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The Software & Services industry can be divided into two factions: the cloud software providers vs. the 

traditional software providers.

Despite this divide, the industry stands more united than ever. There is widespread agreement that software 

deployment via cloud, otherwise referred to as providing Software-as-a-Service (SaaS), is the preferred 

business model.

Software companies and their shareholders particularly align in support of the SaaS subscription-based 

revenue model. While traditional software companies derive revenue from single, large, and upfront 

transactions, cloud SaaS companies employ a recurring revenue model with smaller and more frequent 

transactions. The SaaS model is preferred because it results in a more predictable, annuity-like revenue 

stream.

Traditional software company Citrix Systems (CTXS) recently announced a strategic transition to a 

subscription-based revenue model. Its CEO discussed a few commonly cited reasons for the shift to 

cloud[1]:

Transparency - “…the strength that we're seeing in subscription bookings serves to improve our pre-

dictability and certainly accelerate our growth in future periods.”

Faster Growth - “…the fastest-growing part of the business is pure SaaS.”

Client Demand - “There are secular changes going on in networking driven by the adoption of cloud 

more than anything else…we've seen…a more pronounced move to software versus hardware. And that's 

simply because customers are looking for more flexibility, more choices in a way that they deploy their 

capabilities.”

Traditional software companies are pursuing the cloud model both organically, like CTXS, and inorganically 

through mergers and acquisitions (M&A). Meanwhile, the intensifying competition within the Software & 

Services industry has driven consolidation among SaaS providers, as well as private take-outs.

As evidenced by M&A activity within the BVP Nasdaq Emerging Cloud Index (EMCLOUD), SaaS com-

panies have been acquired by traditional software companies, cloud peers, and private equity firms at 

premium valuations.
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Since EMCLOUD’s inception in October 2018, there have been 10 transactions announced at an average 

deal premium of ~40%. Notably, all but 2 of the transactions involved an EMCLOUD constituent as the 

M&A target.

Sources: WisdomTree, Bloomberg as of 5/12/2019. The above figure summarizes announced merger 

and acquisition transactions involving constituents of the BVP Emerging Cloud Index (EMCLOUD) since 

inception on 2/10/2018 through 5/12/2019. EMCLOUD constituents are designated with highlighted 

borders.

You cannot invest directly in an index. Historical performance is not an indication of future 

performance and any investments may go down in value.

Acquirers of SaaS businesses are paying a premium for both expected and realized growth.

Consensus sales growth estimates for cloud SaaS companies are consistently double those of traditional 

non-cloud software companies; the average sales growth expectation for cloud has been ~25% as 

compared to ~12% for traditional software. More importantly, reported sales growth for cloud companies 

have exceeded consensus forecasts at a wider margin than non-cloud companies. The disruptive, organic 

growth and the compelling economics of the SaaS revenue model are key reasons behind why many cloud 

businesses have become acquisition targets.

Sources: WisdomTree, Bloomberg as of 30/11/2019. Average sales growth estimates for the BVP Nas-

daq Emerging Cloud Index and the non-cloud basket calculated as the average growth rate of for-
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ward-twelve-month consensus sales estimates relative to reported sales over the trailing-twelve-month 

across companies held in each basket at the indicated date. Reported sales growth calculated as the 

average year-over-year percentage change in reported trailing-twelve-month sales for the companies held 

in each basket at the indicated date. Please see disclosure at the bottom of this writing for the list of 

companies included in the non-cloud basket.

You cannot invest directly in an index. Historical performance is not an indication of future 

performance and any investments may go down in value.

[1] Source: WisdomTree, FactSet, Citrix Systems, Inc. Q2 2019 Earnings Call
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Important Risks Related to this Article

Important Information
Marketing 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.

Marketing 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. The information contained in this document is for your general 

information only and is neither an oer for sale nor a solicitation of an oer to buy securities or 

shares. This document should not be used as the basis for any investment decision. Investments 

may go up or down in value and you may lose some or all of the amount invested. Past performance 

is not necessarily a guide to future performance. Any decision to invest should be based on the 

information contained in the appropriate prospectus and aer seeking independent investment, tax 

and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or 

opinions expressed in this communication represent the views of WisdomTree and should not be construed 

as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of 

any of the views or opinions expressed in this communication. Any decision to invest should be based on 

the information contained in the appropriate prospectus and aer seeking independent investment, tax and 

legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other 

step in furtherance of a public oering of shares or securities in the United States or any province or territory 

thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or 

indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree 

does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own 

opinions related to product or market activity, these views may change. Neither WisdomTree, nor any 

ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this document or its contents.
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