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All things trend towards disorder -
The Second Law of Thermodynamics

The law states: “As one goes forward in time, the degree of
disorder of any isolated or closed system will always increase
(or at least stay the same). Left unchecked, disorder increases
over time. Energy disperses, and systems dissolve into chaos.”

The complexity of software systems is no exception. As
organisations add more tools, scale their systems and create
more apps, in turn, their environments can become sprawling
and unwieldy.

Step in Datadog.

Datadog is a monitoring and security platform for cloud
applications — software run over a network of remote internet
servers —to help businesses secure their systems and avoid
downtime.

Think of Datadog as a thermometer for computer systems.
It continually monitors the performance of web servers,
databases and other infrastructure to quickly diagnose
problems when they arise. Like a thermometer helping
you keep a watchful eye on your body, Datadog allows
for intervention before things get too hot.

The company is a direct beneficiary of the exploding complexity
arising from cloud computing. Over the last few years, we have
seen organisations adopt and emerge from cloud-native
applications and infrastructure services that run on the cloud,
such as Amazon Web Services (AWS), Azure and Google.

This adoption is expected to continue at pace, and by the

end of the decade, spending is expected to reach $1tn.

However, it becomes difficult for businesses to see exactly how
applications and code run within cloud environments. These
tracing issues become unwieldy, as tracking across cloud
systems requires thousands of processes running in parallel

- on-cloud, on-premises, or both. Conventional techniques
and tools struggle with interdependencies in these distributed
designs.

Datadog is designed to manage these complexities. It collates
intricate data sets across a network and interprets them into

a digestible cloud-run dashboard. Once Datadog is adopted,
users want to maximise utility and integrate Datadog deeper
into their products and systems, creating a network effect.
This is a challenging position to replicate.
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Long Term Global Growth

With an R&D spend of 40 per cent of revenue, Datadog stays
ahead of the competition by developing new tools to manage
new complexities within the business. Olivier Pomel, the CEO,
states, “When we [Datadog] grow up, what we want to be is

a total platform for everyone who writes, runs and monitors
applications. The idea is to get us to the point at which anyone
who touches the technology should be logging into Datadog
first thing in the morning and logging out last at night.”

With such ambitions, we expect Datadog’s revenues to grow
at around 40 per cent compound annual growth rate, from
a run rate of circa 80 per cent since 2017.

This is a company that has always lived within its means. As

a private company, Datadog grew the business to $330m in
annual recurring revenue with just $30m invested. Returns
continue to be good and are likely to rise. The company has
increased its free cash flow (FCF) margin from 22 per cent to 36
per cent over the last year and is currently operating at 80 per
cent gross margin. We expect earnings before interest and
taxes (EBIT) and FCF margins to benefit from leverage in sales
and marketing as they embed in more customers, expanding
EBIT margins to mid-20 per cent. At the same time, the
business continues to invest in growth aggressively.

Datadog is well-positioned to capitalise on the burgeoning cloud
computing market by addressing the growing complexities of
an ever-expanding cloud infrastructure. It has all the ingredients
of an LTGG holding — a focused management team, significant
investment in research and development and a clear route to
profitability.

Datadog looks to defy the second law of thermodynamics
by bringing order to the chaos of digital complexity.
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Important information and risk factors

Annual past performance to 30 June each year (net %)

2019 2020 2021 2022 2023
LTGG Composite 0.1 56.4 61.7 -48.9 24.2
MSCI ACWI Index 6.3 2.6 39.9 -15.4 171
Annualised returns to 30 June 2023 (net %)
1Year 5Years 10Years Since
Inception*
LTGG Composite 24.2 9.9 15.9 11.6
MSCI ACWI Index 1741 8.6 9.3 7.8

*Inception date 29 February 2004.

Source: Baillie Gifford & Co and MSCI. US Dollars.

Past performance is not a guide to future results. Changes in the
investment strategies, contributions or withdrawals may materially
alter the performance and results of the portfolio. All investment
strategies have the potential for profit and loss.

The views expressed should not be considered as advice or

a recommendation to buy, sell or hold a particular investment.
They reflect opinion and should not be taken as statements of
fact nor should any reliance be placed on them when making
investment decisions.

This communication was produced and approved in June, 2023
and has not been updated subsequently. It represents views
held at the time of writing and may not reflect current thinking.

Potential for profit and loss

All investment strategies have the potential for profit and loss,
your or your clients’ capital may be at risk. Past performance is
not a guide to future returns.

This communication contains information on investments
which does not constitute independent research. Accordingly,
it is not subject to the protections afforded to independent
research, but is classified as advertising under Art 68 of the
Financial Services Act (‘FinSA’) and Balillie Gifford and its staff
may have dealt in the investments concerned.

All information is sourced from Baillie Gifford & Co and is
current unless otherwise stated.

The images used in this communication are for illustrative
purposes only.

Important information

Baillie Gifford & Co and Baillie Gifford & Co Limited are
authorised and regulated by the Financial Conduct Authority
(FCA). Baillie Gifford & Co Limited is an Authorised Corporate
Director of OEICs.

Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK Professional/
Institutional clients only. Baillie Gifford Overseas Limited is
wholly owned by Baillie Gifford & Co. Baillie Gifford & Co and
Baillie Gifford Overseas Limited are authorised and regulated
by the FCA in the UK.

Persons resident or domiciled outside the UK should consult
with their professional advisers as to whether they require any
governmental or other consents in order to enable them to
invest, and with their tax advisers for advice relevant to their
own particular circumstances.

Financial intermediaries

This communication is suitable for use of financial intermediaries.
Financial intermediaries are solely responsible for any further
distribution and Baillie Gifford takes no responsibility for the
reliance on this document by any other person who did not
receive this document directly from Baillie Gifford.

Europe

Baillie Gifford Investment Management (Europe) Limited provides
investment management and advisory services to European
(excluding UK clients. It was incorporated in Ireland in May
2018. Baillie Gifford Investment Management (Europe) Limited
is authorised by the Central Bank of Ireland as an AIFM under
the AIFM Regulations and as a UCITS management company
under the UCITS Regulation. Baillie Gifford Investment
Management (Europe) Limited is also authorised in accordance
with Regulation 7 of the AIFM Regulations, to provide management
of portfolios of investments, including Individual Portfolio
Management (‘IPM’) and Non-Core Services. Baillie Gifford
Investment Management (Europe) Limited has been appointed as
UCITS management company to the following UCITS umbrella
company; Baillie Gifford Worldwide Funds plc. Through passporting
it has established Baillie Gifford Investment Management (Europe)
Limited (Frankfurt Branch) to market its investment management
and advisory services and distribute Baillie Gifford Worldwide
Funds plc in Germany. Similarly, it has established Baillie Gifford
Investment Management (Europe) Limited (Amsterdam Branch)
to market its investment management and advisory services and
distribute Baillie Gifford Worldwide Funds plc in The Netherlands.
Baillie Gifford Investment Management (Europe) Limited also
has a representative office in Zurich, Switzerland pursuant to
Art. 58 of the Federal Act on Financial Institutions (‘FinlA’).

The representative office is authorised by the Swiss Financial
Market Supervisory Authority (FINMA). The representative
office does not constitute a branch and therefore does not have
authority to commit Baillie Gifford Investment Management
(Europe) Limited. Balillie Gifford Investment Management (Europe)
Limited is a wholly owned subsidiary of Baillie Gifford Overseas
Limited, which is wholly owned by Baillie Gifford & Co. Baillie
Gifford Overseas Limited and Baillie Gifford & Co are authorised
and regulated in the UK by the Financial Conduct Authority.

Hong Kong

Baillie Gifford Asia (Hong Kong) Limited

HiFEER I (GFHR) AR 7] is wholly owned by Baillie Gifford
Overseas Limited and holds a Type 1 and a Type 2 license from
the Securities & Futures Commission of Hong Kong to market
and distribute Baillie Gifford’s range of collective investment
schemes to professional investors in Hong Kong. Balillie Gifford
Asia (Hong Kong) Limited #%&aEUH (F5¥#) A FRA ] can be
contacted at Suites 2713-2715, Two International Finance
Centre, 8 Finance Street, Central, Hong Kong.

Telephone +852 3756 5700.



Important information and risk factors

South Korea

Baillie Gifford Overseas Limited is licensed with the Financial
Services Commission in South Korea as a cross border
Discretionary Investment Manager and Non-discretionary
Investment Adviser.

Japan

Mitsubishi UFJ Baillie Gifford Asset Management Limited
(‘MUBGAM’) is a joint venture company between Mitsubishi
UFJ Trust & Banking Corporation and Baillie Gifford Overseas
Limited. MUBGAM is authorised and regulated by the
Financial Conduct Authority.

Australia

Baillie Gifford Overseas Limited (ARBN 118 567 178) is
registered as a foreign company under the Corporations Act
2001 (Cth) and holds Foreign Australian Financial Services
Licence No 528911. This material is provided to you on the
basis that you are a ‘wholesale client’ within the meaning of
section 761G of the Corporations Act 2001 (Cth) (‘Corporations
Act’). Please advise Baillie Gifford Overseas Limited immediately
if you are not a wholesale client. In no circumstances may this
material be made available to a ‘retail client’ within the meaning
of section 761G of the Corporations Act.

This material contains general information only. It does not
take into account any person’s objectives, financial situation
or needs.

South Africa

Baillie Gifford Overseas Limited is registered as a Foreign
Financial Services Provider with the Financial Sector Conduct
Authority in South Africa.

North America

Baillie Gifford International LLC is wholly owned by Baillie
Gifford Overseas Limited; it was formed in Delaware in 2005
and is registered with the SEC. It is the legal entity through
which Baillie Gifford Overseas Limited provides client service
and marketing functions in North America. Baillie Gifford
Overseas Limited is registered with the SEC in the United
States of America.
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The Manager is not resident in Canada, its head office and
principal place of business is in Edinburgh, Scotland. Baillie
Gifford Overseas Limited is regulated in Canada as a portfolio
manager and exempt market dealer with the Ontario Securities
Commission (‘OSC’). Its portfolio manager licence is currently
passported into Alberta, Quebec, Saskatchewan, Manitoba and
Newfoundland & Labrador whereas the exempt market dealer
licence is passported across all Canadian provinces and
territories. Baillie Gifford International LLC is regulated by the
OSC as an exempt market and its licence is passported across
all Canadian provinces and territories. Baillie Gifford Investment
Management (Europe) Limited (‘BGE’) relies on the International
Investment Fund Manager Exemption in the provinces of
Ontario and Quebec.

Israel

Baillie Gifford Overseas is not licensed under Israel’s Regulation
of Investment Advising, Investment Marketing and Portfolio
Management Law, 5755-1995 (the Advice Law) and does not
carry insurance pursuant to the Advice Law. This material is
only intended for those categories of Israeli residents who are
qualified clients listed on the First Addendum to the Advice
Law.

Legal notice

MSCI makes no express or implied warranties or
representations and shall have no liability whatsoever with
respect to any MSCI data contained herein. The MSCI data may
not be further redistributed or used as a basis for other indexes
or any securities or financial products. This report is not
approved, endorsed, reviewed or produced by MSCI. None

of the MSCI data is intended to constitute investment advice

or arecommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such.
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