EQUITY RESEARCH REPORT

ServiceNow, Inc. (NYSE: NOW)

Enterprise Workflow & Al Platform Software | Report date: July 16, 2026

~$107 $141 +33% 22% ~35% ~25X

Price Consensus Target Implied Upside Rev Growth (Q1'26) FCF Margin Fwd P/E

RECOMMENDATION: BUY (accumulate on weakness)

Overall Investment Score: 72 /100 | Horizon: 2—4 years | Conviction: Moderate-High

Thesis in one paragraph. ServiceNow is a high-quality, structurally advantaged enterprise-software compounder —
97%+ renewal rates, 8,800+ customers, 85%+ of the Fortune 500, ~35% free-cash-flow margins and 20%+
subscription growth — that has been repriced roughly 45-50% below its 2025 peak on a market-wide fear that Al
agents will hollow out seat-based software revenue. The evidence so far contradicts that fear: Al (Now Assist) is
ServiceNow's fastest-growing line and the 2026 Al contract-value target was raised 50% (to ~$1.5B) in a single
guarter. The de-rating has turned a perennially expensive stock into a reasonably-priced one (~25x forward earnings,
~7x sales for a 20%+ grower). The risk is real, not imaginary — the seat-based model IS exposed if Al shrinks
headcount faster than ServiceNow converts to consumption pricing — so this is a BUY, not a table-pounding one,
sized modestly and accumulated on weakness. Q2 results (Jul 22) are the next key test.
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1 | Business Overview

ServiceNow sells a cloud platform (the “Now Platform”) that large organizations use to digitize and automate
workflows across departments. It began as IT Service Management (ITSM) — the system that routes and resolves IT
tickets — and has expanded into IT Operations, Security Operations, HR service delivery, Customer Service
Management, and, increasingly, an Al orchestration / “control tower” layer (Now Assist, Al Control Tower, Workflow
Data Fabric). Practically, it is the system of record and system of action that sits on top of a company's other
software, tying processes and data together.

Revenue model & economics

Revenue is ~97% recurring subscription (SaaS), billed largely per-seat historically, now shifting toward
consumption/usage-based pricing (tokens, workflows, connectors) for Al. Roughly half of net-new business is now
non-seat-based — an important structural response to the Al-disruption fear. The model is a classic land-and-expand:
win a department, then cross-sell additional workflow products at high incremental margin. This produces very high
visibility (see cRPO below), strong pricing power at renewal, and 80%-+ subscription gross margins.

Revenue mix ~97% subscription; ~3% professional services Predictable, recurring, high-margin base

Pricing Seat-based legacy + growing consumption/Al usage ST LR S O il

headcount
Products ITSM, ITOM, SecOps, HR, CSM, Now Assist Al Multi-product = higher retention & wallet share
Customers 8,800+ enterprises; 85%+ of Fortune 500; 630 with Deep enterprise entrenchment; switching costs
>$5M ACV el ’ .
Majority Americas; growing EMEA & APAC; large Diversified but exposed to US federal & ME
Geography . .
public sector timing

Competitive advantages

» Switching costs / entrenchment: Once ServiceNow becomes the workflow backbone across IT, HR and security,
ripping it out is enormously disruptive — reflected in ~97% renewal rates. « Platform breadth & data: Two decades
of enterprise process context and 90B+ workflows/year make it a natural place to govern, audit and orchestrate Al
agents. « Single-platform architecture: One data model across modules is a genuine differentiator vs.
stitched-together point tools. « Enterprise trust & distribution: Reference base in the Fortune 500 and public sector
is hard to replicate.

Competitive disadvantages / vulnerabilities

» Seat-based legacy: A meaningful share of revenue is still tied to user counts — the crux of the Al bear case. ¢
Incumbent's dilemma: Must spend heavily to embed Al just to defend share, pressuring margins (subscription gross
margin fell ~84.5% - 81.5% YoY). « Premium price point: High cost of ownership makes it a target when CIOs hunt
for budget to fund AlI/GPU spend. ¢ Integration risk: Three acquisitions in quick succession (Moveworks, Armis
$7.75B, Veza) stretch management attention.
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2 | Industry & Competitive Landscape

ServiceNow sits in enterprise workflow / digital-process automation software — a large, growing category (IT service
management, HR, security and customer workflows) now colliding head-on with generative Al. The central industry
debate of 2026 is whether Al agents expand this market (more automation to govern and orchestrate) or contract it
(fewer human seats, workflows replaced by autonomous agents). Gartner's estimate that Al could divert ~20%
(~$234B) of enterprise software spend by 2030 is the headline the bears cite; the bulls counter that agents still need a
governance, audit and orchestration layer — which is exactly what ServiceNow is positioning to own.

Competitive comparison

Overlap w/ NOW Rev growth Relative position

Category leader in IT/enterprise workflow;

. . 590 .

ServiceNow (NOW) 22% (Q1'26) broadest single-platform

Salesforce (CRM) CSM, agents (Agentforce) ~h|gh.-s.|ngle Larg.er, slower; direct Al-agent competitor in
digit service

Microsoft Copilot, Power Platform Mid-teens Bundling threat; owns the Al stack & distribution

Atlassian / others ITSM (Jira) ~20% Strong in mid-market/dev; less enterprise depth

Al-natives / agents Autonomous workflows n/a (early) The disruptive wildcard; unproven at enterprise

scale/governance

Read-through: ServiceNow's moat is real but not impregnable. The most credible competitive threat is not a direct
workflow rival but Microsoft's ability to bundle Copilot/agents into existing enterprise agreements, plus the tail risk that
Al-native agent platforms mature faster than ServiceNow's governance positioning. For now, NOW's renewal and
expansion data show no erosion.

3 | Financial Analysis

$3.67B, +22% YoY (+19%  Growth is holding above 20% despite Al fear — the single most

Subscription rev (Q1'26)

cc) important fact
FY2025 revenue $13.28B, +21% YoY Durable, large-scale compounding
cRPO (Q1'26) $12.64B, +22.5% YoY Contracted revenue for next 12 mo — high forward visibility
RPO (total) $27.7B, +25% YoY Long-dated backlog growing faster than revenue = healthy
Non-GAAP op. margin ~32% (Q1'26) Elite profitability; guided 31.5% FY on M&A drag
il;t:;?r:iption gross 81.5% (was 84.5%) Compressing on Al infra + Armis — watch closely
FCF margin ~35% FY guide (44% Q1) Converts a third of revenue to cash — funds buybacks & M&A
Free cash flow ~$5B annually Self-funding; no reliance on capital markets
Balance sheet Net cash (~$7.6B) Low financial risk; flexibility for M&A/buybacks
Dividend None Reinvests + buys back stock; growth-stage capital allocation

Interpretation. This is a financially excellent business: 20%+ growth, ~32% operating margins, ~35% FCF margins,
net cash. The one genuine yellow flag is subscription gross-margin compression (~300bps YoY) driven by the cost of
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serving Al features and Armis integration. If that compression continues rather than stabilizing, the long-term margin
story — and therefore the valuation — gets harder. ROE (~16%) and ROIC are healthy but understate underlying
returns because of heavy stock-based compensation and recent acquisition accounting. Capital allocation has
favored reinvestment, tuck-in/large M&A, and buybacks over dividends — appropriate for the growth stage.
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4 | Management Assessment

CEO Bill McDermott (former SAP CEO) has a strong enterprise-software execution and go-to-market track record,
and management has beaten-and-raised guidance repeatedly, including through the 2026 Al scare. Notably,
McDermott bought ~$3M of stock with personal funds in February 2026 into the drawdown, and insiders have been
net buyers — a constructive signal when the market is fearful. The consumption-pricing pivot and the “Al control
tower” positioning show management is confronting the Al-disruption risk directly rather than denying it.

Criterion Assessment

Execution Consistent beat-and-raise; guidance credibility intact through the Al scare

. . Aggressive but reasonable M&A (Moveworks, Armis, Veza) + buybacks; integration risk is the
Capital allocation

watch-item
Guidance accuracy Strong history of hitting/exceeding targets; prudent on ME/federal timing
Insider alignment CEO personal buying + net insider buying into weakness — positive
Strategic vision Reframing NOW as the Al orchestration/governance layer is coherent and defensible
Overall Above-average, shareholder-aligned management — a clear positive in the thesis

5 | Growth Drivers & Catalysts

Now Assist Al monetization ramp (target raised High — proves Al is additive,

$1B -~ $1.5B ACV) Short High forces re-rate

Q2'26 beat-and-raise (Jul 22) Immediate Med-High High — near-term sentiment
inflection

Consumption-pricing mix shift (decouples from Medium Med High — neutralizes the core bear

seats) case

Cross-sell / new modules (SecOps, CSM, . . . 0 .

rsleeal =, Wil Medium High Med — sustains 20% expansion

Path to $30B+ subscription rev by 2030 Long Med High — the compounding
endgame

Partnerships (Nvidia, AWS, IBM, . . Med — cements control-tower

. o . Medium High L
Anthropic/OpenAl/Gemini integrations) positioning
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6 | Risk Analysis

Al agents shrink seat-based revenue

The core thesis risk. Renewal data (~97%)

faster than consumption offsets Medium High argues against it — for now
Gross-margin compression persists (Al . . Already visible; watch for stabilization at
infra + M&A) Med-High Medium ~81-82%
Vgluatlon re-rates down on any growth Medium Medium Still premium vs software peers; little room
miss for a stumble
M&A integration distraction Medium Medium Three deals at once historically slows
(Moveworks/Armis/Veza) organic growth
US federal budget / public-sector timing Medium Low-Med Deal slippage, not demand loss
Geopolitical (Middle East on-prem deal ~75bps Q1 headwind; timing, likely
Med Low

delays) recoverable
Microsoft bundling / competitive pressure Medium Med-High S.trugturlal long-term threat via Copilot

distribution
Macro / software-spend contraction Low-Med Medium Enterprise IT budgets sensitive to

recession

Key insight on the central risk: The bears (e.g. UBS's April downgrade to $100) are not obviously wrong — they
are making a structural argument that enterprise budgets shift toward Al infrastructure and away from “core”
seat-based workflow spend, forcing NOW into an expensive, margin-diluting pivot (the “incumbent's dilemma”). The
counter-evidence is empirical, not rhetorical: renewals near 97%, Al ACV accelerating, and roughly half of net-new
business already non-seat-based. The thesis lives or dies on whether that data holds over the next 4-8 quarters.

7 | Valuation

Why these methods. For NOW, GAAP P/E is distorted by heavy stock-based comp and acquisition amortization, so
the cleanest lenses are EV/forward-subscription-revenue, forward (non-GAAP) P/E, and a DCF anchored on its
durable FCF. The stock's own history is the most useful benchmark: it has de-rated from ~34x NTM EV/EBITDA
(2025) and ~61x trailing P/E toward roughly half those multiples.

Forward P/E (non-GAAP) ~25x on a 20%-+ grower w/ 35% FCF margin Reasonable — cheap for the quality
EV / fwd subscription rev ~7x (vs. low-teens at peak) Below its own history

Trailing P/E ~59-61x (SBC/amort distorted) Optically high — not the right lens
P/E vs software peers Premium to ~28x industry avg... -+-but justified by superior

growth+margins

DCF (durable ~35% FCF

) Supports ~$130-160 fair value Undervalued in base case
margin)

Analyst consensus ~$141 avg target, “Strong Buy” (48 analysts) ~33% implied upside
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Conclusion: On the appropriate lenses (forward P/E, EV/subscription rev, DCF), NOW is modestly undervalued to
fairly valued — no longer the nosebleed multiple of 2025, but not a deep-value bargain either. The trailing P/E of
~60x that headlines make it look expensive is misleading given SBC and acquisition accounting; the ~25x forward
multiple is the number that matters, and it prices in a real possibility that the market has already partly given up on the
growth model.
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8 | Market Sentiment

Analyst consensus “Strong Buy” — ~48 analysts, avg target ~$141 (range $85-$236); ~33% implied upside

Guggenheim upgraded to Buy ($125, Jul 1) — a valuation call by a prior skeptic; targets trimmed

Recent rating action P

Insider activity Net buying; CEO McDermott bought ~$3M personally into the drawdown — constructive
Institutional Broadly held; some funds (e.g. Brown Advisory) trimmed on Al uncertainty — mixed
Price action Down ~46% from $207 high; rebounded ~20-30% off the lows — sentiment thawing
Narrative Shifted from “SaaSpocalypse victim” toward “Al control tower” beneficiary

Technical picture (timing only — not thesis)

Long-term trend: broke down hard in 2026 (~-46% from the $207 peak), so the multi-year uptrend is damaged and
repairing. Medium-term: a base-building / early recovery attempt — the stock has rallied ~20-30% off its lows and is
clawing back toward its declining moving averages. Key levels: support around the ~$100-103 area (recent base
and the UBS bear target) and deeper support if that fails; overhead resistance near prior consolidation in the
~$125-135 zone, then the ~$145-160 gap-fill region. A decisive move above the 50/200-day averages on strong
volume — most plausibly on a Q2 beat — would confirm a trend change. Given the ~$207 - $107 round-trip, treat
technicals purely as an entry-timing aid: scale in rather than chase.

9 | Investment Scorecard

Business Quality EEEEEEEEEE Elite recurring model, entrenched, high margins
Financial Strength 9 EEEEEEEEEE Net cash, ~35% FCF margin, 20%+ growth
Competitive Advantage 8 EEEEEEEEEE Wide moat; Al is the swing factor

Management 8 EEEEEEEEEE Proven, aligned, buying stock

Growth Potential 8 EEEEEEEEEE Al ACV + $30B/2030 path

Valuation 6 EEEEEEEEEE Reasonable, not cheap; premium remains

Risk (higher=safer) 5 EEEEEEEEEE Genuine Al-disruption & margin risk

Technical Setup 6 EEEEEEEEEN Basing/recovering off lows

OVERALL INVESTMENT SCORE 72 /100
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10 | Scenario Analysis

Sub. growth stays ~20%+; Al ACV blows past  Margins stabilize & re-expand,;

— 0,
Bull $1.5B; consumption mix scales FCF compounds $185-230 25%
~ _ 0, i . ~ 0, i ~ 0,
Base Sub.. .gI‘C.)Wth 18 20./0 tapering gradually; Al 32/§ op margin, ~35% FCF $140-160 50%
additive; some margin drag margin held
Bear Seat erosion + budggt shift; growth to Margins compress; multiple $80-100 25%
low-teens; consumption too slow de-rates further

Probability-weighted fair value = $135-140, roughly in line with consensus and ~25—-30% above the current price.
The distribution is asymmetric to the upside from here if the Al-additive thesis holds, but the bear tail is real and not
negligible (25%), which is why position sizing matters more than usual.

11 | Trade Plan (Recommendation: BUY)

Recommended entry ~$100-108 (current area); prefer scaling in, not a single lump

Ideal buy range $95-110 (add aggressively toward $95—-100 support)

Cut-loss (thesis-break) Weekly close below ~$88-90 or renewal rate <95% / Now Assist deceleration
Take-profit target 1 $135 (consensus / prior consolidation)

Take-profit target 2 $160+ (base-case fair value / gap-fill)

Expected upside ~+25% to T1, ~+50% to T2 (12—24 mo)

Expected downside ~-15% to -20% to stop; bear-case ~-25%

Risk/reward ~1:2to 1: 3 (favorable)

Holding horizon 2-4 years (compounding thesis, not a trade)

Position size Modest starter (e.g. ~half of target weight); this is a volatile, contested name
Portfolio allocation ~2-4% for a diversified growth portfolio; <5% for high conviction

Timing note: Q2 results land July 22. Given the wide reaction range (the stock has had 24 moves >5% in the past year), consider
establishing a starter position before and adding after the print rather than betting the full position on one earnings reaction.

Independent equity research — educational analysis, not personalized investment advice. Do your own due diligence. ServiceNow (NOW) « Page 9



12 | Final Verdict — Investment Memo

“Would you invest your own money in ServiceNow today?” — Yes, a starter

position; accumulate on weakness.

Why yes, and why now

ServiceNow is a genuinely great business that the market put on sale because of a fear — Al-driven seat destruction
— that the company's own results have so far contradicted, not confirmed. You rarely get to buy a 20%+ grower with
~35% FCF margins, 97% renewals, net cash and category leadership at ~25x forward earnings; for most of its life
NOW traded at roughly double that. The de-rating did the hard work of removing the valuation risk that always kept
quality investors away. Meanwhile the very thing feared (Al) is showing up as the fastest-growing part of the
business, and management raised its Al contract-value target 50% in a single quarter. That is the setup — great
business + reset valuation + improving-but-still-doubted narrative — that tends to reward patient buyers.

Why this valuation is defensible

At ~$107 the market is paying a mild premium to the software group but a discount to NOW's own history, for clearly
superior growth and cash generation. On DCF and EV/subscription-revenue the base case supports ~$140-160 —
meaningful upside — and consensus (~$141, Strong Buy) agrees. The trailing ~60x P/E that scares headline readers
is an accounting artifact of stock comp and acquisition amortization, not the economic multiple.

What would invalidate the thesis

¢ Renewal rate slipping below ~95% (the earliest true signal of demand erosion). « Now Assist / Al ACV decelerating
instead of accelerating. « Subscription gross margin continuing to compress below ~80% with no stabilization. ¢
Subscription growth falling into the low teens on budget shift rather than timing. Any two of these together would
confirm the bear case and warrant exiting near the stop.

The honest caveat — why it's a BUY, not a STRONG BUY

The bear argument is intellectually serious, not a meme. The seat-based model genuinely is exposed if Al shrinks
headcount faster than ServiceNow converts customers to consumption pricing, and the “incumbent's dilemma”
(spend heavily on Al just to defend share) is already visible in margin compression. The consumption pivot is early
and only partly measurable. Three acquisitions at once add execution risk. So this deserves real money but modest
sizing and staged entry, not a maximum bet. The clean tell over the next few quarters is simple: watch renewals, Al
ACV, and gross margin. If they hold, add. If they crack, respect the stop.

Data sources & date: Prices, estimates and filings as of ~July 14-16, 2026 (Yahoo Finance, company Q1 FY2026 8-K/press release and earnings
call, SEC filings, analyst consensus via S&P Global / stockanalysis.com, and secondary financial press). Next catalyst: Q2 FY2026 results after
market close, July 22, 2026. Figures are approximate and rounded.

Disclaimer: This report is independent, educational analysis generated for informational purposes only. It is not personalized investment advice, an
offer, or a solicitation. Markets carry risk of loss; past performance does not guarantee future results. Verify all figures against primary sources and
consult a licensed financial professional before investing.
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