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On 22 July 2024, Calix, Inc. reported second-quarter revenue of $198.1 million, down 24% from
a year earlier and 12% sequentially. Revenue EDGE and Intelligent Access EDGE appliance sales
had weakened. Yet gross margin had improved, Calix Cloud and managed-service deployments
were increasing, and remaining performance obligations (RPO) had grown year over year.
Management said it planned to keep 2024 operating expenses near 2023 levels to expand the
Calix platform footprint ahead of expected U.S. broadband stimulus reaching customers from
2025. (1)

The company had invested heavily while growing: 2023 sales and marketing (S&M) and
research and development (R&D) together totaled $392.3 million, up 28% from 2022. In the
second quarter of 2024, S&M and R&D were above Calix's stated target-model ratios. At the
same time, the company described customer uncertainty and longer sales timing, and its
inventory turns and days payable outstanding were below its own targets. (2)

For this case, Calix's leadership team must decide how to set the next phase of operating
investment. Should it maintain the 2023-level expense run-rate to increase platform adoption
before broadband grants drive customer projects? Or should it stage or moderate investment
while appliance demand is weak and cash conversion and operating leverage are under
pressure? These are analytical alternatives for discussion-not a claim that Calix's board
documented or formally debated this exact choice.

A platform built around broadband service providers
Calix sold broadband access equipment and a connected set of cloud software, managed
services, customer-success offerings, and support to broadband service providers (BSPs),
including regional and smaller providers. Its strategy was to help providers acquire and retain
subscribers and simplify operations through a combination of systems and software. These
benefits were management's value proposition, not independently measured customer
outcomes. (3)

The components could reinforce one another: appliances installed at a provider's network or
subscriber premises could support use of Calix's cloud and managed services; software and
customer-success support could deepen the relationship and create ongoing service revenue.
But that system also required selling, engineering, deployment and support capacity before
recurring economics were visible. Competitors overlapped in broadband access. Nokia named
Calix and ADTRAN in its fixed-networks competition discussion. ADTRAN reported that Q1 2024
Network Solutions revenue declined amid lower sales volume and customer inventory
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reductions; separately, it said softer service-provider spending slowed Access & Aggregation
and Optical Networking. Its results release also described its Mosaic One platform and efficiency
program. These are ADTRAN's statements, not evidence of equivalent Calix trends or relative
service economics. (4)

Growth, margins, and investment
Calix's 2023 revenue reached $1.040 billion, up 19.8% from $867.8 million in 2022.
Management attributed growth to shipments to one large customer, a medium-sized customer
added in 2022, and expansion among small and medium providers. Sales and marketing
expense rose 23% to $214.6 million; R&D rose 35% to $177.8 million. Combined S&M and R&D
increased from $306.5 million to $392.3 million. The company also recorded a $28.7 million
fourth-quarter charge for obsolete inventory and supplier component liabilities, primarily
associated with a legacy product family. Management attributed it to customers moving to the
platform model faster than expected, leaving excess goods and components. (5)

Fiscal year Revenue S&M R&D S&M + R&D Operating
cash flow

Cash,
equivalents
and
marketable
securities
at year-end

2022 $867.8m $174.5m $132.0m $306.5m $27.2m -

2023 $1,039.6m $214.6m $177.8m $392.3m $56.3m $220.3m

Exhibit 1. Annual scale and investment. Amounts in USD; expenses are reported GAAP line
items, rounded to one decimal million. S&M plus R&D subtotals use unrounded Form 10-K
values, so displayed components may not add to the displayed subtotal. The subtotal is an
arithmetic sum, not a measure of platform-only investment. Revenue and cash-flow changes do
not establish that investment caused growth. Source: 2023 Form 10-K, MD&A and financial
statements, printed pp. 29-31 and HTML around 870-930, 978-1000. (5)

In Q2 2024, Revenue EDGE revenue was down 12% year over year and 7% sequentially;
Intelligent Access EDGE revenue was down 32% year over year and 28% sequentially.
Management attributed the weakness to customer adjustments to shorter lead times,
reprioritization by large customers, slower network builds, BEAD funding uncertainty, and
higher interest rates. These were management explanations, not independently identified
causes. (6)

Q2 2024 indicator Reported result Context and limit

Revenue $198.1m −24% year over year; −12%
sequentially

GAAP gross margin 54.3% +200 basis points year over year

Non-GAAP gross margin 55.1% +230 basis points year over year;
excludes specified compensation and
amortization items and related tax
effect

GAAP operating expenses $119.0m Sequentially lower, per management
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Q2 2024 indicator Reported result Context and limit

Non-GAAP operating expenses $104.2m Sequentially lower, per management

Non-GAAP S&M / revenue 24.2% Calix target model: 18-20%

Non-GAAP R&D / gross profit 36.4% Calix target model: 29%

Non-GAAP G&A / revenue 8.3% Calix target model: 7%

Inventory turns 2.8 Calix target: 3-4; finished-goods-only
turns were 3.7

Inventory deposits $70.3m Down $5.8m; DPO was 10 days
versus Calix's 25-35 day target

Exhibit 2. Q2 operating dashboard. The stated target percentages are Calix management's
target model, not industry benchmarks or necessarily optimal spending levels. Expense ratios
can rise when revenue or gross profit falls, even if expense dollars do not rise. GAAP and
non-GAAP figures are not interchangeable. Source: Q2 2024 Stockholder Letter, printed pp. 2,
5-6 / HTML 56-66, 111-137. (7)

The Q2 gross-margin increase supported management's platform-mix explanation: Calix said its
improvement primarily reflected growth and a greater mix of platform, cloud and
managed-service revenue while appliance revenue was lower. The letter did not quantify the
contribution of each driver or report service gross margin. A higher consolidated margin
percentage did not show whether incremental service gross-profit dollars covered the sales,
R&D and customer-success spending required to win and serve those customers. (8)

Platform adoption: promising indicators, incomplete economics
Calix reported $266.9 million in RPO at the end of Q2, $53.9 million (25%) above Q2 2023 and
$21.7 million (9%) above Q1 2024. Current RPO was $103.0 million, up 28% year over year and
4% sequentially. The company added 17 Revenue EDGE and/or Intelligent Access EDGE
deployments, 19 Calix Cloud deployments, and 22 customers beginning to deploy a managed
service in Q2; it reported 24 new BSP customers, mostly existing providers. These are
company-reported deployment and customer counts, not subscribers, adoption rates, revenue
cohorts, or customer profitability. (9)

RPO needs careful interpretation. At year-end 2023, Calix reported $242.5 million of RPO and
expected 39% to be recognized within 12 months, with most of the balance in the following two
years. RPO represented contracted revenue not yet recognized, but its composition included
cloud, managed services, extended warranties, support and maintenance. It excluded platform
licenses, usage-based monthly billing and true-ups. RPO was therefore neither pure software
backlog nor recognized revenue, renewals, bookings, or cash receipts. The Q2 letter described
its RPO definition and movements; the year-end 10-K provided the 39% recognition
expectation. (10)

Contract/economic event Typical Calix accounting treatment at
cutoff

What it does not tell the investor

Access or premises systems Generally recognized when shipped;
hardware with integral software is
one performance obligation

Shipment does not establish
end-customer adoption or later
service attachment
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Contract/economic event Typical Calix accounting treatment at
cutoff

What it does not tell the investor

Right-to-use platform license Generally recognized upfront when
the license obligation is satisfied

Upfront recognition is not a recurring
subscription stream

Cloud subscriptions, managed
services, support, maintenance,
extended warranties

Generally recognized ratably over the
contract term

No separate service margin,
subscriber count, renewal or churn
rate was disclosed

Professional services and training Generally recognized as delivered Does not disclose the cost to deploy
or support an average customer

Usage-based monthly billing and
overages

Variable usage amounts excluded
from reported RPO

RPO does not capture all potential
service revenue or its realized level

Exhibit 3. Revenue recognition and RPO. Simplified summary; contract terms and performance
obligations govern recognition. Sources: Calix 2023 Form 10-K, Note 1, pp. 43-44 / HTML
1344-1363; Note 11, p. 59 / HTML 2030-2043; Q2 Stockholder Letter, pp. 1-4 / HTML 21-28,
85-99. (10)

The public information did not disclose platform, cloud or managed-service revenue and gross
profit separately; service customer cohorts; renewal, churn or attach rates; customer
acquisition cost; or the gross profit generated by a new BSP. It did not quantify a bridge from
price, product mix, service mix, inventory, volume and costs to Q2 margin improvement.
Students cannot calculate the return on another dollar of Calix sales or R&D expense from the
information provided.

One Calix customer story illustrates the possible upside but not its frequency or economics:
Calix reported that ICS reached 8,000 connected units against an expectation of 3,500 in its
first twelve months and met an annual revenue goal in seven months after adopting managed
Wi-Fi. The public release was company-produced, did not provide an independently audited
baseline or counterfactual, and should not be used to forecast a typical customer. (11)

The timing bet
Calix management expected U.S. broadband stimulus, including the Broadband Equity, Access,
and Deployment (BEAD) program, to begin reaching customers from 2025. NTIA had announced
$42.45 billion in allocations to state and territorial entities to administer grants. But allocations
and program scale did not equal Calix eligibility, customer awards, Calix orders, or shipment
timing. The research could verify only an official NTIA summary; the full announcement page
and program notice were not accessible in this review. The expected timing remained
management's forecast. (12)

The potential choice was therefore not simply “spend” or “save.” Holding investment could
build selling and engineering capability, deepen provider relationships and expand the base
from which Calix might sell recurring offerings. It also exposed the company to delay if
customer-funded projects took longer to launch, if customers did not adopt services, or if the
company's platform did not translate into sufficient incremental gross profit and cash.
Moderating spend could protect near-term operating leverage and liquidity, but might constrain
the ability to convert a new customer into a deployed and active platform relationship if
demand accelerated.

For discussion, consider two constructed paths:
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1. Maintain the planned 2023-level expense run-rate. Keep the broad S&M and R&D
capacity in place, betting that platform adoption and grant-enabled projects will expand the
addressable footprint. Set review gates around evidence of actual customer adoption, RPO
composition, realized service gross-profit dollars, expense efficiency and operating cash
conversion.

2. Stage or moderate selected investment. Preserve essential product and
customer-success capabilities while slowing or sequencing discretionary sales and R&D
additions until appliance demand and customer-funded project timing become clearer.
Define what evidence would trigger renewed investment and what platform capabilities must
be protected.

Neither path can be valued precisely with the public information in the case. The question is
what evidence Calix should use to manage the uncertainty-and how long investors should
accept above-target expense ratios before realized platform economics appear.
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Discussion questions
1. What is the investment decision Calix faces at the 22 July 2024 cutoff? Which parts of

management's strategy are observed facts, explanations, and expectations?

2. Do the Q2 2024 margin, RPO, deployment and new-customer figures provide enough
evidence that the platform transition is working? What do they establish, and what remains
unknown?

3. How should management weigh Calix's stated target-model ratios against planned platform
investment? Which absolute dollars, margins and cash indicators matter alongside ratios?

4. What does RPO capture, and what does it omit? How should appliance shipments, upfront
licenses, ratable services, and usage-based billing enter the analysis?

5. Which investment path would you recommend, and what specific milestones or conditions
would cause you to change course?

Source notes
Primary filings: Calix FY2023 Form 10-K and Q2 2024 Stockholder Letter, Exhibit 99.2, filed 22
July 2024. References below identify exact sections and printed-page or HTML locators.

1. Calix, Q2 2024 Stockholder Letter, filed 22 Jul 2024, pp. 1, 5-7 / HTML 18-27, 115-123,
162-169. The expected stimulus timing and planned expense level are management
statements.

2. Calix, Form 10-K for FY2023, filed 23 Feb 2024, S&M/R&D expense discussion, printed pp.
30-31 / HTML 904-930; Q2 Stockholder Letter, pp. 5-7 / HTML 115-123, 162-169.

3. Calix FY2023 Form 10-K, strategy and customer proposition, printed pp. 3-6 / HTML 210-275;
Q2 Stockholder Letter, pp. 1 and 8.

4. Nokia, 2023 Annual Report, Fixed Networks competition passage (annual report PDF); access
limitation noted in the source register. ADTRAN, Q1 2024 Form 10-Q, MD&A “Financial
Performance and Trends,” HTML line 1628 (Access & Aggregation and Optical Networking
slowdown) and “Revenue,” HTML lines 1692-96 (Network Solutions revenue and customer
inventory reductions) (SEC filing); Q1 results release, lines 18-30 and 49 (Mosaic One and
efficiency program) (SEC exhibit). These are ADTRAN's management statements, not an
independent sector comparison.

5. Calix FY2023 Form 10-K, MD&A, printed pp. 29-31 / HTML 870-930; cash/operating cash flow,
HTML around 978-1000. The inventory charge explanation is management's attribution.

6. Calix Q2 Stockholder Letter, product and market discussion, pp. 2-4 / HTML 82-83, 102-106.
Cause statements are management explanations.

7. Calix Q2 Stockholder Letter, financial results and operating metrics, pp. 2, 5-6 / HTML 56-66,
111-137. Target ratios are management's target model.

8. Calix Q2 Stockholder Letter, p. 5 / HTML 111-113. Management's mix explanation; no
quantified bridge supplied.

9. Calix Q2 Stockholder Letter, pp. 1-4 / HTML 21-28, 85-99. Company-reported additions and
deployment counts.

https://www.sec.gov/Archives/edgar/data/1406666/000140666624000012/calx-20231231.htm
https://investor-relations.calix.com/sec-filings/all-sec-filings/content/0001406666-24-000029/ex992stockholderletter24q2.htm
https://www.nokia.com/system/files/2024-03/nokia-annual-report-2023.pdf
https://www.sec.gov/Archives/edgar/data/926282/000095017024057628/adtn-20240331.htm
https://www.sec.gov/Archives/edgar/data/926282/000095017024053920/adtn-ex99_1.htm
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10. Calix FY2023 Form 10-K, Note 11, p. 59 / HTML 2030-2043; Q2 Stockholder Letter, RPO
definitions and changes, pp. 1-4 / HTML 21-28, 85-99. RPO figures and definitions have
different comparison dates as shown in the text.

11. Calix, “ICS Achieves 10X Faster Time to Revenue and 125+ Percent Increase in MDU
Connections With Calix,” 2 May 2024 (company release). Customer/vendor-reported
illustration, not independent outcome evidence.

12. NTIA, BEAD state-allocation announcement, 26 Jun 2023 (official page), available summary;
Calix Q2 Stockholder Letter, pp. 1, 5-7 / HTML 27, 117-123, 169, 182. The official
source-access limitation and Calix's forecast are recorded in the research source register.

Case boundary: Information is limited to sources public by 22 July 2024, close of business.
Calix's 23 July earnings call, subsequent filings, later BEAD developments, and later company
results are excluded.

https://www.calix.com/press-release/2024/05/ics-accelerates-mdu-market.html
https://www.ntia.gov/press-release/2023/biden-harris-administration-announces-state-allocations-4245-billion-high-speed-internet-grant

