WisdomTree Cloud Computing UCITS ETF

WCLD

Many of us are familiar with Netflix, with its vast network of streaming content. Today, there are more than 151
million paying members in more than 190 countries. While the company started in 1997 as a rent-by-mail service
for DVDs, it has transformed into one of the largest providers of streaming content in the world1.
Changing the entrenched mindset of consumers and proving that on demand content could be available, instantly, over
the internet was not a simple matter. As is often the case, companies are susceptible to the time and technology of their
founding. Starting in 1997, there was little choice for Netflix in that if the company wanted to launch a massive streaming
service, they would also need to launch a massive, world class data centre.

AUGUST OF 2008: NETFLIX ENTERS THE CLOUD
Instead of thinking of the possible benefits of cloud computing in the abstract, Netflix offers a now ubiquitous case study.
To have chosen a path to get to 151 million members in 190 countries using a data centre approach—if even possible—
would have required extensive infrastructure deployed around the world. That would have meant that not only would
Netflix have had to develop and deliver world-class content to win over the attention of members, but it would also have
to employ a massive parallel effort to make sure that the data centres could deliver. Split focus such as this would make
it very difficult to compete with the entrenched cable providers.
Therefore, in August of 2008, Netflix embarked on what would be a seven-year journey, transitioning from its own data
centres to utilizing Amazon Web Services (AWS) as its cloud provider. This gave Netflix a number of benefits2:
+ The Netflix product itself continues to evolve rapidly, incorporating many new resource-hungry features and relying
on ever-growing volumes of data.
+ It would have been impossible to assemble servers fast enough in Netflix’s physical data centre to support the
growth that has occurred.
+ The elasticity of the cloud allows Netflix to add thousands of virtual servers and petabytes of storage within minutes.
+ The multiple AWS cloud regions, spread over the world, enables Netflix to dynamically shift around and expand
global infrastructure capacity, creating a better and more enjoyable streaming experience for Netflix members,
wherever they are.

1
2

Source: https://www.netflixinvestor.com/ir-overview/profile/default.aspx
Source: Izrailevsky, Yury. “Completing the Netflix Cloud Migration.” Netflix Media Centre. 11 February 2016.
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OTHER COMPANIES THAT HAVE EMBRACED THE CLOUD
Netflix is far from the only example—many companies globally are moving to the cloud. A few examples:
+ BMW: BMW built its new car-as-a-sensor service (CARASSO) in six months. By using the cloud, this can scale up and
down two orders of magnitude based on changing load requirements within 24 hours. The system was built with the
vision of processing data from hundreds of thousands of vehicles travelling billions of kilometres3.
+ LG Electronics: When the term “internet-of-things” is used, LG Electronics is a central player. Like Netflix, the
company initially was using on premises servers in a physical data centre. In 2016, the company transitioned to the
cloud. Kim Kunwoo, Chief of the Service Development Team, LG Cloud Center, LG Eletronics said, “By using AWS
for our new Internet of Things (IoT) platform, we saved 80% in development cost. It also enables developers to focus
on writing business logic for LG service scenarios.”4

WHAT IS CLOUD COMPUTING?
Large, recognized companies are seeing the benefits of using the cloud, but it’s important to step back and ground
the discussion in what the cloud really represents. The “Cloud” refers to the aggregation of information online that
can be accessed from anywhere, on any device. Cloud companies provide on-demand services to a centralized pool of
information technology (IT) resources via a network connection. The three major categories of the cloud industry are:

Figure 1: Major cloud computing categories

The Cloud Stack: SaaS
is on top because users
primarily interact with
software hosted on
the cloud, and not the
platform or infrastructure
on which it runs. PaaS
allows users to create
and deploy applications.
IaaS is the infrastructure
and hardware that
powers the cloud.

SaaS

PaaS

IaaS

Software as a Service (SaaS)
Software applications provided
over a network connection

Platform as a Service (PaaS)
Software development environment
provided over a network connection

Infrastructure as a Service (IaaS)
IT resources (ex: store and networking capabilities)
provided over a network connection.

Source: WisdomTree.

3
4

Source: “AWS Case Study: BMW.” AWS Re: Invent 2015. https://aws.amazon.com/solutions/case-studies/bmw/.
Source: “AWS Case Study: LG Electronics.” https://aws.amazon.com/solutions/case-studies/lg-electronics/.
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THE CLOUD SOFTWARE ADVANTAGE
Cloud computing has particularly transformed the software industry. Over the last decade, cloud Software-as-a-Service
(SaaS) businesses have eclipsed traditional software companies as the new industry standard for deploying and updating
software. Cloud-based SaaS companies provide software applications and services via a network connection from a
remote location, whereas traditional software is delivered and supported on-premise. This key difference in distribution
leads to several distinct fundamental advantages for cloud vs. traditional software:
Product advantages
+S
 peed, ease, and low cost of implementation: Cloud software is installed via a network connection; it doesn’t
require the higher cost of on-premise infrastructure setup and installation.
+ Efficient software updates: Upgrades and support are deployed via a network connection, which shifts the burden
of software maintenance from the client to the software provider.
+ Easily scalable: Deploying via network connection allows cloud SaaS businesses to grow as their clients grow, with
ability to expand service to more users or add product enhancements with ease. Client acquisition can happen 24/7
and cloud SaaS companies can more easily expand into foreign markets.
Business model advantages
+H
 igh recurring revenue: Cloud SaaS companies employ a subscription-based revenue model with smaller and
more frequent transactions, while traditional software businesses rely on a single large, upfront transaction. This
model can result in more predictable, annuity-like revenue stream for cloud software providers.
+ High client retention with longer revenue periods: Cloud software becomes embedded in client workflow,
resulting in higher switching costs and client retention. Importantly, clients prefer the pay-as-you-go transaction
model which can lead to longer periods of recurring revenue as upselling product enhancements does not require
an additional sales cycle.
+ Lower expenses: Cloud SaaS companies can have lower Research & Development (R&D) cost because they don’t
need to support multiple types of networking infrastructure at each client location.

GROWTH POTENTIAL: THE FUEL FOR ANY INVESTMENT THESIS
It is a simple matter to find companies that have already adopted cloud services and become cloud customers. Those
looking to implement an investment strategy today cannot rely solely on what has happened, as the future potential
should be the bigger driver of returns.
Figure 2 indicates:
+T
 he overall market of worldwide public cloud service revenues is forecast to grow from a level of below 200 billion
USD to a level of greater than 300 billion USD by 2022. This is a Compound annual growth rate (CAGR) of 16.1%
from 2019 to 2022.
+C
 loud system infrastructure represented the strongest potential within the forecast, having a CAGR estimate of
25.9% over this same period.
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Figure 2: Mapping the growth forecasts of cloud revenues
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Source: WisdomTree, Gartner, Inc. Worldwide public cloud service revenue forecast figures are as of April 2019 and are
from Gartner press release. Forecasts are not an indicator of future performance and any investments are subject
to risks and uncertainties.
Importantly, no thematic strategy is without risk, and cloud computing is no exception. Currently, society has placed
enormous value on data and data collection as well as on internet access and connectivity. If regulations or accepted
practices regarding these things change, it could influence the growth of the cloud.
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HOW IS WISDOMTREE STRUCTURING A THEMATIC INVESTMENT STRATEGY FOR CLOUD COMPUTING?
Many investors may look at Cloud Computing as a theme that would have been great to access five years ago. It’s true,
we are all captive to the mindset derived from our most recent environment, and what we’ve experienced has been a
bull market that has lasted approximately 10 years as the world recovered from the Global Financial Crisis of 2008-09. It
is no secret that the Information Technology sector, globally, has led the markets higher over this period, so a theme like
cloud computing must have see its most ideal environment receding in the rear-view mirror.
To us, this reality does not indicate that the opportunity is over, but rather that the opportunity requires a more refined,
bespoke investment approach, as well as a flexible structure that can respond to changes within the cloud computing
market that we might not be able to predict today. Behemoths like Amazon, Google, Microsoft and IBM all have their
own cloud platforms, but most investors can easily access these companies without a specialised thematic investment
strategy. They’re also all so large and so well-known that more of their performance might come from how investors feel
about global equities or the global technology sector rather than any specific feelings about cloud computing.
WisdomTree’s focus was therefore not on the cloud providers that are already some of the most successful companies in
the world today, but rather to develop an approach that can adjust to a rapidly changing landscape—cloud computing—
and possibly find those firms that could be providing those innovative, new solutions for tomorrow.

ENTER THE BVP NASDAQ EMERGING CLOUD INDEX
WisdomTree has been building innovative investment strategies, globally, since 2006, and the firm has a history of
assembling partnerships with the goal of the best possible investment experience in mind. To that end, WisdomTree’s
global thematic platform includes:
+A
 rtificial Intelligence: An approach characterized by the purity of exposure to companies whose revenues come
from supporting artificial intelligence capabilities across the value chain, specifically encapsulated within the Nasdaq
CTA Artificial Intelligence Index.
+C
 loud Computing: An approach characterized by discovering emerging cloud companies that have proven their
capability to achieve rapid revenue growth, specifically encapsulated within the BVP Nasdaq Emerging Cloud Index.

WHO ARE BESSEMER VENTURE PARTNERS (BVP)?
Bessemer Venture Partners is an early-stage venture capital firm that has advised on over 124 Initial public offerings
(IPOs) in the last 50 years and has the largest cloud portfolio in venture capital. The firm has approximately $5 billion in
assets and more than 200 active portfolio companies at present.
Figure 3 will lay out the details behind the methodology of the BVP Nasdaq Emerging Cloud Index, but it’s critical to
keep this big picture framework in mind:
+ BVP is a recognized leader in assessing the potential investment merit of cloud computing companies. At the semiannual index rebalancing, it is their knowledge and expertise that is evaluating the companies and informing the
stock selection.
+ NASDAQ is a globally recognized leader in many areas, including index calculation. NASDAQ is the third-party
calculation agent for the BVP Nasdaq Emerging Cloud Index
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Figure 3: Methodology details of the BVP Nasdaq Emerging Cloud Index
Company selection process:
Industry

Company selection process:
Revenue Growth

Securities must be common stocks or
ordinary shares

• For new additions, there must be
annual revenue growth of at least
15% for each of the last two fiscal
years, as determined by BVP.

• Be listed on the Nasdaq stock
market, the New York Stock
Exchange, NYSE American, or the
CBOE Exchange

• For evaluation of current index
constituents, there must be annual
revenue growth of at least 7% in
at least one of the last two fiscal
years, as determined by BVP.

• Have “seasoned” for at least
three months on an Index-eligible
exchange

Issuer of the securities must derive
the majority of its revenue from
business-oriented software products,
as determined by Bessemer Venture
Partners, which are both:
1) Provided to customers through a
cloud delivery model – e.g., hosted
on remote and multi-tenant server
architecture, accessed through a
web browser or mobile device,
or consumed as an application
programming interface (API)
2) Provided to customers through a
cloud economic model – e.g., as a
subscription-based, volume-based,
or transaction-based offering

Security conditions

• A minimum market capitalization of
$500 million
• A minimum three-month average
daily dollar trading volume of $5
million
• One security per issuer is permitted
• May not have entered into a
definitive agreement or other
arrangement which would likely
result in the security no longer
being Index eligible
• May not be issued by an issuer
currently in bankruptcy proceedings

Sources: Nasdaq, BVP Nasdaq Emerging Cloud Index Methodology as of October 2018. The information presented
is by no means exhaustive. Please refer to the Index methodology for further details. You cannot invest in an index.
Historical performance is not an indication of future results and any investments may go down in value.

BOTTOM LINE: PUSHING INTO FASTER REVENUE GROWTH COMPANIES
If we were to focus only on a single conclusion, it would be that the approach undertaken by the BVP Nasdaq Emerging
Cloud Index does indeed push exposure into very high revenue growth companies. We know that the S&P 500 Index has
done well in the past decade, and the S&P 500 Information Technology Index was a key underlying driver of this result.
When an investor decides to focus on cloud computing rather than broader technology, the current picture does indeed
indicate the potential for faster revenue growth.
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Figure 4: Pushing weight into faster revenue growth companies
Allocation across the S&P 500 revenue growth (TTM) quartiles
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Source: Source: WisdomTree, FactSet. As of 31 July 2019. Revenue growth is based on trailing 12-month sales in USD.
Each breakpoint is the upper breakpoint for a given quartile apart from the last quartile, where it is the lower breakpoint.
You cannot invest in an index. Historical performance is not an indication of future results and any investments
may go down in value.

Figure 5: Listing Information
Listing Name
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IMPORTANT INFORMATION
Communications issued in the European Economic Area (“EEA”): This document has been issued and approved
by WisdomTree Ireland Limited, which is authorised and regulated by the Central Bank of Ireland.
Communications issued in jurisdictions outside of the EEA: This document has been issued and approved by
WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial Conduct Authority.
WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as applicable). Our
Conflicts of Interest Policy and Inventory are available on request.
For professional clients only. Past performance is not a reliable indicator of future performance. Any historical
performance included in this document may be based on back testing. Back testing is the process of evaluating
an investment strategy by applying it to historical data to simulate what the performance of such strategy
would have been. Back tested performance is purely hypothetical and is provided in this document solely for
informational purposes. Back tested data does not represent actual performance and should not be interpreted
as an indication of actual or future performance. The value of any investment may be affected by exchange
rate movements. Any decision to invest should be based on the information contained in the appropriate
prospectus and after seeking independent investment, tax and legal advice. These products may not be
available in your market or suitable for you. The content of this document does not constitute investment
advice nor an offer for sale nor a solicitation of an offer to buy any product or make any investment.
An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, less
costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including among others,
general market risks relating to the relevant underlying index, credit risks on the provider of index swaps utilised in the
ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks.
The information contained in this document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares in the United States or any province or territory thereof,
where none of the issuers or their products are authorised or registered for distribution and where no prospectus of
any of the issuers has been filed with any securities commission or regulatory authority. No document or information
in this document should be taken, transmitted or distributed (directly or indirectly) into the United States. None of the
issuers, nor any securities issued by them, have been or will be registered under the United States Securities Act of
1933 or the Investment Company Act of 1940 or qualified under any applicable state securities statutes.
This document may contain independent market commentary prepared by WisdomTree based on publicly available
information. Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Any third party data providers used to source the information
in this document make no warranties or representation of any kind relating to such data. Where WisdomTree has
expressed its own opinions related to product or market activity, these views may change. Neither WisdomTree, nor
any affiliate, nor any of their respective officers, directors, partners, or employees accepts any liability whatsoever for
any direct or consequential loss arising from any use of this document or its contents.
This document may contain forward looking statements including statements regarding our belief or current
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be
accurate and actual results could differ materially from those anticipated in such statements. WisdomTree strongly
recommends that you do not place undue reliance on these forward-looking statements.
The products discussed in this document are issued by WisdomTree Issuer PLC (“WT Issuer”). WT Issuer is an umbrella
investment company with variable capital having segregated liability between its funds organised under the laws of
Ireland as a public limited company and authorised by the Central Bank of Ireland (“CBI”). WT Issuer is organised as
an Undertaking for Collective Investment in Transferable Securities (“UCITS”) under the laws of Ireland and shall issue
a separate class of shares (“Shares”) representing each fund. Investors should read the prospectus of WT Issuer (“WT
Prospectus”) before investing and should refer to the section of the WT Prospectus entitled ‘Risk Factors’ for further
details of risks associated with an investment in the Shares.
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Nasdaq® is a registered trademark of Nasdaq, Inc. (which with its affiliates is referred to as the “Corporations”)
and is licensed for use by WisdomTree Management Limited. The WisdomTree Cloud Computing UCITS ETF (the
“Fund”) has not been passed on by the Corporations as to its legality or suitability. Shares in the Fund are not
issued, endorsed, sold, or promoted by the Corporations. THE CORPORATIONS MAKE NO WARRANTIES AND
BEAR NO LIABILITY WITH RESPECT TO THE FUND.
The information set forth in the BVP Nasdaq Emerging Cloud Index is provided for informational and
discussion purposes only and is not intended to be, and shall not be regarded or construed as, a
recommendation for a transaction or investment or financial, tax, investment or other advice of any kind by
Bessemer Venture Partners (“BVP”). BVP makes no warranty or representation regarding any such information or
the data presented in such materials. BVP and/or pooled investment vehicles which it manages, and individuals
and entities affiliated with such vehicles, may purchase, sell or hold securities of issuers that are constituents of the
BVP Nasdaq Emerging Cloud Index from time to time and at any time, including in advance of or following an
issuer being added to or removed from the BVP Nasdaq Emerging Cloud Index.
Notice to Investors in Switzerland – Qualified Investors:
This document constitutes an advertisement of the financial product(s) mentioned herein.
The prospectus and the key investor information documents (KIID) are available from WisdomTree’s website:
https://www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports
Some of the sub-funds referred to in this document may not have not been registered with the Swiss Financial
Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered with FINMA
shall be distributed exclusively to qualified investors, as defined in the Swiss Federal Act on Collective Investment
Schemes or its implementing ordinance (each, as amended from time to time). The representative and paying
agent of the sub-funds in Switzerland is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 5070, 8021
Zurich, Switzerland. The prospectus, the key investor information documents (KIID), the articles of association and
the annual and semi-annual reports of the sub-funds are available free of charge from the representative and
paying agent. As regards distribution in Switzerland, the place of jurisdiction and performance is at the registered
seat of the representative and paying agent.

For Investors in France: The information in this document is intended exclusively for professional investors
(as defined under the MiFID) investing for their own account and this material may not in any way be distributed to
the public. The distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may
be restricted by law. WT Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory
as UCITS compliant with European regulations although may not have to comply with the same rules as those
applicable to a similar product approved in France. The Fund has been registered for marketing in France by
the Financial Markets Authority (Autorité des Marchés Financiers) and may be distributed to investors in France.
Copies of all documents (i.e. the Prospectus, the Key Investor Information Document, any supplements or
addenda thereto, the latest annual reports and the memorandum of incorporation and articles of association) are
available in France, free of charge at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann,
75009, Paris, France. Any subscription for Shares of the Fund will be made on the basis of the terms of the
prospectus and any supplements or addenda thereto.
For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public to
subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior
authorisation of the Maltese Financial Services Authority.
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