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The author attempts to answer a number of reoccurring questions from readers following his recent post

suggesting that EDA firms would be better off in the hands of private equity firms. A surprising number of people

seem to agree with a comment in my recent posting on EE Times, that EDA is run like a family business. I received a lot of
feedback on this posting, including a number of recurring questions. I wanted to take the time to address them directly. 

1.    Why would private equity be interesting?  Is EDA interesting enough?   

EDA is in the sweet spot for private equity (PE) companies. PE companies like a situation where there is predictable cash
flow, and  love it even more if the cash flow can be increased over time with operational efficiency. In these two situations, a
private equity firm can use financial leverage to get very good returns for their limited partners. 

2.    If it's such a good idea, why is it not done ?     

With EDA, the “family” does not want to sell the business, so PE firms are left to consider a move into EDA on a hostile
basis. Besides the significant issues of “poison pills,” many PE firms have charters which do not allow for hostile takeovers.
Thus, we wrap back around to the willingness of the board of directors of the major EDA companies to consider a private
move on their own accord.

3.    Is EDA software really sticky?  Isn’t the real problem competitive discounting?

There are situations within EDA markets where the switching costs are not high. These include areas where there are
reasonably well specified standards such as HDL and Circuit simulation.  However, for the vast majority of EDA, the cost of
change is very high. Further, for any customer considering this change, they must ask the question: what is the opportunity
cost of my design team working on infrastructure shifts versus productive design activity?

The amazing part is that in many of the segments one of the large companies has dominant market share (for example,
Cadence in analog design). As a standalone company in the private setting, there would be no reason to discount with that
sort of marketshare. However,  the need for growth drives a process of discounting, and this may indeed drive a competitive
response which accelerates the discounting process.

4.    What about the debt?   Would this not be an issue much as it was for Freescale? What about Cadence (which
negotiated to sell itself to private equity firms in 2007; the talks broke down)?  

Obviously, price is always a consideration for any buyer, and any business transaction.  On the issue of debt, this is a
decision for the buyer. There is no particular requirement to use debt. However, it is true that with a stable/rising significant
cash flow, there is a large temptation for PE firms to use debt to add leverage to the return, and with the kind of cash flow
possible in EDA, this would make perfect sense. On Freescale, there are two important differences:  The price multiple for
Freescale was high (one of the largest buyouts ever), and Freescale did not have the potential for cash flow as compared to
EDA companies.

On Cadence, the transaction was happening at the height for Cadence stock, so certainly not the right time to buy. However,
when Cadence hit near $3/share low, the company was an incredible opportunity for savvy buyers. The good news is that
this opportunity will come again with all the major EDA companies.
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