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On last week’s episode of Behind the Markets, we had a special discussion about cloud

computing with two great guests.

For the last four years, Bessemer Venture Partners (BVP) has worked with Forbes to

create an annual “state of the cloud” report. The Cloud 100 list is a ranking of the 100

best cloud companies, as rated by a panel of cloud business CEOs, BVP and Salesforce

Ventures.

We spoke with Mary D’Onofrio, Vice President at BVP, about her insights from the first

four Cloud 100 lists. She also discussed the latest benchmarking report she just

released.

We also had Frederic Kerrest, Executive Vice Chairman, Chief Operating Officer and Co-

Founder of Okta, discuss trends in his business and the cloud generally.

Developments in the Private Cloud Market

In 2016, the average Cloud 100 company valuation was $1.1 billion, but four years later,

the average is about $1.7 billion. In September, BVP will release its 2020 Cloud 100

list and host a virtual conference where we will hear from CEOs and industry

participants. D’Onofrio expects the average valuation of the 2020 list may be over $2

billion.

The Cloud 100 list foreshadows the future pipeline of companies expected to go public in

the near future, and speaks to the future potential of investing in the space

Of all the private equity investment exits in cloud companies over the last four years,

about half went public via an initial public offering (IPO). The other half were

acquired in mergers and acquisitions (M&A) transactions.

From the 2019 list, only seven companies have exited, which means there is a backlog of

93 private businesses that should see accelerated exits soon. Founders and employees

often prefer going public to capture more upside from public financial markets. M&A

transactions often involve less direct upside.

The business fundamentals of cloud businesses are supporting growth in public market

valuations. D’Onofrio’s analysis of the latest quarter of earnings for companies in the 

BVP EM Cloud Index showed the average cloud company growing sales by over 35%, while 95%

of companies beat their first-quarter earnings expectations.

Total Valuation of Cloud 100 Exits by List Year

In four years, 56% of Cloud 100 2016 exited for $147 billion.
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A Closer Look at Okta and Kerrest’s Background

Okta has been one of these top-performing cloud companies in public markets over the

last three years. Okta today is a $25 billion market cap enterprise security business

with about $750 million in revenue. It has 8,400 customers and has been growing over 40%

annually for a number of years. The Okta identity cloud allows a single sign-on (SSO) to

over 7,000 separate applications that Okta has integrated.

Kerrest’s background is in computer science and writing code. He went to Salesforce in

2002 when it had a few hundred employees. There he met his Okta co-founder, Todd

McKinnon, who was then head of Salesforce engineering.

How Early Are We in the Cloud Shift?

Kerrest believes we are still “very early” in industry’s shift to the cloud. Okta just

had its 10 year anniversary, and Kerrest discussed the following to frame what is ahead

for the company:

From 2009–2019, enterprise information technology (IT) grew to become a $3.2–$3.8

trillion business worldwide, exhibiting 20% growth.

The enterprise software business grew from $220 billion to $430 billion, nearly

doubling.

Enterprise Software-as-a-Service (SaaS), or enterprise cloud, grew from a $7.5

billion business to $95 billion. But if it already grew 12 times over, can it

continue to grow? The enterprise cloud business is still just 3% of total IT spend.

Digital transformation is another key buzzword in the cloud business. Consider how that

has accelerated with the pandemic. E-commerce as percentage of total commerce grew from

6% to 16% from 2010 to 2020. But from January 2020 to July 2020, we’ve gone from 16% to

27% in North America alone. A decade of growth occurred in five months, and Kerrest

believes we are not going back.

These were two great conversations on what is happening in the cloud industry, one of

the hottest spaces in markets today. You can listen to the entire discussion below.

 

Behind the Markets Podcast: Cloud Computing Special
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Important Risks Related to this Article

 

Short-term performance in the cloud computing industry may reflect conditions that are

not sustainable and may not be repeated in the future.

The growth of the cloud computing industry can be negatively impacted by various factors

including limited product lines, world economic growth, government regulation, intense

competition and potentially rapid product obsolescence. Many cloud computing companies

store sensitive consumer information and could be the target of cybersecurity attacks

and other types of theft, which could have a negative impact on these companies and the

Fund. Securities of cloud computing companies tend to be more volatile than securities

of companies that rely less heavily on technology and, specifically, on the Internet.

Cloud computing companies can typically engage in significant amounts of spending on

research and development, and rapid changes to the field could have a material adverse

effect on a company’s operating results.

Rule of 40:   a principle that combines a software company’s growth rate and profit

margins. If the sum of a company’s growth rate and profit margins meets or exceeds 40%,

then the company is believed to be growing efficiently and mindful of balancing growth

and profitability.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Initial public offering (IPO) : The first sale of stock by a private company to the

public.

BVP Nasdaq Emerging Cloud Index      : designed to track the performance of emerging

public companies primarily involved in providing cloud software to their customers.

Market Capitalization   : Market cap = share prices x number of shares outstanding.

Firms with the highest values receive the highest weights in approaches designed to

weight firms by market cap.
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