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Information Technology – Application Software Stock Rating BUY 

Investment Thesis Target Price $580-595 
We recommend a BUY rating on Synopsys with a target price range of $580-
$595, representing an 8-11% upside from its current price of $538.32. Synopsys 
is the market leader in the electronic design automation (EDA) industry, which 
is fundamental towards the design and manufacture of semiconductor chips. 
As chip complexity continues to increase and demand for AI chips continues to 
grow, we expect Synopsys to deliver strong long-term growth.  
 
Drivers of Thesis 

• Synopsys is well-positioned in the EDA industry, being the current market 
leader, with ~5% market share lead over Cadence Design Systems, its 
closest competitor. The firm has a time-based, recurring revenue model, 
offering resilience through uncertain economic conditions. 
 

• EDA tools are essential towards designing semiconductor chips in many end 
markets, especially given the increasing complexity of these chips. 

 

• Growth in technologies such as AI, machine learning, IoT, 5G, and 
automotive are expected to spur demand for Synopsys’s solutions. 

 
Risks to Thesis 

• The growth of SNPS, as well as the EDA industry depends primarily on the 
semiconductor and electronics industries. If this growth fails to materialize, 
over 90% of SNPS’s business could be adversely impacted. 
 

• SNPS may be susceptible to regulatory risks via export restrictions to certain 
end markets, namely China. While current restrictions to not pose a 
material threat, these have a fair likelihood to increase in the future. 
 

• The EDA industry is highly competitive and dominated by three major 
players. As a result, innovation and competitive product offerings are key 
to maintaining Synopsys’s market share. 

Henry Fund DCF $582 
Henry Fund DDM N/A 
Relative Multiple $522 
Price Data  
Current Price $538 
52wk Range $312.25 – 538.32 
Consensus 1yr Target $517 
Key Statistics  
Market Cap (B) $81.3 
Shares Outstanding (M) $152.1 
Institutional Ownership 88.5% 
Beta 1.08 
Dividend Yield 0.0% 
Est. 5yr Growth 26.0% 
Price/Earnings (LTM) 80.2 
Price/Earnings (FY1) 42.3 
Profitability  
Operating Margin 22.9% 
Profit Margin 19.4% 
Return on Assets (2022) 10.8% 
Return on Equity (2022) 27.2% 

 

Earnings Estimates 
Year 2020 2021 2022 2023E 2024E 2025E 

EPS 
HF est. 

$4.40 
 

$4.96 
 

$6.44 
 

$7.87 
$7.90 

$8.60 
$9.71 

$10.25 
$11.90 

growth 23.9% 12.7% 29.8% 16.7% 29.1% 22.6% 

12 Month Performance Company Description 

 

Synopsys, Inc. (SNPS) is a leading provider of 
electronic design automation (EDA) software, 
intellectual property, and software integrity 
products, which are essential for designing 
semiconductor chips. SNPS is the current market 
leader in the EDA industry, which is dominated by 
SNPS, Cadence Design Systems, and Siemens 
EDA. Given the increasing complexity of 
semiconductor chips, SNPS is expected to 
significantly benefit as a provider of EDA tools 
with AI integration. SNPS was founded in 1986 
and is headquartered in Sunnyvale, CA. 
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COMPANY DESCRIPTION 

Synopsys, Inc. (SNPS) is a leading provider of electronic 
design automation (EDA) software, intellectual property, 
and software integrity products. As will be highlighted 
below, SNPS’s products are essential towards the design 
and manufacture of semiconductor chips, a role which is 
significant given the prevalence of AI chips and ever-
increasing complexity of semiconductor chips.  

SNPS classifies its business model as being a time-based, 
recurring revenue model, with a non-cancellable backlog 
of $7.1 billion. SNPS typically sells EDA products and 
services through Technology Subscription License (TSL) 
agreements, which generally last 3 years and include the 
use of all licensed products and maintenance3. This helps 
add significant stability in revenue even despite 
challenging economic conditions, which is favorable 
during uncertain economic periods. 

These time-based products make up ~60% of SNPS in total 
revenue, which has fallen from 74% since 2018, given the 
increased demand for chip design IP, with revenues 
generally recognized upfront. We do not view this change 
as a significant threat for SNPS, given the robust nature of 
EDA industry (as it is required to design semiconductors) 
and the high expected growth arising from Design IP.  

Effective Q1 FY 2023, SNPS changed its previous two 
reportable segments to the following three: Design 
Automation, Design IP, and Software Integrity. We 
forecast our revenues based on these new segments, 
given that we have revenue data backdated to 2021, to 
incorporate management estimates/outlook more 
accurately, as well as having consensus estimates to 
benchmark against. As a result, we note that products and 
services highlighted under certain segments in this report 
may be subject to change with SNPS’s FY 2023 annual 
report, expected November 30, 2023.  

 
Source: SNPS 

Electronic Design Automation (EDA) Overview 

To understand SNPS’s prospects as a firm and its products, 
it is important to understand EDA, the market in which 
SNPS operates. EDA refers to the collection of software, 
hardware, and services which are essential for the design 
and manufacture of semiconductor chips. While EDA is not 
involved directly with manufacturing chips, it does have 
three important applications, per Synopsys: 

1. Technology computer-aided design (TCAD): Used to 
design and validate semiconductor manufacturing 
processes to ensure it delivers the required 
performance and density3. 

2. Design for Manufacturability (DFM): Used to verify 
that a design will meet all requirements of a 
manufacturing process. This is done to ensure that the 
chip will function and not operate at a reduced 
capacity3. 

3. Silicon Lifecycle Management (SLM): Performance of 
a chip is monitored after it is manufactured, to ensure 
that it continues to perform as expected and that 
tampering has not occurred3.  

In addition, semiconductor intellectual property (IP) is 
closely associated with EDA, which allows highly complex 
chips to be designed in far less, as existing design work can 
be reused3.  

Three types of EDA tools exist, outlined below: 

1. Simulation: Can predict circuit behavior pre-
implementation from proposed circuit descriptions3.  

2. Design: Assemble circuit elements to implement 
proposed circuit functions from a given description3. 
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3. Verification: Confirms if the resulting design is 
connected correctly and will deliver the required 
performance3. 

Semiconductors are very complex, oftentimes containing 
billions of transistors on a very small chip, which must 
work flawlessly3. For instance, the Nvidia H100 GPU 
contains 80 billion transistors on a single chip8. If there is 
an error in a manufactured chip, the entire chip needs to 
be re-designed and re-manufactured, incurring very high 
costs, and potential project failure. Without EDA tools, 
achieving this and successfully managing semiconductor 
complexity is impossible3. 

Geographic Business Segments 

SNPS reports across five geographical segments: United 
States, Europe, China, Korea, and Other. As of FY 2022, the 
majority of revenue came from the United States, making 
up almost half of revenues, with the second-largest 
country revenue coming from China, at around 15%. Over 
the past few years, revenues from China have been making 
up an increasing percentage of SNPS’s revenue, though 
this exposure remains lower than other semiconductor 
firms, such as Nvidia, which has a total 47% revenue 
exposure to China and Taiwan. 

 
Source: SNPS 

Design Automation 

Broadly, the Design Automation segment includes 
software and hardware used to validate the electronic 
systems that incorporate chips and the software that runs 
on them3. This segment also includes technical services 
and support to help customers develop advanced chips 
and electronic systems3.  

SNPS is the market leader in EDA, with chip designers 
being able to use SNPS’s EDA products to automate the 
chip design process, reduce errors, verify the chip design 
behaves as intended, and enable more powerful and 
robust designs1. According to SNPS CEO Aart de Geus, 
every one of SNPS’s EDA tools has AI and machine learning 
(ML) capabilities9, allowing for more efficient design of 
complex chips while meeting all performance and power 
requirements. In addition, all leading semiconductor 
companies in the world use Synopsys technology3, 
including TSMC, Intel, and Samsung.  

Specific offerings include, but are not limited to: 

• DSO.ai (Design Space Automation): Uses AI/ML for 
optimizing chip design. By using AI/ML algorithms, 
DSO.ai can identify and generate more improvements 
than human engineers would be able to do3 

• Synopsis.ai: The industry’s first full-stack, AI driven 
EDA-suite, used for the verification, testing, and 
manufacturing of digital and analog chips3.  

• Verification Hardware: The ZeBu Server 5 offers the 
highest performance for large workloads, 99.9%+ 
projected uptime, and the best data center scalability 
through power and footprint3.  

Design Automation is SNPS’s largest segment by revenue, 
comprising ~65% of total revenues. In our view, we expect 
strong growth in this segment, incorporating double digit 
growth in our model through 2030, in-line with SNPS’s 
long-term targets. The ultimate growth driver for this 
segment is increasing chip and system complexity, which 
will be further explained under our Industry Trends 
section. In addition, we view AI as being a key driver in this 
segment, as it drives the need for much faster, lower 
power consumption, and much higher capacity for chips, 
per SNPS CEO Aart de Geus. Within this area, SNPS is a 
market leader.  
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Source: SNPS, HF Estimates 

Design IP 

Design IP is SNPS’s second-largest segment by revenue, 
totaling ~25%, consisting of pre-designed circuits used by 
engineers as components of larger chip designs, rather 
than having to design it themselves. This helps to reduce 
chip design costs, lowers risks, and lowers the chips’ time 
to market. Specific products include foundation IP, analog, 
interfaces, processors, and subsystems3. 

This segment serves primarily companies in the 
semiconductor and electronics industries, in growing 
markets such as Internet-of-Things (IoT), automotive, 
security, and cloud computing, all of which are expected 
to see high growth over our forecast horizon.  

Currently, SNPS has the second-largest market share in 
Design IP, a $6.7 billion market which has grown by a CAGR 
of 11.8%. SNPS is behind ARM and ahead of competitor 
Cadence Design Systems in terms of market share, with 
values of 19.7%, 41.1%, and 5.4%, respectively10. We 
expect growth for this segment to continue in-line with 
SNPS’s mid-teens guidance through 2030, as it is 
benefitted through customers’ move to outsourcing 
increasingly complex IP3. In addition, this segment is set to 
strongly benefit from tailwinds in technologies such as 
AI/ML, IoT, 5G, automotive, and more, which IP blocks 
cater to and are driving demand. We expect each of these 
technologies is expected to see significant growth over our 
forecast horizon. 

 
Source: SNPS, HF Estimates 

Software Integrity 

The Software Integrity segment includes solutions that 
enable organizations to manage application security, 
quality, and compliance risks at the speed demanded by 
their business. Within this segment, SNPS services 
companies in a wide range of industries, from 
semiconductors and systems to financial services, medical, 
industrial, and automotive industries3, with a served 
available market (SAM) of ~$2.5-3.0 billion.  

Currently, SNPS maintains the broadest portfolio of 
solutions in the market, with over $500 million in trailing 
twelve-month revenue, in part driven by increased 
recognition of the cost of software failure3.   

Specific offerings in this segment (non-exhaustive) include:  

• Solutions for widely used interfaces such as USB, PCI 
Express, DDR, Ethernet, HDMI, etc. 

• Processor solutions for Intel ARC processors, neural 
network processors, and more. 

• Security IP solutions 

SNPS expects this segment to grow by 15-20% over the 
long term, driven by growth of software, increasing cloud 
transformation, cybersecurity risks to businesses, rise of 
open-source software, and complexities of the software 
supply chain. We expend these trends to hold over our 
forecast horizon, and thus forecast revenue for this 
segment in-line with SNPS estimates (albeit more 
conservatively as we approach our CV year). 
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Source: SNPS, HF Estimates 

Cost Structure Analysis 

The figure below SNPS’s gross margin, operating margin, 
cost of revenue, and net margins over the historical period 
and our forecast horizon: 

 
Source: SNPS 

We forecast SNPS’s margins to improve over time as the 
company continues to scale and continue to incorporate 
AI to optimize and automate their existing workflows. We 
take into account historical averages of the changes in 
operating expenses as a percent of total revenue, and 
expect this to decrease over our forecast horizon.  

Debt Maturity Analysis 

SNPS is currently very favorable in terms of debt, with no 
short-term debt as of FY 2022, and a historically low long-
term debt balance of ~$20 million. This is markedly lower 
than Cadence Design Systems, which has a long-term debt 
balance of $648 million. With over $1.4 billion in cash and 
cash equivalents in FY 2022, we do not anticipate SNPS 
having trouble repaying their debt. Currently, as no credit 

ratings were available for SNPS and some members of its 
peer groups, we do not factor this into our analysis.  

In terms of liquidity ratios, SNPS has a quick ratio of 1.01 
and a current ratio of 1.06, with over $1.4 billion in cash 
and cash equivalents in FY 2022. As a result of all these 
factors, we do not anticipate SNPS having issues repaying 
their debt. 

ESG Analysis 

We find SNPS to be very well-positioned among its peers, 
having an ESG risk rating of 14.42, the lowest among its 
peer group. In the table below, a lower ESG risk rating is 
considered better. 

Company ESG Risk Rating 

Synopsys {SNPS) 14.42 Low 

Cadence Design Systems (CDNS) 28.96 Medium 

Siemens (SIE) 28.38 Medium 

Ansys (ANSS) 15.89 Low 

Autodesk (ADSK) 16.76 Low 

PTC (PTC) 19.09 Low 

Source: Morningstar Sustainalytics 

In addition, SNPS ranks highly in terms of its ESG scores 
relative to its industry group and the global universe of 
companies covered by Morningstar: 

 
Source: Morningstar Sustainalytics 

This is driven by SNPS’s relative strong ESG initiatives, 
which includes their Smart Future ESG Strategy, providing 
a framework for SNPS to manage business-relevant ESG 
matters and make meaningful progress towards ESG 
initiatives across six categories: people, cyber security, 
supply chain, social impact, industry sustainability, and the 
environment. 

A non-exhaustive list of SNPS’s ESG progress from the 
previous fiscal year include3: 

• 25% power reduction for customer systems-on-chip 
(SoCs) through SNPS’s low power EDA solutions. 
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• Achieved CarbonNeutral company certification for 
fourth consecutive year. 

• Mitigated approximately 50% of their North America 
energy demand. 

• ~30% representation of women on Board of Directors. 

RECENT DEVELOPMENTS 

Q3 FY 2023 Earnings Announcement 

SNPS announced their third quarter earnings for FY 2023 
on August 6, 2023. They reported a GAAP EPS of $2.17, 
non-GAAP EPS of $2.74. and revenue of $1.487 billion, 
beating consensus estimates for non-GAAP EPS and 
revenue by 5.25% and 0.30%. respectively. This was 
primarily driven by continued semiconductor design starts 
and R&D investments despite economic challenges, paired 
with growth in each of their revenue segments. The 
company also increased its revenue forecast for FY 2023 to 
be between $5.81-5.84 billion, up from $5.79-5.83 billion. 
This is despite what is expected to be a down year for the 
chip market, with industry sales likely to be off in the low 
double-digits6. 

AI Monetization  

SNPS highlighted three distinct value streams for their 
monetization of AI: 

1. Participation in design and very strong growth in 
demand for AI chips: With more companies designing 
AI chips, solutions are needed for their specific 
applications, with SNPS being the leading EDA provider 
to AI chip designers2. SNPS cites estimates that the 
current $20-30 billion market for AI chips will exceed 
$100 billion by 2030 (CAGR of ~22%). 

2. Embedding their AI solutions across Synopsys.ai: 
Used by customers for the automation of entire design 
sub flows, reduced time to market, and to increase 
performance of chips. Due to the significance of this 
offering, we highlight this in a dedicated section. 

3. AI-driven efficiency transformation: We expect future 
cost savings and continued economies of scale as SNPS 
optimizes and automates their internal workflows. 
Generative AI in particular is a significant tailwind 
here, with an expected CAGR of 42% over the next 10 
years5 

 

 

Leadership Change 

In addition, it was announced that Sassine Ghazi, the 
current president and COO, will succeed the current CEO 
and co-founder of SNPS Aart de Geus effective January 
2024. We view this as favorable, given Ghazi’s 25-year 
history with the company, as well as being the one to lead 
AI-driven chip design at SNPS, which we expect will be core 
to their revenue stream as the firm continues to capitalize 
on AI growth. 

Outlook 

Lastly, SNPS highlighted their long-term objectives, which 
we factor in as a baseline for our forecasts, given SNPS 
strong history with meeting earnings expectations and our 
confidence in their business/competitive positioning. 
Their per-segment growth guidance is as follows: 

• Design Automation: double digits.  

• Design IP: mid-teens 

• Software Integrity: 15-20% 

• Overall revenue: double-digit growth 

As for their cash flow, SNPS intends to use it for organic 
investments, M&A, and stock buybacks. 

Synopsys.ai 

As mentioned previously, Synopsys.ai is the industry’s first 
full-stack, AI driven EDA-suite, used for the verification, 
testing, and manufacturing of digital and analog chips. As 
shown in the figure below, this incorporates a variety of 
solutions by SNPS: 
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Source: Synopsys 

Strong Adoption 

In February, SNPS reported that customers have reached 
100 commercial tape-outs (the stage where a design is 
sent to be manufactured, a critical step in chip 
development) using their AI and is up to 270 as of their 
most recent earnings call. In addition, nine out of the top 
10 semiconductor vendors are using Synopsys.ai in 
production, with the tenth already in test phases2. These 
indicates both strong adoption both among large and 
small players and the efficacy of Synopsys.ai, given that it 
is being issued at that stage in development.  

Expected Design Engineering Gap 

One of the main challenges facing the semiconductor 
industry is a talent shortage, with 50% more workers 
needed by 2030, driven by increasing drive for chip self-
sufficiency in the United States, European Union, and 
China11. Therefore, the use of AI to bridge this talent gap 
will be essential, with SNPS citing 10 times faster turn 
around time and double-digit improvements in verification 
coverage among customers2. 

Outlook 

SNPS has stated that Synopsys.ai revenue is just starting to 
ramp up, with customers now increasingly adding 
Synopsys.ai subscriptions. In addition, the firm saw 
multiple full-flow switches to Synopsys.ai from 
competitors, driven by 10 times productivity 
differentiation compared to competitors2.  

Copilot 

On November 15, 2023, SNPS announced Synopsys.ai 
Copilot, resulting from a strategic collaboration with 
Microsoft to integrate Azure OpenAI service for use in 
semiconductor design This will allow engineers to make 
natural language requests/queries for chip design, helping 
to increase productivity and address the issue of a 
workforce shortage6,3. As of this report, Synopsys.ai 
Copilot is available for early access customers.  

We are very optimistic regarding the long-term growth 
prospects of Synopsys.ai, as well as the potential for the 
tool to have significant impacts on growth for SNPS. In our 
forecasts, this is reflected through generally above-
consensus growth expectations in SNPS’s Design 
Automation segment. As the demand for AI chips 
continues to rise, we expect this to be a significant tailwind 
for SNPS.  

COVID-19 Impact 

To date, the COVID-19 pandemic has caused minor 
disruptions to SNPS, such as logistical challenges from a 
disrupted supply chain and slowdown in customer 
commitments in the Software Integrity segment, resulting 
in a 0.9% growth year-over-year, far lower than the 
historical average3. In 2020, SNPS experienced additional 
resilience through ~64% of its revenues coming from time-
based products. 

Overall, the EDA industry generally benefited from the 
pandemic, as demand for software, chips, and other 
electronics products increased, resulting in profits 
surging12. This was able to offset the negative impact from 
supply chain disruptions which occurred over the course 
of the pandemic. Given SNPS’s robust end markets and 
stable nature of its revenues, we do not anticipate the 
pandemic to have a significant continued impact on the 
firm. 

Russia-Ukraine War 

SNPS has ceased all business operations in Russia 
beginning in Q2 FY 2022 and does not currently have 
employees or operate in Ukraine. This has not had a 
material impact on SNPS’s business, and as long as the 
United States has sanctions in place on Russia and Belarus, 
SNPS does not plan to resume operations there3.  
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Recent Acquisitions 

PikeTec 

On August 23, 2023, SNPS acquired PikeTec GmbH, a 
German leader in solutions for the testing and verification 
of automotive software for control unit systems, which is 
important given the increasing complexity of software-
defined vehicle (SDV)3. SDVs, or vehicles whose features 
and functions are primarily enabled through software 
(APTIV), have been emerging, expected to create more 
than $650 billion in value for the automotive industry, and 
make up 15-20% of industry value by 2030 (BCG).  

We expect this acquisition to be beneficial for SNPS, given 
the significant tailwinds for growth in SDVs and the digital 
twins market, as well as PikeTec’s ability to enhance 
SNPS’s current offerings in the automotive space. 
Currently, the terms of the deal have not been disclosed, 
but according to SNPS are not material to the firm’s 
financials. 

Partnerships 

Given SNPS significant role in the semiconductor industry, 
we highlight some key partnership developments that 
have occurred recently. We expect these partnerships to 
continue to occur in the future as SNPS continues to 
integrate AI and expand their offerings. We note that this 
list is non-exhaustive and is intended to highlight SNPS’s 
partnered initiatives in the industry.  

Nvidia: Nvidia partnered with SNPS to run Synopsys 
Optical Proximity Correction (OPC) software on Nvidia’s 
computational lithography (cuLitho) platform, 
accelerating performance from weeks to days13. In 
addition, as a supporter of Synopsys.ai (alongside TSMC, 
IBM, and MediaTek), Nvidia is working with SNPS to 
accelerate and improve production across the industry3.  

ARM: In May 2023, SNPS expanded their agreement with 
ARM to join ARM Total Design, providing IP and design 
services using Synopsys.ai, building on 30 years of 
collaboration between the two firms3. We view this as 
beneficial towards SNPS, given the increased adoption of 
Synopsys.ai among partners, benefiting the potential for 
strong long-term growth prospects.  

TSMC: In April 2023, SNPS announced a collaboration with 
Taiwan Semiconductor (TSMC) to deliver digital and 
custom design EDA flows on TSMC’s most advanced N2 

process, referring to the new generation of chips with 
increased performance and chip density3. We view this as 
a beneficial for SNPS, given that their technologies are 
actively being used to design the world’s most advanced 
semiconductors.  

Microsoft: In a strategic collaboration with SNPS to 
integrate Azure OpenAI service for use in Synopsys.ai 
offering. 

INDUSTRY TRENDS 

China Export Restrictions 

On October 7, 2022, the United States introduced new 
restrictions on Chinese entities to obtain advanced 
computing chips, develop and maintain supercomputers, 
and manufacture advanced semiconductors. In addition, 
on October 14, 2022, the US imposed restrictions on 
exports including EDA software specifically for the 
development of ICs with Gate-All-Around Effect Transistor 
structures3. 

Currently, SNPS does not anticipate these regulations in 
their current form to have a material impact on their 
business, though notes how this will be a key area to 
monitor. 

Ultimately, while we view the potential increase export 
restrictions as a threat to SNPS, we believe the firm will be 
able to successfully face these challenges. This is driven by 
the firm’s robust end markets, continued strong demand 
for chips, and that China comprises a relatively low 
percentage of SNPS’s total revenue, or 15%. 

Moore’s Law & Increasing Chip Complexity 

Moore’s Law, created by Intel co-founder Gordon Moore 
in 1965, states that the number of transistors on a 
microprocessor chip roughly doubles every two years, with 
the cost being halved over the same period. For the 
semiconductor industry, this has significant implications as 
Moore’s Law has been used for long-term planning and 
research and development targets. Therefore, an end to 
Moore’s Law would have negative implications on future 
growth for companies reliant upon it, such as Intel.  

While Moore’s Law has held historically, the chips now are 
at the single-digit nanometer level. Chip designers pack 
billions of transistors onto a single chip to satisfy the needs 
of different computationally intensive applications, 
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namely AI, high-performance computing, and 
networking3. A proposed way around these bottlenecks 
include angstrom-level scaling (referring the one ten-
billionth of a meter), which would allow more transistors 
to be fit on a chip to deliver greater performance at lower 
power3, as nanometer-scale chips may no longer suffice in 
the future. 

We expect this increasingly complexity and challenges 
faced with Moore’s Law to benefit the EDA software 
industry. As the complexity of chips increases with more 
transistors and other circuit components, especially on the 
proposed angstrom-scale, EDA solutions are needed to 
design these chips effectively and efficiently. In particular, 
the integration of AI algorithms as allowed chip design to 
continue to improve efficiency12.  

The relative complexity of chips can be visualized in the 
figure below. Compared to all the possible configurations 
of games such as Chess or Go, chip designs have 
exponentially more, speaking to the need for AI in chip 
design. 

 
Source: Deloitte Insights 

CHIPS and Science Act 

In November 2022, the Biden administration passed the 
CHIPS and Science Act, allocating more than $80 billion to 
domestic semiconductor production12. This is expected to 

benefit EDA solutions providers which allow for these 
semiconductors to be designed. In addition, 
advancements in semiconductors require advancements 
in EDA, with EDA tools being integrated across the entire 
chipmaking process3. As a result, we expect SNPS to 
benefit from this. 

MARKETS AND COMPETITION 

The EDA software industry has expanded significantly in 
the past five years at a CAGR of 9.5%, driven by increased 
enterprise spending, changes in semiconductor 
technology, shifts in electronics demand, and increasing 
chip complexity12. While the threat of new entrants is not 
an immediate threat, this will be important to monitor in 
the future. With China’s stated intention to become a 
global leader in all segments of the semiconductor 
industry by 2030, this has the potential to lead to 
increased competition and further restrictions.  

Currently SNPS, alongside Cadence Design Systems (CDNS) 
and Siemens AG effectively dominate the EDA industry, as 
they are the only three developers in the world with 
software across the entire chip engineering12. While SNPS 
is the market leader of these three, with 15.2% market 
share (compared to 9.7% for CDNS and 3% for Siemens), 
particular emphasis should be placed on these two firms, 
as these are Synopsys’s closest competitors. For the rest of 
our peer group, we opted to include other companies 
operating in the EDA and computer-aided design (CAD) 
software space. These include Ansys (ANSS) and Autodesk 
(ADSK). 

It should be noted that Siemens is a German company not 
listed on a US exchange. As a result, we opt to use the 
company’s American Depository Receipt (ADR) listing in 
the US, under the ticker SIEGY.  

Metric Comparisons 

While Siemens has a higher market capitalization than 
SNPS, it is a multinational technology conglomerate, with 
their EDA business operating within their Digital Industries 
segment, comprising 27% of their total revenues4. As 
shown in the table below, SNPS as net and operating 
margins in-line with its peer group, only behind CDNS and 
ANSS.  
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Company Market Cap (B) P/E (LTM) Div. Yield 

SNPS 80.5 79.4 0% 

CDNS 72.3 75.7 0% 

SIEGY 127.5 13.9 0% 

ANSS 25.9 29.2 0% 

ADSK 46.2 20.1 0% 

Source: FactSet 

Company Oper. 
Margin 

Net 
Margin 

ROA (%) ROE (%) 

SNPS 23.5% 19.4% 10.8% 18.2% 

CDNS 30.1% 23.8% 17.8% 31.0% 

SIEGY 10.3% 5.2% 2.6% 8.2% 

ANSS 29.2% 25.4% 8.0% 11.2% 

ADSK 20.1% 16.6% 9.1% 82.5% 

Source: FactSet 

Cadence Design Systems, Inc. (CDNS) 

Cadence Design Systems (CDNS) engages in the design and 
development of integrated circuits and electronic devices. 
Product offerings include EDA, software, emulation 
hardware, and design IP4, similar to SNPS. The firm was 
founded in 1988 and is headquartered in San Jose, CA.  

We consider CDNS to be SNPS’s primary competitor and is 
the second-largest player in the EDA industry by market 
share. CDNS competes against SNPS across EDA solutions 
for chip design. Similar to SNPS, CDNS has a recurring 
revenue model, with time-based license agreements 
allowing customers to access all the licensed products, 
lasting 2-3 years14. This helps to add robustness to its 
business model and to reduce its exposure to the software 
life cycle sales pattern which is driven by new product 
releases12. Relative to SNPS, CDNS has a higher percentage 
of recurring revenue at 85% of total revenue, compared to 
SNPS at 76%.  

As far as exposure to China, both CDNS and SNPS have 15% 
of revenue coming from China, with both facing similar 
risks to related to uncertainty with future export 
restrictions. CDNS has been through restrictions 
surrounding advanced node IC production in China, 
though anticipates these restrictions to have a limited 
impact on the business. Ultimately, while neither SNPS or 
CDNS currently are not significantly impacted by export 

restrictions, these will be a key point to monitor moving 
forward.  

Ultimately, while we view both companies as high-quality 
firms in the EDA space, we are more optimistic regarding 
the long-term growth prospects of SNPS.  

Siemens AG (SIE) 

Siemens AG is a German multinational technology 
conglomerate,  which engages in the areas of automation 
and digitalization in the process and manufacturing 
industries, intelligent infrastructure for buildings and 
distributed energy systems, rail transport solutions, health 
technology, and digital healthcare services15. The firm was 
founded in 1847 and is headquartered in Munich, 
Germany.  

The area in which Siemens AG competes with SNPS is 
through their Siemens EDA business, formerly known as 
Mentor Graphics prior to their acquisition in 2017. Of 
three major players, Siemens EDA boasts the smallest 
market share, and offers solutions tailoring to: 

• IC design, verification, and manufacturing 

• IC packaging design & verification 

• Electronic systems design and manufacturing 

Ansys, Inc. (ANSS) 

Ansys (ANSS) is engages in the development and 
marketing of engineering simulation software and 
services4, used to simulate structural, fluids, 
semiconductor power, embedded software, optical, and 
electromagnetic properties16. The firm was founded in 
1970 and is headquartered in Canonsburg, PA.  

While ANSS is not one of SNPS’s main competitors, they do 
offer EDA solutions, albeit in a different nature when 
compared to SNPS. While SNPS’s solutions are more 
focused towards chip design, ANSS provides solutions for 
simulation of the system, evaluating aspects such as power 
distribution, thermals, etc. As a result, we do not 
anticipate ANSS to be a competitive threat to SNPS, given 
the difference in their business models.   

Autodesk, Inc. (ADSK) 

Autodesk, Inc. (ADSK) is an application software company 
enabling the design, modeling, and rendering needs of 
various industries, including architecture, engineering, 
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construction, and media and entertainment. ADSK’s main 
products include products such as AutoCAD, Fusion 360, 
Inventor, and Maya. The firm was founded in 1982 and is 
headquartered in San Franscisco, CA.  

While ADSK is considered to be in SNPS’s peer group, we 
do not view ADSK as a competitive threat to SNPS given 
the difference in their product offerings. While both firms 
offer design software for applications in the technology 
industry, ADSK does not focus on chip design, focusing 
rather on the broader spectrum of industries highlighted 
above. 

Relative Performance 

Over a one-year period (11/15/2022 – 11/15/2023), SNPS 
and CDNS have both outperformed the market 
significantly. As shown in the figure below, due to the 
similarities of their businesses, thereby similar exposures, 
SNPS and CDNS’s stock prices appear to move in 
conjunction with each other, with each having about the 
same relative performance over a one-year period. 
Ultimately, this speaks to the strength of the offerings of 
both companies, and how the EDA industry has benefited 
over this period.  

 

ECONOMIC OUTLOOK 

Real GDP Outlook 

In Q2 and Q3 of 2023, real GDP growth was stronger than 
expected, with real GDP growth of 2.1% and 4.9%, 
respectively. Looking forward, the Conference Board 
forecasts real GDP to growth to be 2.4% and fall to 0.8% in 

2023 and 2024, respectively. The Henry Fund consensus is 
that real GDP growth will be 1.9% in the next six months. 

 
Source: Bureau of Economic Analysis 

A slowing GDP could have negative effects for SNPS, 
should R&D spend slow, demand decrease for electronics, 
or if semiconductor companies otherwise reduce their 
spending on designing and manufacturing chips. As 
mentioned previously, we believe SNPS is more resilient 
towards economic downturns, given their recurring 
revenue model and significant non-cancellable backlog, 
providing stability to revenue streams. 

Fed Funds Rate & Inflation 

The Fed Funds rate has ripple effects throughout the 
economy, impacting longer-term interest rates, such as 
mortgages, loans, and savings, which significantly impact 
consumer wealth and confidence. As for inflation, the US 
CPI has remained unchanged from July to October 2023. 

 
Source: U.S. Bureau of Labor Statistics 

As for Fed Fund rate hikes, consensus estimates are 
pointing towards an end to further rate hikes, with rate 
cuts expected in 2024. We expect interest rates to remain 
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higher for longer as the inflation rate approaches the Fed’s 
2% target.  

A regime of higher or rising interest rates would have an 
anticipated adverse impact on SNPS, due to increased 
borrowing costs, reduced enterprise spending, and a 
greater risk for SNPS’s end markets to reduce spending. 

VALUATION 

Revenue Growth 

Our growth assumptions are based on SNPS management 
estimates, paired with the high growth prospects 
associated with the industries SNPS benefits from. For our 
revenues, we opt to forecast these based on SNPS’s new 
revenue segments as of FY 2023: Design Automation, 
Design IP, and Software Integrity. This allows us to 
benchmark against consensus forecasts, evaluate SNPS’s 
revenue based on its expected reportable segments in the 
future, and use historical data for these segments through 
Bloomberg.  

For our forecasts, we rely heavily on SNPS’s multi-year 
forecast estimates for each of their segments, given their 
strong history of meeting earnings targets. Over our 
forecast horizon, growth rates generally decline to our CV 
assumption, though remain elevated as we do not believe 
SNPS will achieve maturity in 10 years. While we provide a 
quarterly forecast, it should be noted that SNPS 
experiences no strong pronounced seasonality, other than 
slightly lower Q1 and slightly higher Q4 revenues 
compared to the rest of the year. Over our forecast 
horizon, we forecast a CAGR of 11.2%. 

Earnings Estimates 

Compared to consensus estimates, we forecast higher 
earnings, driven by strong tailwinds SNPS is expected to 
benefit from (ex. AI growth, resulting in increased demand 
for AI chips, machine learning, increasing chip complexity), 
SNPS’s strong product offerings, and confidence in SNPS’s 
ability to meet their growth targets. It should be noted that 
we projected GAAP EPS, not non-GAAP EPS as is 
oftentimes reported. 

Operating Expenses 

SNPS’s operating expenses as a percentage of sales have 
been generally decreasing over time, which we factor into 

our model by applying a negative growth rate to each of 
SNPS’s operating expenses over our forecast horizon. This 
is done to not only reflect historical trends, but to capture 
SNPS’s increasing economies of scale and internal 
workflow process and optimization through AI.  

Share Repurchases 

In their most recent earnings call, SNPS has stated their 
intention to use their cash flow in part for stock buybacks. 
As SNPS did not give specific guidance regarding this to our 
knowledge, we forecast this as a 3-year historical average 
of share repurchases done by SNPS, to reflect more recent 
practices. 

WACC Assumptions 

We calculated a weighted average cost of capital (WACC) 
of 9.80% for SNPS, slightly lower than consensus 
estimates. For this calculation, we used the following 
assumptions: 

Risk-free Rate: We used 4.45%, the 10-year Treasury bond 
yield as of November 15, 2023. 

Beta: We used 1.08, equal to the 5-year monthly beta 
estimate from Bloomberg.  

Equity Risk Premium: We used the Henry Fund consensus 
estimate of 5.00%. 

Pre-tax Cost of Debt: We used 5.89% based on FactSet 
estimates, as no comparable bonds were available on 
Bloomberg. 

Tax Rate: We used 12.30% for our forecast horizon, equal 
to SNPS’s effective tax rate of FY 2022, which in our view 
more closely reflects the tax rate SNPS is expected to pay 
over our forecast horizon. 

DCF / Economic Profit (EP) 

Our discounted cash flow (DCF) and economic profit (EP) 
models both yielded an implied price today of $584.59, 
representing an upside of ~8% from the current price. We 
opt to use this as our primary model driving our 
recommendation, as the model considers more company -
specific factors and allows us to incorporate growth 
assumptions per business segment. Our assumption for 
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our CV growth of NOPLAT is 6.9%, slightly lower than our 
final year NOPLAT growth rate.  

Relative Valuation (P/E and PEG) 

For our relative valuation models, we considered SNPS’s 
main competitors in the EDA industry as well as other 
members of its peer group. These include Ansys, Autodesk, 
and Cadence Design Systems. 

Our relative P/E valuation models yielded an implied price 
today of $247.93 and $283.12 based on forecasted 2023 
and 2024 EPS figures, implying that it is overvalued relative 
to its peers. Our relative PEG valuation models yielded and 
implied price today of $387.03 and $442.76 based on 
forecasted 2023 and 2024 EPS figures, respectively. 
However, given SNPS’s dominance in the EDA industry 
alongside Cadence Design Systems and differences in 
business models among peers, we do not believe these 
prices accurately reflect SNPS’s intrinsic price.  

Dividend Discount Model (DDM) 

As SNPS does not currently pay a dividend nor do we 
expect them to over our forecast horizon, we opted to not 
value SNPS on this basis. 

KEYS TO MONITOR 

For SNPS, keys to monitor will be their continued product 
offerings, such as Synopsys.ai and DSO.ai, growth of the 
semiconductor industry and changes in chip design, 
potential additional trade restrictions to China, and 
competitive positioning in the EDA industry, including 
partnerships. 

In order to differentiate itself from its competition, how 
SNPS continues to integrate AI into their offerings will be 
paramount for the firm moving forward, especially given 
its position as a leading EDA provider for AI chip designers. 
We see this trending positively over our forecast horizon, 
given SNPS’s strong set of offerings/solutions along with 
strong adoption of Synopsys.ai and other offerings. 
However, given strong competition from firms such as 
CDNS, offerings from both companies will be important to 
monitor. 

A significant portion of SNPS’s revenue is dependent on 
growth in the semiconductor industry, which has 
historically been cyclical. However, SNPS can mitigate this 
through its recurring business model, with a non-

cancellable backlog of $7.1 billion, helping to add stability 
to SNPS’s revenue streams.  

Lastly, while not having a material impact on SNPS at the 
moment, any future export restrictions will be important 
to monitor, given the potential to disrupt this end-market 
for SNPS. Currently, SNPS only has a 15% revenue 
exposure to China, though this may increase should 
restrictions ease. 

Summary 

We recommend a BUY rating for SNPS, with a target price 
range of $580-595, representing a current upside of up to 
11%. Given SNPS’s essential role in the design and 
manufacture of semiconductors, strong product offerings, 
market leadership, and tailwinds such as increasing chip 
complexity and AI driving demand for SNPS’s solutions. As 
a result, we believe SNPS has the potential to deliver 
strong long-term growth. 
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DISCLAIMER 

Henry Fund reports are created by graduate students in 
the Applied Securities Management program at the 
University of Iowa’s Tippie College of Business. These 
reports provide potential employers and other interested 
parties an example of the analytical skills, investment 
knowledge, and communication abilities of our students. 
Henry Fund analysts are not registered investment 
advisors, brokers or licensed financial professionals. The 
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investment opinion contained in this report does not 
represent an offer or solicitation to buy or sell any of the 
aforementioned securities. Unless otherwise noted, facts 
and figures included in this report are from publicly 
available sources. This report is not a complete 
compilation of data, and its accuracy is not guaranteed. 
From time to time, the University of Iowa, its faculty, staff, 
students, or the Henry Fund may hold an investment 
position in the companies mentioned in this report. 
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