
ware Succ ess ,  Software CEO On l i n e  a n d  S o f t w a r e  B u s i n e s s  M a g a z i n e .  S o f t w a r e  

E q u i t y  G r o u p ’ s  s e n i o r  b a n k e r s  h a v e  k e y n o t e d  a n d  s p o k e n  a t  m o r e  t h a n  o n e  h u n d r e d  s o f t w a r e  

i n d u s t r y  c o n f e r e n c e s  a n d  s e m i n a r s ,  i n c l u d i n g  S o f t w a r e  B u s i n e s s ,  S o f t E x p o ,  C u l p e p p e r ,  V A R  

C o n f e r e n c e ,  a n d  t h e  A r i z o n a ,  C o l o r a d o ,  C h i c a g o ,  So uthern Califo r nia, Denve r , San Dieg o an d 

Boulde r Software Asso cia t ions. 

 
Our clients span virtually every software technology, including e-commerce, data analytics, 
development tools, call center management, digital rights management, embedded systems, 
wireless apps, supply chain, ERP, CRM, middleware, CAD, internet infrastructure, as well as 
some 57 different vertical markets.  We know these technologies and these software subsectors 
intimately, and we track closely software market trends and directions.  We also have intimate 
understanding of software company finances and operations, Though every member of our 
professional  team is an experienced investment banker, several are experienced entrepreneurs, 
as well with strong operating backgrounds. 

Our firm is highly strategic when positioning a client in the market, and when structuring 
transactions, but we’re also process driven.  We have a database of software company buyers 
and software M&A transactions which is second to none, a carefully targeted and aggressive 
marketing and sales methodology, an extraordinary knowledge of software company finances, 
operations and valuations, and demonstrated skill at the negotiation table. 
 
We are absolutely committed to both client satisfaction and results.  Our values are clear and 
deeply embedded:  Every client is highly valued.  We listen carefully, talk straight and 
communicate often.  We are committed to exceeding expectations.  Integrity and professionalism 
characterize all that we do. 
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Figure 1: U.S. Gross Domestic Product and Equipment & Software percent change from prior 
quarter 
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ECONOMY 
Despite soaring crude oil prices, Katrina and 
inflation concerns, the U.S. economy continued to 
improve in the third quarter of 2005. Gross 
Domestic Product (GDP), a key economic 
indicator and broadest measure of economic 
activity, is projected to grow at an annualized rate 
of 3.8% in 3Q05.  Second quarter GDP was 
revised to 3.3% (Figure 1).  According to a 
midyear survey of 56 forecasters by The Wall 
Street Journal, economists are cautiously 
projecting 3.2% GDP growth in 4Q05. Personal 
consumption, exports, private investment, and 
equipment and software expenditures are likely to 
be the key drivers.  According to the U.S. 

Department of Commerce, equipment and 
software spending, a component of GDP that is 
primarily IT related, was a major contributor to the 
GDP growth in 3Q05.  Equipment and software 
spending increased 8.9% in 3Q05 over 2Q05, and 
10.9% in 2Q05 over the prior quarter. 
 
The Conference Board’s index of leading 
economic indicators, which gauges the economy’s 
likely performance over the next three to six 
months, paints a less optimistic picture.  The 
growth rate of the leading index has been slowing 
steadily from a peak of approximately 10% in 
2003, and has been fluctuating in the 0.5% to 
1.5% range in recent months.  Only four in ten 
indicators that comprise the leading index 

Figure 2: 2005 Major Market Indices Compared with the SEG-100 
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Figure 4: SEG-100 change in TTM Revenue, 
TTM Earnings and Cash & Cash Equivalents 
Relative to 1Q04 

increased in September. The positive contributors 
– beginning with the most positive contributor - 
were vendor performance, building permits, 
interest rate spread and stock price. The negative 
contributors – beginning with the most negative – 
were average weekly initial claims for 
unemployment insurance (inverted), index of 
consumer expectations, real money supply, 
manufacturers’ new orders for nondefense capital 
goods, and manufacturers’ new orders for 
consumer goods and materials.  The leading 
index has been fluctuating around a relatively flat 
trend throughout 2005. 
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Committed to keeping inflation at bay, the Federal 
Reserve stayed the course and raised the Federal 
Funds rate 25 basis points to 3.75% at the end of 
3Q05.  The Fed has raised its benchmark interest 
rate 11 times since June 2004 and many 
economists expect it to raise rates twice more this 
year, to 4.25%.   
 
Both the number of unemployed, 7.7 million, and 
the unemployment rate, 5.1%, rose in September.  
Both had been declining in recent months, but are 
still lower than a year ago.  The September 
unemployment rate is up from 4.9% in August, but 
is considerably lower than the 5.4% rate posted in 
September 2004.  Wall Street Journal economists 
anticipate a 5% unemployment rate in November 
of this year, and a 4.9% rate in May of 2006.   
 

Public Market and Public Software Company 
Performance 
Public markets continued to reflect investor 
uneasiness in the third quarter of 2005.  The  
three principal market indices (Dow, NASDAQ 
and S&P 500) posted quarter-over-prior quarter 
gains of 2.9%, 4.6% and 3.2%, respectively.  For 
the year, U.S. public markets are hovering at 
break even, with the Dow and NASDAQ posting 
declines of 2.0% and 1.1% respectively, and the 
S&P 500 up 1.4% since January 1 (Figure 2). 
Market caps of the SEG-100, our index of public 
software companies, showed signs of strength 
during much of the third quarter, but retreated at 
the quarter’s end, posting a modest 4.5% 
improvement over the close of Q2, but down 3.2% 
from January 1. Other key 3Q05 measures for the 
SEG-100, including comparisons with the prior 
quarter, are enumerated in Figure 3. 

Figure 3: SEG-100 Key Statistics 

3Q05 2Q05 1Q05 4Q04
EV/Revenue 2.2x 1.9x 2.0x 2.2x
EV/EBITDA 13.6x 17.1x 17.5x 19.4x
EV/Earnings 23.8x 22.7x 27.3x 28.5x
Current Ratio 2.3 2.3 2.2 2.2
Gross Profit Margin 65.0% 65.8% 65.6% 64.4%
EBITDA Margin 16.8% 18.1% 16.6% 16.3%
Net Income Margin 12.0% 10.9% 10.6% 9.1%

SEG - 100
Median

Enterprise Value (EV): A measure of what the 
market believes a company's ongoing operations 
are worth (Market Cap + Debt - Cash).
Current Ratio: Measured as current assets divided 
by current liabilities (An indication of a company's 
liquidity).

Measure

 
On a trailing-twelve-month (TTM) revenue basis, 
overall financial performance of the SEG-100 
continued to improve.  Median TTM revenue is up 
20.1% from our 1Q04 base period, while TTM 
earnings relative to the same base period has 
skyrocketed to 67.6%.  SEG-100 cash and cash 
equivalents also increased over the same time 
period, an obvious by-product of an improving 
bottom line (Figures 4).  Since 2002, public 
software companies have been focusing 
resolutely on cost cutting and earnings 
improvement as a means of retaining investor 
confidence despite stagnant revenue growth.  
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Having done so, most public software companies 
have shifted focus, seeking top line growth both 
organically and through mergers and acquisitions. 
3Q05 deals which are representative of an M&A 
driven revenue enhancement strategy include 
SSA Global/E.piphany, Oracle/Siebel, GE/IDX 
Systems, Secure Computing/CyberGuard, 
BEA/Plumtree 3Q05 transactions. 
 
Virtually every software category of the SEG-100 
chalked up higher revenue and earnings growth in 
3Q05.  On a TTM basis, revenue growth was 
strongest in the internet tools (+29.5%) and 
storage management (+28.9%) categories, with 

supply chain management (-4.4%) and enterprise 
system management (5.0%) lagging far behind.  
Enterprise system management providers, led by 
BMC and Computer Associates, increased TTM 
earnings 431.9%, leading all categories, while 
customer relationship management realized a 
91.0% decline in TTM earnings (Figure 5).   

Figure 5: SEG-100 Categories 

 
The markets continued to favor the very largest 
software vendors (Figure 6).  Companies with 
TTM revenue in excess of $1 billion posted a 
median 3.6x EV/Revenue ratio compared to a 
median 1.5x ratio for software companies with 
revenues less than $200 million.  Despite the 
renewed emphasis on revenue growth, investors 
continued to reward profitability. The median 
enterprise valuation of SEG-100 companies 
posting profits in 3Q05 was 2.9x, but only 1.3x for 
those reporting losses (Figure 7). 
 
Public software company revenue growth in the 
last quarter of 2005 will be disappointing or 
encouraging, depending upon which IT spending 
forecast one relies.  CIO Magazine’s Tech PollTM, 
which surveys CIOs in a broad cross section of 
industries, projected a 9.3% increase in IT 
budgets in the coming 12 months.  According to 
the survey, much of the spending will be focused 
on storage management systems and 
infrastructure software.   
 
Goldman Sachs’ September IT spending survey, 
which we’ve found to be most reliable, was less 
optimistic.  According to the survey, 2005 capital 
budgets (equipment and software) will grow 
modestly compared to overall IT spending 
budgets (including headcount and services). 
  

*Earnings and revenue growth compares 3Q05 to 3Q04 

Category
3Q05 

Median 
(EV/Rev.)

TTM 
Median 

(EV/Rev.)

TTM 
Revenue 
Growth*

Software Industry 2.2x 2.1x 12.5%
Business Intelligence 2.6x 2.6x 12.9%
CAD/CAE 2.8x 2.2x 6.5%

SEG - 100

TTM 
Earnings 
Growth*

52.8%
52.3%
79.9%

Customer Relationship Mgt 1.1x 1.2x 10.3% -91.0%
Developer Tools 3.0x 3.2x 14.4% 83.1%
Document/Content Mgt 1.3x 1.4x 12.5% 74.4%
Enterprise Resource Planning 1.3x 1.5x 8.2% 17.6%
Enterprise Software 5.3x 5.5x 8.0% 49.9%
Enterprise System Mgt 2.2x 2.1x 5.0% 431.9%
Financial 3.3x 2.9x 9.1% 21.1%
HealthCare 2.2x 2.0x 15.8% 11.2%
Internet Tools 2.1x 2.8x 29.5% 73.5%
Manufacturing 0.8x 1.1x 26.6% -53.0%
Middleware 2.1x 1.8x 5.3% 80.3%
Operating System 1.9x 2.3x 8.0% 49.9%
Security 4.4x 4.0x 18.3% 73.1%
Storage Mgt 4.5x 3.7x 28.9% 84.0%
Supply Chain Mgt 1.5x 1.3x -4.4% 59.5%

Figure 6: SEG-100 Valuation by TTM Revenue 

YTD 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05 YT
Average 3.9x 4.1x 18.1x 15.7x 2.7x 2.9x 18.6x 17.1x 2.
Median 3.5x 3.6x 16.9x 13.8x 2.0x 2.2x 15.8x 12.9x 1.

D 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05
6x 2.2x 26.5x 24.0x 2.9x 2.9x 20.1x 18.7x
5x 1.5x 22.2x 17.5x 2.1x 2.2x 17.1x 13.6x

YTD 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05 YTD 3Q05
Average 3.9x 4.1x 17.2x 15.7x 3.2x 3.9x 19.0x 17.5x 2.6x 2.9x 22.6x 20.2x 3.4x 3.5x 18.5x 16.2x
Median 3.5x 3.6x 16.9x 13.8x 2.4x 3.1x 16.6x 15.0x 1.5x 2.2x 20.4x 17.5x 2.6x 2.9x 16.4x 13.3x
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Revenue between $200 
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Figure 7: SEG-100 Valuation by TTM Revenue (Profitable Companies Only)  
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The IPO market continued to be unappealing or 
unavailable to most software companies, with 
many candidates favoring an M&A path to 
liquidity. Taleo (NASDAQ: TLEO), a provider of 
enterprise workforce management software, and 
Unica Corporation, a developer of customer 
relationship management software, were the lone 
industry IPOs in 3Q05.  Taleo, which opened at 
$14.00, closed its first day at $13.60.   Unica fared 
better on its first day of trading, opening at $10.21 
and closing the day at $11.71, but retreated and 
closed the quarter at $10.98.  Most IPO 
candidates chose to wait on the sideline or exit by 
acquisition.    
 

MERGERS AND ACQUISITIONS: THE NUMBERS  
Third quarter U.S. merger and acquisition activity 
all but assured 2005 will post increases in both 
deal volume and deal value for the third 
consecutive year.  Domestic M&A activity across 
all industry sectors in 3Q05 totaled 2,515 
transactions aggregating $215 billion (Figure 8).  
Total deal volume in 3Q05 decreased 9.1% from 
2Q05, while total M&A dollars spent in 3Q05 
decreased 19.3% from the prior quarter.  Despite 
the quarter over quarter decrease, at the current 
run rate, 2005 U.S. M&A activity is on track to 
increase 20.1% in aggregate dollar value, 
although deal volume will increase by only 1.4% 
compared to 2004. 
 

Figure 10: U.S. Software M&A by Dollar Volume 

Source: Mergerstat 
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Figure 9: U.S. Sector-Specific M&A Activity 
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Software mergers and acquisitions continued to 
lead all other industry sectors with 472 
transactions in 3Q05 - a 15.1% increase over the 
number of software deals in 2Q05 (Figure 9).  
Buyers dug deep, spending an aggregate of $22.8 
billion on software company acquisitions in 3Q05, 
an increase of 65.2% relative to 2Q05. 

Software company exit valuations improved once 
again in 3Q05, for the third consecutive quarter. 
The median software company M&A valuation 
(based on equity purchase price) reached 2.7 
times trailing-twelve-month (TTM) revenue in 
3Q05, a 12.5% increase from the median M&A 
valuation of 2.4x in 2Q05 (Figure 11).   

Deal consideration in 3Q05 strongly favored cash 
over stock, reflecting sellers’ growing uneasiness 
with an erratic stock market, abundant cash 
reserves and buyer reluctance to use stock it 

perceives to be undervalued.  74% of buyers in 
3Q05 paid cash – up from 67% in 2Q05.  Only 7% 
of buyers in 2Q05 paid all stock (vs. 8% in 2Q05) 
and 19% used a combination of cash and stock 
(vs. 25% in 2Q05) (Figure 12). 

Q3 was most noteworthy for its marked increase 
in the number of private buyers.  We analyzed 
152 third quarter software transactions in depth. 
Private equity firms and private software 
companies, mostly venture-backed, comprised an 
unprecedented 42% of the buyers, up 13% 2Q05.  
As for sellers, 91% of acquired companies were 
private and 9% were public, a distribution 
consistent with 2004 (Figure 13 and 14).  Whether 
the increase in private buyers is an aberration or a 
trend remains to be seen.   

Larger public software companies fetched higher 
valuations compared to their smaller peers, as 
buyers continued to favor acquisitions that yield 
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Figure 12: Software M&A – Form of Payment 
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short-term, top line growth. Over the last twelve 
months, the median revenue multiple (equity 
value) for acquired public companies with more 
than $100 million in revenue was 3.0x, but only 
2.3x for acquired public companies with revenue 
less than $100 million.  The median revenue 
multiple for acquired public companies with 
revenue between $20 million and $100 million 
was 2.7x while public companies with revenue 
between $10 million and $20 million was 1.8x.  
Companies whose revenue fell below $10 million 
commanded a 1.5x multiple of revenue. 

Figure 15: Software Mergers & Acquisitions 
Deal Drivers
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Valuations of privately-held sellers, however, 
reflected a bit more strategic thinking on the part 
of buyers.  The median revenue multiple for 
privately held sellers with revenue greater than 
$100 million was 2.3x, compared to 2.6x for 
companies with revenue less than $100 million.  
The median revenue multiple for acquired private 
companies with revenue between $20 million and 
$100 million was 2.8x while companies with 
revenue between $10 million and $20 million was 
2.1x. 

 
MERGERS AND ACQUISITIONS: BUYER MOTIVES 
 
Product Extension 
A deal-by-deal analysis of 152 third quarter 
software transactions reveals 52% of the buyers 
sought to enhance their current product suite by 
acquiring small and mid-cap companies targeting 
the same markets with highly complementary, 
best-of-breed, market proven products and 
technology (Figure 15).  Their objectives were to 
better satisfy market requirements, differentiate 
further from the competition and obtain new 
sources of revenue. Sellers providing such 
product extension leverage commanded the 
highest multiple in 2Q05 (2.9x), compared with 
our other buyer motive categories.  Examples 
include F5 Networks’ acquisition of Swan Labs to 
expand its platform and enter into the high growth 
network acceleration market; Check Point’s entry 
into the frenzied security software M&A realm by 
acquiring Sourcefire; and Business Objects’ 
acquisition of SRC to enhance its own business 
performance management solution suite. 

Market Expansion 
Buyers’ appetites for new markets abated in the 
third quarter.  Only 9% of buyers (vs. 22% in 
2Q05) sought to accelerate their growth by 
acquiring software companies in other product 

categories, new geographic markets and new 
vertical markets.  New market buyers included 
United Devices, a provider of high performance 
grid computing solutions, that acquired GridXpert, 
a Paris-based developer of enterprise grid 
middleware; Applied Wave Research, a developer 
of electronic design automation software that 
acquired APLAC, a provider of EDA software to 
the European and Nordic marketplace; and 
Market Insite Group, a developer of business 
intelligence tools, that acquired Asterop, a 
business intelligence firm with significant 
European presence. 

 
Vertical Markets 
Vertical market software company acquisitions 
comprised about 25% of M&A transactions in 
3Q05, compared to 15% in 2Q05. Vertical market 
buyers paid a median 2.4x TTM multiple, mostly 
for products and enabling technologies which 
extend their suites and provide competitive 
differentiation.  The financial market was the most 
active software M&A vertical, although 3Q05 
again saw significant activity in healthcare sector 
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deals.  Open Solutions, a leading developer of 
integrated data processing technologies for banks 
and credit unions, paid an estimated 2.0x for 
COWWW, a provider of web based archiving, 
retrieval and document distribution solutions.  
StatPro, a software company specializing in 
portfolio analysis software, acquired Delve, a 
solution provider to asset managers.  Torex 
Retail, jumping into the retail M&A fray, acquired 
London Exchange listed Anker to strengthen its 
retail vertical offering.  

Figure 16: Notable Public Software 
Companies Acquired 

 
Product Category Consolidation 
Consolidation plays, in which buyers acquire 
smaller competitors in their markets to gain 
market share and eliminate competition, 
comprised 11% of total software M&A activity in 
Q3. Consolidation median deal multiples in 3Q05 
decreased to a median 2.0x TTM, down from  
2.5x in 2Q05 as a result of fewer large public 
company buy-outs.  Notable 3Q05 transactions in 
this category included Oracle’s acquisition of 
Siebel Systems, the CRM leader that has 
struggled for several years to regain its former 
glory; Secure Computing, a security software 
vendor that acquired CyberGuard to gain leverage 
with increased revenue and market share; and 
Concerto Sofware, a leading provider of call 
center management solutions that merged with 
fellow call center management provider Aspect 
Communications in a deal valued at 
approximately $1 billion. 
 
Investment Opportunity 
Although VCs and private equity firms provided 
the financing that enabled many of their portfolio 
companies to act as buyers, some VCs and 
private equity firms opted to invest directly.  In Q3, 
as in the prior quarter, 4% of transactions featured 
financial buyers.  The most significant leveraged 
buyout was The Carlyle Group’s acquisition of 
high flying financial software provider SS&C for a 
hefty 8.5 times trailing-twelve-month revenue. 
 
SOFTWARE M&A TRENDS AND INSIGHT: 
INDUSTRY CONSOLIDATION RECAP 
 
Our Trends section last quarter analyzed recent 
developments in software industry consolidation 
and the changing buyer landscape.  In summary, 
we observed the acquisition and departure of 
some 300 public software companies in the past 
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48 months (virtually all of which had been active 
acquirers themselves) and a mere 47 software 
IPOs during the same period. The result has been 
an unprecedented diminution in the number of 
public software companies and a changed buyer 
landscape that has profound consequences for 
software industry mergers and acquisitions. 
 

At the forefront is Oracle, having awoken from a 
deep slumber, leading the consolidation charge.  
According to Oracle President, Charles Philips, 
“Many companies have concluded they need to 
sell out or suffer the consequences.  They are 
coming to us now, thinking if they’re not the one 
bought, they will have a hard time.”   Former 
Veritas CEO Gary Bloom agrees: “It has already 
happened in hardware.  There are now only four 
or five server vendors, four or five operating 
system vendors, four or five storage vendors.  
When you get into the software that manages all 
that infrastructure, there are still thousands of 
vendors.   That’s the consolidation we’re in right 
now, and it’s about reducing complexity for users.”  
Marc Benioff, the outspoken and sometimes 
contreversial CEO of Salesforce.com, offers a 
different perspective.  “I don’t think the whole 
industry is consolidating. I think part of the old 
industry’s dying off because client-server 
computing is starting to die.  My opinion is that 
eBay and Yahoo and Google are not about to 
merge.  There’s a whole generation of companies 
that are merging.  In our world of on-demand 
computing, I don’t see a huge consolidation trend 
at all.”    

Figure 17: CIO Software Spending priorities 

 
Who’s right? Is this the same consolidation the 
software industry has known for decades, or is 
this a paradigm shift in software industry mergers 
and acquisitions? 

Data Source: Goldman Sachs 
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Figure 19: M&A Purchase Price Valuation vs. TTM Revenue Growth (1Q05-3Q05) by Category 
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If there are significantly fewer buyers in the 
software M&A market today, one might expect to 
see far fewer deals, which is certainly not the 
case. Q3 saw a whopping 472 software and 
services transactions, a 15% increase over the 
prior quarter.  The increased deal activity is 
attributable primarily to a sharp increase in 
acquisition activity among those public software 
companies left standing, as well as a sharp 
increase in private buyer activity (Figure 20).   
 
The more intriguing development has been the 
extraordinary increase in the number of software 
M&A acquisitions featuring private buyers. Let’s 
put it in perspective. In 2003, private buyer 
transactions accounted for 23% of the total.  In 
2004, the number of private buyers averaged 35% 
of the total.  While the percentage declined 
somewhat in the first half of 2005, the number of 
software industry acquisitions by private buyers in 
3Q05 increased to a whopping 42%. Most were 
private, venture-backed software companies.  
 
Today’s Three Most Important M&A Valuation 
Drivers: Category, Category, Category 
We’ve often enumerated the many disparate 
factors that drive software M&A deal volumes and 
valuations, including the overall state of the 
economy, NASDAQ performance, and the 
quarterly revenue and earnings growth of public 
software companies. First among equals, 
however, is corporate IT spending. The allocation 

of those limited IT dollars is having a profound 
downstream impact on software industry M&A 
activity and valuations. 
 
IT spending accounts for 40% of total US 
corporate capital spending1.  While some $600 
billion is expected to be spent in the United States 
on IT in 2005, most CIOs have carefully prioritized 
their shopping lists. Enterprise resource planning, 
supply chain management, customer relationship 
management and CAD are among the CIOs’ 
lowest priorities. Conversely, security, storage 
management and internet tools have, for the past 
three years, claimed the lion’s share of most CIO 
budgets and continue to do so.   
 
Unsurprisingly, public software companies in the 
low IT spend sectors are barely growing and their 
median enterprise valuations are depressed and 
relatively stagnant.  Conversely, public software 
companies in the high spend IT categories are 
growing far more rapidly and have significantly 
greater enterprise valuations. Figure 18 depicts 
software category valuations relative to category 
revenue growth rates.  For purposes of our 
analysis, and in light of IT capital budget 
stagnation, we consider categories with revenue 
growth less than 12% to be low growth, and 
categories growing at greater than 12% to be high 
growth.  
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What is less obvious, however, is the clear and 
direct correlation between software category 
performance (based on median TTM revenue 
growth of the SEG-100 companies comprising the 
category) and M&A valuations (Figure 19).  
Software company sellers in high growth 
categories are far more likely to receive a higher 
valuation than sellers in low growth categories.   
 
Granted, a plethora of other factors affecting 
valuation of a privately held software company 
come into play– product functionality and 
platform, revenue size, recurring revenue, 
installed base size, makeup and size of the 
addressable market and profitability.  That said, 
the prospective seller’s software product category 
is today the single most important indicator of 
salability and valuation.  Even a high growth 
company operating in a low growth product 
category will have difficulty in the current market 
attracting a software industry median exit 
valuation.  Prospective buyers will likely argue 
that the company’s growth is attributable to 
stealing market share from competitors and that 
future growth has a well defined upper limit.  

So what is a seller to do?  First and foremost, 
understand the valuation drivers in the product 
category.  Buyer motives are a key determinant of 
exit valuation, and buyer motives differ 
considerably between high growth and low growth 
product categories.   
 
Of the 1088 software industry transactions we 
analyzed in the past twelve months, 37% were in 
high growth categories and 63% in slow growth 
categories – not surprising for a maturing industry.  
Buyers within low growth categories are typically 
seeking to increase critical mass, functionally 
enhance and strengthen their product sets,  
generate incremental revenue, add predicable 
reliable recurring revenue from a large 
maintenance and support base or subscription 
model, gain new distribution channels or territory, 
and enhance profitability. Examples of Q3 
transactions in slow growth categories include 
SSA Global / Epiphany, Oracle / Siebel, and BEA 
/ Plumtree.  Prospective sellers in low growth 

categories can also expect fewer software 
company buyers, more financial buyers seeking 
rollups, an insistence upon target market 
compatibility, an excruciating focus on the 
installed base, extraordinary financial diligence, 
and of course – a modest valuation. 
 
Different factors dominate buyer thinking in high 
growth product categories. That’s not to say these 
buyers eschew revenue, profitability and 
customers, but the clear emphasis here is on 
growth.  A careful analysis of the 37% of Q3 
transactions in high growth categories reveals a 
buyer quest for new products to accelerate 
growth, empower competitive differentiation and 
enable the buyer to better serve – and capitalize 
upon – its customer base.  Software companies 
that offer best-of-breed niche solutions are 
particularly attractive to these buyers who seek to 
capitalize upon the shift in customer preference 
from point solutions to integrated suites. Recent 
examples include Symantec / Veritas, Business 
Objects / SRC Software and Symantec / Sygate. 
 
To paraphrase Mark Twain, reports of the 
imminent demise of most software companies are 
greatly exaggerated.  The software industry is 
consolidating, with certain categories growing 
rapidly and others stagnating. Software industry 
merger and acquisition activity and valuations are 
simply mirroring the industry’s evolution.  But the 
software industry has proven to be extraordinarily 
resilient and inventive. While companies and 
categories will be subsumed by others, new 
industry paradigms, such as services-oriented 
architectures (SOA), Software as a Service 
(SaaS),and browser-based enterprise desktop 
computing,  will spawn new companies and 
categories and incent others to reinvent 
themselves.   
 
“In times of change, learners inherit the Earth, 
while the learned find themselves beautifully 
equipped to deal with a world that no longer 
exists.”  Philosopher Eric Hoffer 
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Figure 20: Software Mergers and Acquisitions Repeat Buyers (Trailing-twelve-month) 
Buyer: Computer Associates Date Buyer: Jack Henry & Associates Date

Netegrity  Oct-04 Verinex Technologies Oct-04
InfoSec (eTrust)  Mar-05 Optinfo Nov-04
Concord Communications  Apr-05 TWS Systems Dec-04
Niku  Jun-05 SER Solutions Dec-04
Tiny Software  Jun-05 RPM Intelligence Jan-05
Qurb  Jul-05 Tangent Analytics Mar-05

Buyer: eBay Date Buyer: Microsoft Date
Internet Auction Co. Sep-04 GIANT Company Software  Dec-04
Marktplaats Nov-04 Sybari Software  Feb-05
Rent.com Dec-04 En'tegrate Software Feb-05
Kurant Jan-05 Groove Networks  Mar-05
Skype Technologies Sep-05 Professional Advantage  Mar-05

ContentGuard Mar-05
Buyer: EMC Date FrontBridge Technologies  Jul-05

Dantz Development  Oct-04 Alacris Aug-05
Allocity  Oct-04 Teleo Aug-05
SMARTS Dec-04
Maranti Networks Aug-05 Buyer: Oracle Date
Rainfinity Aug-05 Retek  Mar-05

Oblix  Mar-05
Buyer: Fiserv Date Hexaware Technologies  May-05

CheckAGAIN Oct-04 Covansys  May-05
Del Mar Database Mar-05 TimesTen  Jun-05
Emergis Inc. (eLending assets) May-05 TripleHop Technologies  Jun-05
BillMatrix Corp. Aug-05 ProfitLogic  Jul-05
VerticalPoint, Inc. Aug-05 Context Media  Jul-05

Siebel Sep-05
Buyer: Infor Global Solutions Date Global Logistics Technologies Sep-05

Lilly Software Oct-04
Mercia Software Jan-05 Buyer: SAP Date
MAPICS, Inc. Jan-05 iLytix Systems Jan-05
Intuita Holdings Jul-05 TomorrowNow  Jan-05
Formation Systems Aug-05 DCS Automotive Feb-05

Lighthammer Jun-05
Buyer: IBM Date Triversity Aug-05

Systemcorp ALG  Oct-04
Liberty Insurance Services  Nov-04 Buyer: ScanSoft Date
Maersk Data Dec-04 Phonetic Systems Nov-04
KeyMRO  Dec-04 Advanced Recognition Nov-04
SRD  Jan-05 Rhetorical Systems Nov-04
Corio  Jan-05 Nuance Communications May-05
Equitant  Feb-05 MedRemote May-05
Ascential Software  Mar-05
Healthlink  Apr-05 Buyer: Symantec Date
Gluecode Software  May-05 LIRIC Sep-04
Isogon  Jun-05 @stake Sep-04
Meiosys  Jun-05 Platform Logic Dec-04
PureEdge Solutions  Jul-05 VERITAS Dec-04
DWL  Aug-05 XtreamLok May-05

Sygate Aug-05
WholeSecurity Sep-05  
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MERGERS AND ACQUISITIONS: SELECT Q3 2005 SOFTWARE M&A TRANSACTIONS 
 
BEA Systems (NASDAQ: BEAS) acquires 
Plumtree Software (NASDAQ: PLUM) 
Category: Enterprise Portal  
Purchase Price: $132,000,000EV

Seller Revenue: $94,000,000 
Revenue Multiple: 1.4xEV

EBITDA: -$2,130,000 
EBITDA Multiple: N/A 
Payment Terms: Cash
 
SEG’s Perspective: 
Public since 2002, Plumtree, a developer of 
enterprise portal solutions, throws in the towel and 
is acquired by BEA Systems, a provider of 
enterprise infrastructure software.  The last “pure-
play” portal provider, Plumtree struggled mightily 
to compete in a market dominated by IBM 
WebSphere, Microsoft SharePoint and BEA 
WebLogic, experiencing only 1.2% revenue 
growth between 2002 and 2004.  For BEA, which 
has also struggled with top line growth in recent 
years and is routinely mentioned as a take-over 
target, this is a pure consolidation play that gives 
BEA access to Plumtree’s 700 customers and a 
recurring maintenance and support base north of 
$25 million.  While Plumtree has not turned an 
annual operating profit since 2002, look for BEA 
to remove redundant costs and excess fat from 
the business to quickly recoup its 5.3x 
maintenance and support purchase price.   BEA 
also acquired Compoze Software and M7 during 
the quarter. 
 
Bentley Systems acquires netGuru REI 
Division (NASDAQ: NGRU) 
Category: Engineering Software 
Purchase Price: $23,500,000 
Seller Revenue: $11,035,000 
Revenue Multiple: 2.1x 
Payment Terms: Cash
 
SEG’s Perspective: 
Bentley Systems, a leading private provider of 
architecture, engineering and construction (AEC) 
software, picks up the REI assets of netGuru.  
REI and the STAAD structural analysis product 
line have a long history in the AEC market and 
compliment Bentley’s AEC portfolio.  netGuru 
relied on STAAD as a cash cow for years as it 
flirted with businesses as diverse as travel 

services and long distance telephony.  Eventually 
the family that holds effective control of netGuru 
suffered enough and agreed to the asset sale.  
With netGuru’s collaboration software business 
the only remaining asset of substance, look for 
netGuru to divest that business, or liquidate 
altogether in the coming months.  Paying over 2x 
revenue for a division growing at less than 5% 
clearly indicates Bentley was pushed by 
competing bidders.  Bentley grew its revenue at 
better than a 16% rate last year, however, and 
they will look to pull REI along at a similar pace. 
 
eBay (NASDAQ: EBAY) acquires Skype 
Category: VOIP / Internet Telephony 
Purchase Price: $2,600,000,000 
Seller Revenue: $60,000,000 Estimate1

Revenue Multiple: 43.3x Estimate 
Payment Terms: Cash, Stock 
1: An estimate from press release for the end of 2005 

SEG’s Perspective: 
eBay, the gold standard in online auctions, takes 
an expensive, bold step into a new market by 
acquiring Skype, a three-year-old internet 
telephone company.  A surprising combination, 
eBay plans to use Skype to supplement its core 
ecommerce business, to penetrate less mature 
markets where Skype is stronger, and to monetize 
Skype’s solution within its installed base.  With 
revenue less than $60 million and negative 
operating income, Skype’s valuation is exorbitant, 
and eBay could pay an additional $1.5 billion to 
Skype shareholders as a performance based 
earnout. Considering the competitive nature of 
this market, it is unlikely Skype shareholders 
could have timed their exit better.  Before the deal 
was announced, Skype was rumored to be in 
discussions with News Corp., Microsoft, Google 
and Yahoo. 
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General Electric Company (NYSE: GE) 
acquires IDX Systems Corporation (NASDAQ: 
IDXC) 
Category: Healthcare Software  
Purchase Price: $1,147,000,000EV

Seller Revenue: $577,490,000 
Revenue Multiple: 2.0xEV

EBITDA: $72,800,000 
EBITDA Multiple: 15.8xEV

Payment Terms: Cash
 
SEG’s Perspective: 
Flying under the radar of the third quarters more 
high profile deals, GE’s $15 billion healthcare unit 
made a very bold statement picking up IDX 
Systems, a leading provider of enterprise clinical 
information software. This deal immediately 
extends GE Healthcare’s offering beyond imaging 
and positions the business unit as a "one-stop-
shop" for every hospital, clinic and doctor’s office. 
It is an incredibly aggressive move by non-
traditional software company, and from our 
perspective – quite refreshing. Oracle and SAP 
take note. GE will leverage IDX with the intent of 
dominating the industry as the industry prepares 
to meet an executive mandate requiring electronic 
health records throughout all practices by 2014. 
IDX shareholders received a 25% premium to the 
company’s pre-deal closing price. 
 
International Business Systems (XSSE IBS B) 
acquires IDS Enterprise Systems 
Category: Supply Chain Management 
Purchase Price: $14,600,000 
Seller Revenue: $14,600,000  
Revenue Multiple: 1.0x 
Payment Terms: Cash 
 
SEG’s Perspective: 
International Business Systems (IBS), a Swedish 
provider of supply chain management solutions to 
the mid-market, acquires IDS Enterprise Systems, 
an Australian developer of end-to-end supply 
chain solutions to the automotive industry.  With 
offices in the UK, Netherlands, Australia and 
Thailand, IDS stands to benefit from IBS’s large 
distribution network and focus on select vertical 
markets.  At 1.0 times TTM revenue, the purchase 
price is consistent with the overall supply chain 
industry – and for mature businesses with dated 
technology.  IDS share holders stand to earn an 

additional $2.4 million assuming certain profit 
based milestones are achieved. 
 
Interwoven (NASDAQ: IWOV) acquires 
Scrittura 
Category: Content Management 
Purchase Price: $16,300,000 
Seller Revenue: $6,000,000 
Revenue Multiple: 2.7x 
Payment Terms: Cash
 
SEG’s Perspective: 
Interwoven, a leading provider of enterprise 
content management solutions acquires Scrittura, 
a privately held provider of document automation 
for complex trading operations in the financial 
services sector.  Through the acquisition, 
Interwoven offers the first complete ECM solution 
to automate Over-the-Counter Derivatives trading.  
While the market sounds a bit esoteric, this 
strategic deal actually puts Interwoven in the 
middle of a $1 billion market that has experienced 
at 31% CAGR since 2001.  Interwoven will now 
have a cross selling opportunity, offering its 
existing capital market customers like ABN Amro 
and CS First Boston, a best of breed OTC 
derivatives solution, while marketing existing 
products to Scrittura’s customer base, which 
includes AIG, Bear Stearns and Royal Bank of 
Scotland.  A 2.7x purchase price multiple is rich 
when compared with Interwoven’s own 1.2x 
EV/Rev trading value, but expands their reach to 
an important tangent market that they appear 
poised to exploit. 
 
Manhattan Associates (NASDAQ: MANH) 
acquires Evant 
Category: Demand Chain Management 
Purchase Price: $50,000,000 
Seller Revenue: $22,000,000 estimate 
Revenue Multiple: 2.3x 
Payment Terms: Cash 
 
SEG’s Perspective: 
Manhattan Associates, a provider of supply chain 
management solutions picks-up Evant, a 
developer of demand chain management 
software.  With customer demand for integration 
of supply and demand networks, this is a natural 
evolution for Manhattan Associates.   
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Complementing its extension into demand 
planning and replenishment, Manhattan 
Associates inherits more than 60 retailers, 
manufacturers and wholesale distributors.  Evant 
received funding from Kleiner Perkins Caufield & 
Byers, J.P. Morgan Chase & Co., Lehman 
Brothers, GRP Partners, and 3i. 
 
Oracle (NASDAQ: ORCL) acquires Siebel 
Systems (NASDAQ: SEBL) 
Category: Customer Relationship Management 
Purchase Price: $3,610,000,000EV

Seller Revenue: $1,320,000,000 
Revenue Multiple: 2.7xEV

EBITDA: $176,140,000 
EBITDA Multiple: 20.5xEV

Payment Terms: Cash, Stock
 
SEG’s Perspective: 
No surprise here.  Continuing its aggressive 
acquisition spree, Oracle acquires Siebel 
Systems, a best-of-breed, yet ailing provider of 
customer relationship management (CRM) 
software founded by disgruntled Oracle executive 
Tom Siebel.  A good deal for Oracle, Siebel’s 
CRM apps and domain expertise fill a gap in 
Oracle’s product suite, while its sizable customer 
base (3.4 million customers) represents a 
significant cross-sell opportunity and recurring 
maintenance revenue stream.   Siebel 
shareholders, who had been turning the screws 
on Seibel’s executives and board to sell, receive a 
17% premium for their shares. Siebel’s significant 
cash hoard represented 38% of the gross 
purchase price.  Oracle has spent $17.6 billion on 
five deals over the last nine months.
 

SSA Global (NASDAQ: SSAG) acquires 
Epiphany (NASDAQ: EPNY) 
Category: Customer relationship management 
Purchase Price: $78,768,000EV 
Seller Revenue: $71,500,000 
Revenue Multiple: 1.1xEV 
EBITDA: -$21,900,000 
EBITDA Multiple: N/A 
Payment Terms: Cash 

 
SEG’s Perspective: 
Continuing its strategy to acquire market share 
and customer share, SSA Global, an enterprise 

app provider melded together through a series of 
10 acquisitions including Baan, Elevon, EXE 
Technologies, and Infinium, picks-up former dot 
com darling Epiphany, a provider of business-to-
consumer marketing and analytics software.  Akin 
to SSA’s other deals, Epiphany comes with a 
healthy maintenance and support revenue stream 
that accounts for 42% of the Company’s TTM 
revenue.  More strategically, Epiphany’s solutions 
fill a hole in SSA’s offering and can be 
immediately sold into SSA’s base of 13,000 active 
customers.   While SSA is paying $329 million 
cash for Epiphany, SSA will inherit $250 million of 
cash and cash equivalents that reside on 
Epiphany’s balance sheet.  Epiphany has no 
interest bearing debt.  
 
SumTotal Systems (NASDAQ: SUMT) acquires 
Pathlore 
Category: e-Learning Software 
Purchase Price: $48,000,000 
Seller Revenue: $26,600,000 estimate 
Revenue Multiple: 1.8x 
Payment Terms: Cash, Stock 
 
SEG’s Perspective: 
SumTotal, a leading provider of corporate e-
learning software formed through the 2004 
merger of Click2learn and Docent, acquires 
competitor Pathlore.  The acquisition expands 
SumTotal’s customer base to include state 
government, health care, and the rapidly growing 
middle-market.  With considerable product 
overlap, don’t expect significant revenue 
synergies.  Operating synergies, however, are 
expected to drive $10 million in operating cash 
flow on an annualized basis.  SumTotal lost $16 
million in 2004.  Look for additional deals from 
SumTotal within human resource management, 
recruitment, and performance management as it 
broadens its offering and staves off competition 
from major software vendors (i.e., IBM, Oracle 
and SAP) that are quickly adding e-learning 
functionality to their products. 
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Symantec (NASDAQ: SYMC) acquires Sygate 
Technologies 

The Carlyle Group acquires SS&C 
Technologies (NASDAQ: SSNC) 

Category: Security 
Purchase Price: $175,000,000 (Estimate) 

Category: Financial management software  
Purchase Price: $1,024,000,000EV 
Seller Revenue: $120,400,000 Seller Revenue: $20,000,000 (Estimate) 
Revenue Multiple: 8.5xEV Revenue Multiple: 8.8x 

Payment Terms: Cash EBITDA: $42,800,000 
EBITDA Multiple: 23.9xEV  
Payment Terms: Cash SEG’s Perspective: 

Security market leader Symantec extends its 
reach to include end point security through the 
cash acquisition of Sygate.  Analysts readily 
concluded that the acquisition, which handsomely 
rewarded Sygate’s venture investors, positions 
Symantec with best of breed technology to go on 
the offensive against rival Check Point.  Two 
years ago, Check Point paid over 10x to establish 
its position in the market by acquiring Zone Labs.  
The deal was immaterial to Symantec’s financials, 
but it plugs a significant gap and responds to the 
Network Access Control segment that is also 
targeted by Cisco.  As with its acquisition of 
Brightmail, Symantec looks to leverage a unique 
product extension to drive sales in the competitive 
enterprise antivirus segment. 

 
SEG’s Perspective: 
Acquirer of four software companies in 2005, 
SS&C, a provider of financial management 
software to the financial industry, is acquired by 
The Carlyle Group, a private equity firm with $30 
billion under management.  At 8.5x and 24x times 
trailing-twelve-month revenue and EBITDA, 
respectively, this is a very rich purchase price for 
a private equity buyer.  In contrast, Silver Lake, et. 
al paid 3.1x times revenue and 11x times EBITDA 
for SunGard in the first quarter.  Carlyle intends to 
provide SS&C with the resources needed to 
continue SS&C’s growth.  We intend to watch 
closely.  SS&C’s revenue grew nearly 50% in its 
most recent quarter, largely attributable to recent 
acquisitions.  Since January 2005, SS&C spent 
$188 million for approximately $70 million of 
revenue.  Publicly traded, SS&C shareholders 
received a modest 16% premium for their shares. 
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