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Summary

Nutanix's second-quarter fiscal 2020 results gained traction
from a steady expansion in the customer base. Moreover,
adoption rate of the company’s AHV hypervisor was strong
as customers continued to opt for it as a low-cost alternative
to other vendor offerings. Further, a healthy pipeline of big
deals is a tailwind. Additionally, the company is expected to
benefit from the growth prospects of the hyper converged
infrastructure (HCI) market, owing to its portfolio strength,
over the long term. However, lower hardware revenues are
expected to drag down the top line in the near term.
Moreover, the ongoing transition to a subscription-based
business model is expected to hurt the top line, at least in the
near term. Notably, shares of the company have
underperformed the industry in the past year.

Data Overview

52 Week High-Low $43.71 - $11.31

20 Day Average Volume (sh) 5,837,205

Market Cap $2.7 B

YTD Price Change -55.0%

Beta 1.62

Dividend / Div Yld $0.00 / 0.0%

Industry Computers - IT Services

Zacks Industry Rank Top 36% (92 out of 254)

Last EPS Surprise 13.0%

Last Sales Surprise 1.4%

EPS F1 Est- 4 week change -2.0%

Expected Report Date 06/04/2020

Earnings ESP -1.6%

P/E TTM NA

P/E F1 NA

PEG F1 NA

P/S TTM 2.2

Price, Consensus & Surprise

Sales and EPS Growth Rates (Y/Y %)

Sales   EPS 

Sales Estimates (millions of $)

  Q1 Q2 Q3 Q4 Annual*

2021 384 E 419 E 407 E 459 E 1,664 E

2020 315 A 347 A 317 E 370 E 1,349 E

2019 313 A 335 A 288 A 300 A 1,236 A

EPS Estimates
  Q1 Q2 Q3 Q4 Annual*

2021 -$0.66 E -$0.57 E -$0.70 E -$0.57 E -$2.46 E

2020 -$0.71 A -$0.60 A -$0.86 E -$0.68 E -$2.88 E

2019 -$0.13 A -$0.23 A -$0.56 A -$0.57 A -$1.51 A

*Quarterly figures may not add up to annual.

The data in the charts and tables, including the Zacks Consensus EPS and Sales estimates, is as of 03/19/2020. The reports text is as of
03/20/2020.
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Overview

San Jose, CA-based Nutanix Inc. provides enterprise cloud operating
system that combines server, storage, virtualization and networking
software into one integrated solution.

In October 2016, Nutanix completed its initial public offering (IPO),
garnering net proceeds of $254.5 million.

Nutanix’s solution can be delivered either as an appliance that is
configured to order or as software only. The company currently offers
two software product families — Acropolis and Prism.

Acropolis includes Distributed Storage Fabric (DSF) that supports a wide
variety of enterprise applications and has the capability to operate both
virtualized and non-virtualized applications. The solution also includes
Application Mobility Fabric (AMF), leading to increasing levels of
application placement, conversion and migration across different
hypervisors and public clouds. It also has a built-in Acropolis hypervisor
(AHV), based on Linux KVM.

Prism helps in automating IT management. The solution enables efficient
regulation of enterprise-wide deployments by serving as a central
administration point to manage multiple clusters and hypervisors
(including VMware ESXi environments) within a datacenter or across
multiple sites. Prism is built with HTML5 and can be accessed from any
connected device that is HTML5-enabled including smartphones and
tablets.

Nutanix generated revenues of $1.24 billion in fiscal 2019. Subscriptions, Non-Portable Software, Hardware and Professional Services accounted
for 52.5%, 36.3%, 8.5% and 2.7% of revenues, respectively.

The company faces stiff competition from software providers, such as VMware; traditional IT systems vendors, namely Cisco Systems, Dell,
Hewlett Packard Enterprise, Hitachi Data Systems, IBM and Lenovo; traditional storage array vendors like NetApp and providers of public cloud
infrastructure and services, such as Amazon, Google and Microsoft.
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Reasons To Buy:

Nutanix is considered a pioneer of hyper converged infrastructure (HCI) market, which is projected to
grow rapidly in the long term. Market research firm, Gartner, has placed Nutanix as a leader in its
“Magic Quadrant for Hyperconverged Infrastructure.” Strong adoption of its products and high
customer satisfaction rate are expanding the customer base (up 34% year over year in fiscal 2019).
This along with recurring revenue stream is expected to drive the momentum in top-line growth.

Nutanix’s software-defined HCI solutions support multi-hypervisor and multi-cloud with unified
management. Nutanix’s solutions are primarily deployed in large and centralized data centers. The
company’s built-in hypervisor has been gaining significant traction as customers continue to select it
as a low-cost alternative to other vendor offerings. Nutanix’s cloud-based deployment strategy is a
differentiator. The company’s Xi Cloud Services is expected to challenge AWS, Microsoft Azure and
Google Cloud in the IaaS market.

Moreover, products like Nutanix Beam, Era, and Flow — are expected to help customers better
manage their hybrid cloud environment. Flow will help customers to secure network traffic and monitor
whether applications are running optimally. Era will help the company strengthen its enterprise PaaS offering by including database. Nutanix
will initially support Oracle and post SQL databases with future support for MySQL and Microsoft SQL Server. Nutanix Beam or multi-cloud
cost governance and security compliance application is the company’s first SaaS offering. Management expects Beam to become the policy
engine that will drive mobility of applications between on-premise and off-premise, in the long haul.

The company’s growing recurring revenue stream reflects customer loyalty to Nutanix’s solution, which improves visibility of revenue growth
trajectory. Moreover, expanding customer base will continue to drive top-line growth. Besides, its transition to software-only sales is expected
to significantly boost gross margin.

Nutanix's ongoing transition to a subscription-based business model is expected to expand its gross margin significantly in the long haul.
Notably, gross margin improved from 68.1% in fiscal 2018 to 78.1% in fiscal 2019. The company expects subscriptions to contribute 75% to
its bookings by the end of calendar 2021.

Nutanix’s
dominance in HCI
market, new cloud-
based products,
expanding customer
base and improving
gross margin due to
transition to
software-only sales
are key catalysts.
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Reasons To Sell:

Nutanix faces significant competition in most of the markets it operates. In the hypervisor market it
faces intense competition from VMware. Moreover, in the hyperconverged infrastructure market it
faces competition from VMware, Cisco, Hewlett Packard Enterprise, Dell and others. While NetApp
has already launched its first hyper converged solution, Hewlett Packard Enterprise and Cisco has
acquired SimpliVity and Springpath to enter the hyper converged market. Moreover, these well-
established companies enjoy significant pricing power that doesn’t bode well for Nutanix.

The company's Xi Cloud Service is expected to face intense competition in the public cloud
infrastructure market, particularly from Amazon, which is the dominant player. Moreover, Microsoft and
Google are also gaining ground in this fast-growing market.

Nutanix continues to acquire a large number of companies. While this improves revenue opportunities, it significantly increases integration
risks.

Nutanix has reported losses since its inception. As of Jul 31, 2019, accumulated deficit was $1.65 billion. Moreover, the company’s increased
level of investments is expected to hurt profitability, at least in the near term. In fiscal 2019, non-GAAP operating loss widened to $274.3
million compared with a loss of $96.7 million in fiscal 2018. This doesn’t bode well for investors.

Intense competition,
delay in the Xi Cloud
Service and
integration risks
related to frequent
acquisitions are key
concerns.
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Last Earnings Report

Nutanix's Q2 Earnings and Revenues Beat Estimates

Nutanix incurred second-quarter fiscal 2020 loss of 60 cents per share, beating the Zacks
Consensus Estimate by 13%. However, the figure was wider than the year-ago loss of 23 cents.

Revenues increased 3.4% year over year to $346.8 million and also beat the consensus mark by
1.4%.

Product revenues (61.6% of revenues) fell 9.9% year over year to $213.5 million, primarily due to
77.5% decline in hardware revenues, partially offset by 3% growth in software revenues.

Support, entitlements & other services revenues (38.4% of revenues) surged 35.3% to $133.2 million.

Total Contract Value (TCV) revenues increased 13.7% year over year to $338.2 million.

Top-Line Details

Subscription revenues (76.9% of revenues) jumped 69.4% from the year-ago quarter to $266.5 million. Professional services revenues (3.6% of
revenues) grew 48.3% to $12.6 million.

Non-Portable Software revenues (17.1% of revenues) plunged 55.1% year over year to $59.1 million. Moreover, hardware revenues (2.5% of
revenues) were $8.5 million.

Billings were up 3.5% year over year to $428.1 million. Software and Support billings were $419.5 million, up 11.7% year over year.

TCV billings increased 11.7% year over year to $419.5 million. Subscription billings accounted for 79% of total billings, up from 73% in the
previous quarter.

At the end of the quarter, Nutanix had 15,880 customers. The company added 920 customers in the reported quarter.

The company’s hypervisor, AHV, experienced a 47% increase in adoption on a rolling four-quarter basis.    

Operating Details

In the fiscal second quarter, the company’s non-GAAP gross profit of $257.5 million was down 8.8% year over year. Non-GAAP gross margin
was 74.3%, down from 84.2% reported in the year-ago quarter.

Operating expenses on a non-GAAP basis jumped 25.2% year over year to $296.5 million. Sales & marketing, research & development and
general & administrative expenses increased 30.6%, 11.8% and 19.5% on a year-over-year basis, respectively.

Operating loss on a non-GAAP basis narrowed to $39 million from $113.9 million loss in the year-ago quarter.

Balance Sheet & Cash Flow

As of Jan 31, 2020, cash and cash equivalents plus short-term investments were $819 million compared with $889 million as of Oct 31, 2019.

Cash outflow from operations was $52.5 million compared with an outflow of $26.2 million in the previous quarter.

Free cash outflow was $73.7 million compared with $44.4 million in the prior quarter.

Deferred revenues surged 35% year over year to $1.06 billion at the end of the reported quarter.

Guidance

For the third quarter of fiscal 2020, software and support (TCV) revenues are projected between $300 million and $320 million. Nutanix
anticipates software and support (TCV) billings of $365-$385 million.

Non-GAAP gross margin is anticipated to be around 80%. Moreover, management forecasts operating expenses within $420-$430 million.

Nutanix estimates non-GAAP loss of 89 cents per share. The Zacks Consensus Estimate for loss is pegged at 74 cents per share.

For the current fiscal year, Nutanix now expects software and support (TCV) billings between $1.60 billion and $1.67 billion. Moreover, software
and support (TCV) revenues are anticipated between $1.29 billion and $1.36 billion.

Non-GAAP gross margin of approximately 80% and non-GAAP operating expenses between $1.63 billion and $1.65 billion are expected for the
full fiscal.
 

Quarter Ending 01/2020

Report Date Feb 26, 2020

Sales Surprise 1.38%

EPS Surprise 13.04%

Quarterly EPS -0.60

Annual EPS (TTM) -2.44
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Recent News

On Mar 18, Nutanix expanded itscloud platform by incorporating new features for Big Data and analytics applications as well as unstructured data
storage. These features include the management of object data across multiple Nutanix clusters, higher object storage capacity per node and
formal Splunk SmartStore certification. The integration of object storage services with Nutanix’s HCI solution will enable the cloud platform to
improve performance, achieve scale, and reduce costs by maximizing unused resources.

On Feb 19, Nutanix announced that it had partnered with Caesars Entertainment and UNLV to power ‘Black Fire Innovation’, a hub which will
accelerate technology advancement in the gaming and entertainment industry.

On Feb 12, 2020, Nutanix announced that it been selected by Hastings Prince Edward Public Health to help improve the experience of its
150,000 patients.

On Jan 30, 2020, Nutanix announced that it had been certified by Aspen Technology to enable its customers to access its latest aspenONE
Engineering software anytime and anywhere, which will aid customers in deploying new software versions faster and at scale, minimizing IT
overhead and improving user collaboration.

On Nov 18, 2019, Nutanix announced the appointment of Tarkan Maner as chief commercial officer. He will lead the company’s global business
development and corporate development efforts, with a focus on strategic partnerships, alliances, system integrators and service providers.

On Nov 13, 2019, Nutanix announced the findings of its second global Enterprise Cloud Index survey and research. The report found that
enterprises plan to aggressively shift investment to hybrid cloud architectures, with survey respondents reporting steady and substantial hybrid
deployment plans for the next five years. The majority of the 2019 survey respondents (85%) selected hybrid cloud as their ideal IT operating
model.

Valuation

Nutanix’s shares have lost 47% in the past six months and 67.1% over the trailing 12 months. Stocks in the Zacks sub-industry and Zacks
Computer & Technology sector have declined 24.5% and 12.6% in the past six months, respectively. Over the past year, while the Zacks sub-
industry has lost 25.7%, the sector declined 11.6%.

The S&P 500 Index has lost 19% in the past six months and 16.3% in the past year.

The stock is currently trading at 1.76X forward 12-month sales, which compares to 3.53X for the Zacks sub-industry, 2.78X for the Zacks sector
and 2.6X for the S&P 500 index.

Over the past three years, the stock has traded as high as 8.16X and as low as 1.57X, with a 3-year median of 4.39X. Our Neutral
recommendation indicates that the stock will perform in-line with the market. Our $15 price target reflects 4.37X forward 12-month sales.

The table below shows summary valuation data for NTNX
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  NTNX Neutral

VGM Score

Market Cap 2.74 B
# of Analysts 11
Dividend Yield 0.00%

Value Score

Cash/Price 0.29
EV/EBITDA -4.98
PEG Ratio NA
Price/Book (P/B) NA
Price/Cash Flow (P/CF) NA
P/E (F1) NA
Price/Sales (P/S) 2.19
Earnings Yield -20.48%
Debt/Equity -9.13
Cash Flow ($/share) -2.48

Growth Score

Hist. EPS Growth (3-5 yrs) NA%
Proj. EPS Growth (F1/F0) -90.55%
Curr. Cash Flow Growth 121.11%
Hist. Cash Flow Growth (3-5 yrs) NA%
Current Ratio 1.64
Debt/Capital 90.20%
Net Margin -68.13%
Return on Equity -650.18%
Sales/Assets 0.68
Proj. Sales Growth (F1/F0) 9.12%

Momentum Score

Daily Price Chg 9.84%
1 Week Price Chg -27.75%
4 Week Price Chg -62.31%
12 Week Price Chg -56.97%
52 Week Price Chg -67.15%
20 Day Average Volume 5,837,205
(F1) EPS Est 1 week change 0.00%
(F1) EPS Est 4 week change -1.97%
(F1) EPS Est 12 week change -1.97%
(Q1) EPS Est Mthly Chg -13.91%

X Industry S&P 500

- -

1.79 B 16.45 B
5 13

0.00% 2.67%

- -

0.08 0.06
8.32 10.36
1.22 1.49
3.52 2.16

10.09 8.92
14.24 13.12

1.10 1.72
4.21% 7.54%

0.19 0.70
1.13 7.01

- -

17.31% 10.85%
6.59% 4.90%

15.51% 6.03%
15.90% 8.55%

1.38 1.23
24.77% 42.57%
2.36% 11.57%

10.99% 16.74%
0.81 0.54

8.09% 3.13%

- -

4.89% 1.03%
-15.15% -11.01%
-36.15% -33.45%
-35.47% -30.67%
-39.05% -23.69%
615,004 3,981,936

0.00% -0.01%
-0.11% -0.85%
0.00% -1.70%
0.00% -0.88%

CDW Neutral HPE Neutral VMW Underperform

12.60 B 11.74 B 41.07 B
7 7 11

1.72% 5.27% 0.00%

0.01 0.25 0.05
11.53 4.20 11.70

1.01 0.79 1.05
13.21 0.68 7.06
10.96 2.40 15.42
13.25 5.19 15.30

0.70 0.41 4.01
7.55% 19.21% 6.54%

3.56 0.54 0.63
8.05 3.79 6.50

22.23% -3.49% 14.59%
9.18% -0.89% 4.95%

10.39% -2.58% 23.44%
13.51% -3.09% 12.60%

1.24 0.79 0.58
78.05% 35.19% 38.53%
4.09% 4.22% 62.27%

94.72% 13.68% 48.29%
2.30 0.55 0.54

5.56% -3.25% 17.43%

4.60% 6.80% 7.72%
-9.21% -17.76% -7.90%

-36.15% -37.04% -38.23%
-38.97% -42.92% -34.71%
-10.46% -43.13% -46.78%

1,980,846 15,716,715 2,320,703
0.00% 0.00% 0.00%
0.00% -5.47% -15.39%
3.13% -6.04% -15.39%
0.00% -14.71% -22.08%

Industry Comparison Industry: Computers - It Services Industry Peers

Industry Analysis Zacks Industry Rank: Top 36% (92 out of 254) Top Peers

Amazon.com, Inc. (AMZN) Neutral

CDW Corporation (CDW) Neutral

Cisco Systems, Inc. (CSCO) Neutral

Alphabet Inc. (GOOGL) Neutral

Hewlett Packard Enterprise Company
(HPE) Neutral

International Business Machines
Corporation (IBM) Neutral

NetApp, Inc. (NTAP) Neutral

VMware, Inc. (VMW) Underperform
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Zacks Style Scores

The Zacks Style Score is as a complementary indicator to the Zacks rating system, giving investors a way
to focus on the highest rated stocks that best fit their own stock picking preferences.

Academic research has proven that stocks with the best Value, Growth and Momentum characteristics
outperform the market. The Zacks Style Scores rate stocks on each of these individual styles and assigns
a rating of A, B, C, D and F. We also produce the VGM Score (V for Value, G for Growth and M for
Momentum), which combines the weighted average of the individual Style Scores into one score. This is
perfectly suited for those who want their stocks to have the best scores across the board.

As an investor, you want to buy stocks with the highest probability of success. That means buying stocks with a Zacks Recommendation of
Outperform, which also has a Style Score of an A or a B.

Value Score

Growth Score

Momentum Score

VGM Score

Disclosures

This report contains independent commentary to be used for informational purposes only. The analysts contributing to this report do
not hold any shares of this stock. The analysts contributing to this report do not serve on the board of the company that issued this
stock.The EPS and revenue forecasts are the Zacks Consensus estimates, unless indicated otherwise on the reports first page.
Additionally, the analysts contributing to this report certify that the views expressed herein accurately reflect the analysts personal views as to the
subject securities and issuers. ZIR certifies that no part of the analysts compensation was, is, or will be, directly or indirectly, related to the
specific recommendation or views expressed by the analyst in the report.

Additional information on the securities mentioned in this report is available upon request. This report is based on data obtained from sources we
believe to be reliable, but is not guaranteed as to accuracy and does not purport to be complete. Any opinions expressed herein are subject to
change.

ZIR is not an investment advisor and the report should not be construed as advice designed to meet the particular investment needs of any
investor. Prior to making any investment decision, you are advised to consult with your broker, investment advisor, or other appropriate tax or
financial professional to determine the suitability of any investment.This report and others like it are published regularly and not in response to
episodic market activity or events affecting the securities industry.

This report is not to be construed as an offer or the solicitation of an offer to buy or sell the securities herein mentioned. ZIR or its officers,
employees or customers may have a position long or short in the securities mentioned and buy or sell the securities from time to time.ZIR is not a
broker-dealer.ZIR may enter into arms-length agreements with broker-dealers to provide this research to their clients.Zacks and its staff are not
involved in investment banking activities for the stock issuer covered in this report.

ZIR uses the following rating system for the securities it covers. Outperform- ZIR expects that the subject company will outperform the broader
U.S. equities markets over the next six to twelve months. Neutral- ZIR expects that the company will perform in line with the broader U.S.
equities markets over the next six to twelve months. Underperform- ZIR expects the company will underperform the broader U.S. equities
markets over the next six to twelve months.

No part of this report can be reprinted, republished or transmitted electronically without the prior written authorization of ZIR.

Zacks Equity Research: www.zacks.com Page 8 of 8


