Private Equity Pursues Investments in Engineering

and Manufacturing Software Sector

Engineering, simulation and manufacturing software is in high demand as companies across industries shift toward
digitizing processes. From the early stages of product design and simulation to manufacturing and usage in the field, these
software solutions enable more reliable, efficient and cost-effective outcomes.

In the last few years, investor demand for engineering, simulation and manufacturing software has generated heightened
valuations nearly double previous levels, with some investments generating outlier returns. What was previously a target
for highly specialized funds or large strategic players has become an important investment opportunity for private equity
writ large.

Lincoln International expects valuations will continue to rise due to the technical barriers to entry in the sector. This area of
extremely sophisticated technology is often developed by highly skilled engineering teams with a considerable amount of
intellectual property and trade secrets. In addition, many companies in this area have a long-standing history and research
around an engineering discipline or access to industry experts who develop products to address critical gaps in existing
solutions. Further, recent supply chain challenges have solidified the importance of simulating design and digitizing
manufacturing processes instead of relying solely on physical prototyping of products and processes to get to market.
Together, these factors have generated significant deal activity in the engineering, simulation and manufacturing software
space over the last two years—and activity shows no signs of slowing.

The Digital Thread Enabling the Manufacturing Loop

Historically, companies designed a product, physically built a variety of samples, stress tested the samples, maintained
various data silos across the development and manufacturing process and manually collected maintenance and performance
data once the product was in the field, before refining it over time to make design or manufacturing enhancements.
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Continued deal activity has supported the thesis that future investment in the engineering, simulation and manufacturing
software space will continue to increase as companies demand digitized and interconnected processes. To capitalize on
this momentum, Lincoln has identified several market conditions of note:

Software as a Service (SaaS) Model Holds Appeal: In evaluating investment opportunities, it isimportant to
understand if a company has built a SaaS offering or if it will transition to a cloud-based model in the near future.

Due to the technical requirements of existing solutions, cloud-based software is nascent in this space and will be a
growth driver going forward. Advances in cloud services and novel approaches to addressing the intense computing
requirements of solutions in this space will result in increased adoption of cloud-enabled technologies in the near-
term, which will subsequently help further connect the various solutions and processes across the manufacturing loop.
Ultimately, greater adoption and advancements in Saa$S solutions will result in more predictable, recurring revenue
streams, as well as offerings that are easier to use and more accessible across engineering teams and data silos.

Industries with Longer Product Design Cycles: Companies that develop engineering, simulation and manufacturing
software across industries with development cycles spanning multiple years can ensure a longer time horizon of
profitability. The high complexity and cost associated with these processes across industries like aerospace and
defense, automotive and industrial drives more demand and higher valuations.

Capability Gaps Among Strategics: For many private equity players, there’s opportunity to sell engineering,
simulation and manufacturing software assets to a strategic down the line. In building out a portfolio, it isimportant to
understand strategics’ existing software capabilities, gaps and future needs. Understanding how a particular software
offering fits into the broader ecosystem and the potential opportunities for partnership or collaboration will position
funds for more profitable exits.

Adyvisors with Both Industry and Transactional Experience: Successfully navigating this complex and highly
technical landscape requires an advisor with both deep industry knowledge and transaction experience. The advisor
must be able to liaise between target companies often managed by highly technical teams and the fund managers
focused on the investment fundamentals. Our Technology, Media & Telecom Group at Lincoln includes specialists in
engineering, simulation and manufacturing software who have a pulse on the industry and have deep experience on
recent sector transactions.

For other perspectives, visit us at www.lincolninternational.com/perspectives.

Interested in learning more? Get to know Lincoln’s Technology, Media & Telecom Group at
www.lincolninternational.com/whoweserve/technology.
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