WisdomTree INSIGHT ARTICLE

CYBERSECURITY—ARE RISKS
INCREASING?

Christopher Gannatti — Global Head of Research, WisdomTree.
23 Nov 2023

Cybersecurity—are risks increasing?

Gauging the risk of a cyber attack before it happens is difficult. Significant attacks,
Tike the solar winds attack from a few years ago, occur over a period of months and have
far reaching implications. Successful hacks may be happening right now and we will only
hear about them at their discovery in the future.

The uptick in geopolitical tensions raises the risk of significant attacks. Russia, Iran
and cChina share a common thread of engaging 1in offensive cyber activities. CcChief
information security officers recognise they cannot slack on cyber defences. It’s also
true that there are many actors who would love to disrupt the 2024 U.S. presidential
election.

Are cybersecurity company earnings boosted by an increasing perception of risk?

Cybersecurity has been consistently near the top of the spending plans for technology

budgetsl. It is basically cybersecurity and then Artificial Intelligence (AI) taking up
all IT budgets. Some of the news flow from recent earnings reports:

o Datadog: Revenue growth registered 25% year-over-year, which ended a streak of five
consecutive quarters of year-over-year revenue deceleration. Additionally, revenue
growth guidance for the current quarter was 21%, which effectively calmed concerns

patadog would struggle to hit a 20% level exiting 20232.

e Rapid7: Annual recurring revenue was up 14% year-over-year, beating consensus. The
company saw strong performance 1in 1its ‘Managed Threat Complete’ and ‘Cloud Risk
Ccomplete’ bundles. The market was expecting a 15.3% operating margin but the firm

delivered 18.5% on the back of restructurings and headcount reduction3.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF



WisdomTree INSIGHT ARTICLE

e Palo Alto Networks: Palo Alto Networks 1is expected to maintain billings growth 1in
the mid to high teens. Their business with the public sector is done on a three-year

subscription basis as opposed to a one-year basis*. The company recently announced a

plan to acquire Dig Security in the data protection area and reports speculate about
also acquiring Talon, which would be more in the area of access security. Palo Alto
Networks has proven over time that it can acquire leading companies, help with

access to funding, and allow them to grow®.

e Varonis Systems: Annual recurring revenue was up about 16% year-over-year, beating
consensus expectations. Annual recurring revenue has been accelerating AND the
Software-as-a-Service (SaaS) transition is happening faster than expected. Saas

represented 59% of new business, while guidance only predicted 45%°.

e Qualys: Qualys reported year-over-year growth in billions that was about 2.2% ahead
of consensus, delivering 13.1%. EBITDA margins were also 5% ahead of expectations.

The company is predicting overall 2023 billings growth to be about 12%8.

e Trend Micro: Trend Micro has announced plans to 1increase shareholder returns,
including paying 100 billion yen of dividends at the end of December 2023, 1implying

a 70% payout ratio, and then share buybacks worth 40 billion yen?.

e CyberArk: Annual recurring revenue growth reported at 38%, beating consensus

expectations of 35%. Management cited accelerating bookings and a record pipelinel®.

e Akamai: Akamai reported security growth of 20%, year-over-year, which, combined
with operating margins expanding, helped drive earnings per share growth to 30%
year-over-year. With cloud and security now above 50% of total revenues, a path to

durable earnings per share growth in the low teens could be possiblell.

e Check Point: cCheck Point’s current period results were one that stood out as not
positive-they were weaker than expected and current billings declined. However, it
is possible that the firm is nearing the trough of a tougher period in its business,

with possibly improved results coming upl?.

Artificial intelligence: a possible cybersecurity catalyst?

Cybersecurity connects back to the AI story. AI without appropriate attention to
security can be a bit of a disaster, so we are hoping that companies are researching if
or how they will use AI in parallel with how they will secure AI. ChatGPT awakened the
world to the promise and possibility of AI, and it became a requirement to talk about
one’s AI strategy across earnings calls in 2023.

Cybersecurity also Tlends 1itself to AI since there are many millions of attacks every
day. The scale of the issue and limited amount of cybersecurity professionals creates a

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF



WisdomTree INSIGHT ARTICLE

synergy where many AI companies are using AI and machine Tearning to provide better
security solutions.

conclusion: a mandatory megatrend

If you knew a business had no cybersecurity strategy, would you work with it? we have
yet to find anyone answering ‘yes’ to this question. The necessity of cybersecurity is
clear, globally. The question when -dinvesting is more about which companies may be
positioned to capture the market share and demand for these services, as well as whether
it becomes acceptable to outsource cybersecurity to the major cloud dinfrastructure
providers.

whatever the ultimate strategy, we simply note that every new technology requires
thought to be applied in how to secure it because the hackers never rest and are always
seeking vulnerabilities.
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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 dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts 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 1is neither an offer for sale nor a
solicitation of an offer 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 after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal 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 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
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 offering 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 1indirectly) 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 WwisdomTree
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 Toss arising from any use of this document or its contents.
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