefits
8%

Guidance
assumptions,
sensitivities and

scenarios
31%

Capital-allocation
returns and payback
periods

15%

Margin bridge by
price, volume, mix
and cost
20%

Cash conversion and
working-capital
bridge
26%



Which analyst question would
3 O be most important for

management to prepare for?

What financial benefit
is Al actually
producing?

9%

What evidence
supports the current
guidance range?

31%

Are recent investments
earning acceptable
returns?

15%

How sustainable
are current
margins?
20%

Why is cash flow
better or worse than
earnings?

25%



Promotional Al
commentary without

measurable outcomes
9%

Vague explanation of
demand or guidance
assumptions

30%

General discussion of
capital allocation without

return evidence
14%

Unquantified
explanation of
margin pressure
21%

Incomplete
explanation of cash

conversion
26%



Which evidence should
3 management bring into the call

to support valuation
confidence?

Quantified Al or
productivity

outcomes
9%

Demand indicators
supporting the

outlook
29%

Return data on
major capital

investments
15%

Margin bridge
explaining pricing,
volume, mix and cost
20%

Cash-flow bridge
supporting earnings
quality
27%



Al investment and
measurable

returns
8%

Guidance credibility
and demand visibility

30%

Capital allocation
and investment

returns
15%

Margin durability and
external-risk

exposure
21%
Earnings quality
and cash
conversion

26%



IRO READOUT

Highest-priority message for Q2 2026:
lInvestors are most valuation-sensitive to
whether management can support
guidance with observable operating
evidence. Guidance credibility, demand
visibility and cash conversion should lead
the earnings-call preparation process.



MOST IMPORTANT PROOF
POINTS

Management should bring five categories of
evidence into the call:
1.Demand indicators supporting guidance
2.Cash-flow bridge supporting reported earnings
3.Margin bridge by price, volume, mix and cost
4.Return data on major investments
5.Quantified productivity or Al benefits where
financially material

BIGGEST VALUATION RISKS

The most likely valuation-negative issues are:

e Guidance that is not supported by operating
evidence

e Earnings growth that does not convert into cash

e Margin pressure that is not quantified

e Capital spending without demonstrated returns

e Al spending without measurable financial
outcomes



BREAKWATER
CAPITAL
MARKETS

Capital markets and investor relations
advisory elevating valuations, providing
advanced investor intelligence, and
optimizing executive decision-making and
Investor communications.

For more information, contact
Mark Hayes at
mark@breakwaterstrategy.com

BREAKWATER
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