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Tim Long: Hello, and thank you for joining us here.  Tim Long, IT Hardware, Comm and Equipment 

Analyst here at Barclays.  Happy to have Hewlett Packard Enterprise here with us today.  

Tarek, CFO, relatively new still but really appreciate the time and maybe we'll just start 

off with something a little bit high level.  I mean, it's obviously the hardware space kind 

of had some really good times a year or two ago and a little bit more challenges.  So 

maybe we can just talk a little bit high level about kind of what you guys are seeing from 

a demand environment across the main markets? 

 

Tarek Robbiati: So, first of all, thank you, Tim, for having me here with you today.  Very glad to be here 

at the Barclays conference.  I think it's a great way to start our discussion.  Particularly 

when you look at the Fiscal year 2017 and 2018 and what that meant for the whole IT 

hardware space; when you look at those two years, tax reform has played a key role and 

there was an excess of cash that [found use] and when you really look at what that did is 

it [fueled] demand for IT hardware infrastructure. 

 

 And there is a very strong correlation between the growth of the sector observed in 

2017/2018 and tax reform.  That's not necessarily surprising per se but what's more 

surprising perhaps is the fact that the effects of tax reform started to fade as early as 

March 2019.  and so when you really look at us on a Fiscal Year 2019 basis, our Fiscal 

year starts November 1 and ends on October 31, our first quarter of 2019 was still strong 

and on the back of tax reform. 

 

 Since Q2 of 2019, Q3 and Q4, our revenue has been stable at $7.2 billion approximately.  

What's very interesting is that within that $7.2 billion of revenue, we were able to extract 

more and more EPS.  So, to put things in perspective, we extracted $0.42 of EPS in Q1, 

$0.42 again in Q2 from -- of a lower base rate in Q1, $0.45 in Q3 and $0.49 in Q4.  So, 

the profitability of our portfolio is improving and we can come back to that if you wish. 

 

 Back on to the macro-demand levels, we are right now at a stage where demand is stable 

and I think more importantly driven by a certain degree of uncertainty in sales cycles you 

could trade; trade tensions have characterized Fiscal 2019.  We would hope that 

immediately we would have a resolution between the United States and China on trade 

which would be positive and remove uncertainty amongst our customer base which 
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would be very good for the sector and for ourselves. 

 

 And second, there is also, let's not forget about it, the need to digest that capacity that was 

injected into the overall ecosystem from the 2017, 2018 years.  I think that will be 

probably carrying on, the digestion will probably be carrying on for a few more quarters.  

But beyond that we should see demand -- because the underlying explosion of data 

continues and that would need more powerful systems that perform better than the ones 

that were sold in 2017, 2018. 

 

Tim Long: Okay, good.  So seems like a few more quarters compares getting here, the system is 

backing up in a buy mode.  Maybe let's go into some of the verticals.  Maybe if we start 

talking about the server market.  Obviously the move with Cray.  Maybe just give us a 

sense on high performance compute and what you think the addition of Cray can mean to 

that business which is similarly or pretty differentiated? 

 

Tarek Robbiati: Yeah, so high performance compute is a very critical area for us.  It's been growing quite 

significantly.  Apollo systems by themselves, for the first time, represent more than $1 

billion of revenue in Fiscal Year 2019. 

 

 Cray is just adding a lot more scale to that and also is very complimentary to the 

commercial offers that we had with the Apollo systems.  Cray is much more focused 

towards government customers.  So, I mean, we did compete with Cray for some 

government contracts; some we won, some we lost.  But now we are very happy to have 

Cray in the fold and I think overall you're going to have a new segment created in HPC, 

we are changing our segmentation as you well know but a new segment that will 

probably represent close to $3 billion of revenue from high performance compute and 

mission critical systems, including Cray. 

 

 So this is an area that is very strategic for us; particularly in a day and age where 

workloads are becoming more intensive, more data intensive.  Our [tradition] workloads 

and machine learning workloads require this kind of systems, high performance compute 

systems, so we feel very good about that space. 

 

Tim Long: Okay, how do you think about growth for that vertical and it sounds like very specific, so 

maybe less impacted than the traditional server business with relation to the Cloud?  Is 

that a fair way to look at it? 

 

Tarek Robbiati: It is a -- and most definitely very specific vertical in that sense, yes.  And growth, we 

expect high growth in that sector for the next few years as a combination of HPE and also 

Cray, our own offerings and Cray.  And this is the reason why we highlighted it in our 

new segmentation that we will share with you and the rest of the investment community 

as of the first quarter. 

 

Tim Long: Okay.  Maybe flipping to storage; Nimble did pretty well last quarter.  Obviously a 

competitive market.  What's the outlook kind of on the product side that you think can 

help maybe take some storage share over the next year or two? 

 

Tarek Robbiati: So, storage is a -- also a very [key] segment for HPE.  We have a couple of offerings 

there that are in the different customer segments.  One is the high-end three part now 

replaced by Primera and the (inaudible), as you said, in the midmarket.  I think 
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irrespective of the technologies that are used to support storage solutions, what matters 

more and more for our customers is the data management layer.  How do we truly 

manage different storage areas in a way that is injecting fairly (inaudible) performance of 

those areas and whether or not there's a need for an upgrade or if there is a risk of failure 

and so on and so forth. 

 

 So, our differentiation in that particular segment is very much more around the upper 

layers of the stack, so to speak, [booming] with InfoSight which we acquired through 

Nimble, that intelligent layer of data management that is very crucial for CIO's.  By the 

way, also InfoSight nowadays, is available in the compute segment and does the same 

thing, it monitors the performance of the compute segment.  So that's very important for 

us as we make our solutions more and more intelligent and automated for our customers. 

 

Tim Long: Okay.  And now HCI was a real [buy point] last quarter, I think you got the partnership 

there with Nutanix, can you talk about is this kind of an inflection in that business given 

the change in go-to-market and how do we think about sustainability of a good growth 

dynamic there? 

 

Tarek Robbiati: So, HCI grew in Fiscal Year 2019 by about 25%, year-over-year, so very strong 

performance as you highlight.  The partnership with Nutanix is more on the server side.  

They buy service from us to provide their own solutions and that was a play for us that 

we felt was important to develop.  The partnership was going well and we continued to 

see also strength in our Simplivity high conversion infrastructure that we have in our own 

right. 

 

Tim Long: Okay.  And then in this business where you have the HCC, HCI, are those growing -- 

they're both growing faster.  Is that contributing to some of the margin upside that you've 

been talking about other than just execution things; is that a positive mix effect as well? 

 

Tarek Robbiati: Absolutely.  So let me jus try and break down the levers for gross margin improvements 

in our business.  Think about it in terms of simple [metaphoric] terms in terms of the 

swimming pool with different swim lanes.  You've got compute, HPC, MCS, storage and 

also MPS, the Edge, etc.  Each one of those swim lanes has their own product mixes 

within them.  So if we're in compute, different configurations yield higher margins.  Of 

course the higher end configurations are the ones that do higher margins.  Also, within 

each one of those swim lanes we make the solution more and more intelligent with more 

and more software that comes with that.  And those solutions are also involving some 

services that are attached to them. 

 

 So, the ability for us to add more software improves margin; that's the second lever.  The 

first one was configuration and the second one is the ability to add more software.  The 

third one is, the more the software is automated, the more the actual services can become 

automated and the cost of delivery or the cost of service underpinning the maintenance 

service is -- has greater potential for being reduced. 

 

 Fourth, you also have the cost of commodities; commodities help also making sure that 

every one of the product lines or segments that we have become more and more 

profitable.  And fifth, you have what you just said, which is the overall revenue mix; the 

higher margin segments growing more will have a positive influence on gross margin 

overall for the company for sure. 
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Tim Long: Okay, great.  Great.  Maybe go to the Intelligent Edge, maybe talk a little bit about 

differentiation there for HP, did some (inaudible) you have a streamline operating system 

now.  So maybe talk a little bit about the -- you know, Cisco is obviously the big dog in 

that space.  Maybe talk about some of the things that HP is doing to kind of differentiate 

in that area? 

 

Tarek Robbiati: Sure, so if you -- as you pointed out, we have the single operating system that caters for 

large switches all the way down to smaller branch systems and we call it AOS and CX 

and it's a single operating system that caters for all of this.  And it's actually helping a lot 

the ability to add the consistent selling and also consistent management of the value 

systems that we provide. 

 

 And the Intelligent Edge is a very critical part of our strategy and the management 

platform, a little more about that, has been also re-launched and it's called Aruba Central.  

Aruba Central is essentially the network managers dream as it allows customers to see 

their virtual network end-to-end, understand traffic patterns and see how the network is 

performing, isolating areas that are not performing or finding ways to reroute the traffic. 

 

 And it's extremely powerful to allow, essentially, similarly to other parts of our business 

the transparent management of the infrastructure providing the ultimately service to the 

customer.  And as you can see, hopefully with what we spoke about so far, whether it's 

InfoSight on storage or Aruba Central but also soon HPC as a service with Cray we are 

building various platforms that will make the management of the infrastructure as 

transparent as possible and we also launched, a couple of weeks back, GreenLake Central 

which is ultimately our consumption platform that federates everything from the Edge to 

the Cloud offerings that we have. 

 

 This is really where the strength of HPE comes about.  If you really look at our asset pool 

and how it matches the trends that are at play right now in the industry, particularly the 

trend where data is generated at the Edge, we have the whole assets from the hybrid IT 

infrastructure environment all the way onto the Edge to manage workloads and the 

movement of data and the storage and processing of data across that Edge to Cloud 

continuum, passing through the datacenter. 

 

Tim Long: Okay.  You mentioned GreenLake, I wanted to get to kind of consumption model.  

Maybe talk a little bit about what you -- what HP is hearing from customers about their 

desire to be on a consumption based model; how you think that will ramp?  I'm sure it's 

multiyear ramp for the company and what it means for you as the CFO?  I mean it's better 

revenue visibility which I'm sure you love but maybe touch on how profitability might -- 

margins might be different as well? 

 

Tarek Robbiati: Sure.  So, first, we have to acknowledge the fact that the Cloud experience has been 

something that many, many CIO's have looked at very carefully and they [enjoyed].  The 

Cloud is just that, it's an experience, it's no a destination.  And Antonio coined that phrase 

which is very, very true, because as customers use more and more of the Cloud, they 

realize that there are some side effects pertaining to it; one of which is the cost of [egress] 

of the data, bringing the data back is prohibited. 

 

 Second, the actual performance, in some cases, is not sufficient to cater for latency 
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sensitive applications.  Third, the actual control and the governance around the data is 

sometimes not as transparent as some industries would require it; (inaudible).  And so 

acknowledging that fact, which is that there are some good sides from the Cloud, i.e., the 

simplicity of use and the fact that there are also limitations, we decided that to offer 

consumption experience on premise under your control.  And as a customer, this is 

something that is very much in demand.  So this is not a push from us but we listen to our 

customers and we heard them say, we really would like that, can you give us a solution 

that provides transparency on how the infrastructure is really managed.  The same 

transparency and simplicity that you have in the Cloud but under our control; you control 

the cost, you control the data and you make sure that we can run those applications in a 

way we would like to. 

 

 And that is a very, very promise area and a very, very strong -- we've worked out very 

strong growth in that part of the IT hardware industry.  Now, the benefits for us from a 

micro level are that, of course, you get much more predictable revenue, recurrent revenue 

and also the fact that you're able to bundle all the components into a single offer that is 

priced as a payment, not a price, is very important for us. 

 

 We could easily see reasons or gross margin expansions through an offer like this 

because you have, for example, 100% [attach] of Pointnext OS maintenance services in 

everything we sell with the GreenLake offer but also the [orientation], as we spoke about 

of software coming into the mix; also gross margin.  So, profitability is really, really, 

really good. 

 

 Of course there could be some side effects if you're not paying attention to it on revenue 

growth because you're recognizing revenue over time as opposed to recognizing revenue 

upfront.  We have two models, one where you can essentially, depending on the duration 

of the contract, you can recognize hardware revenue upfront.  The other one where it's 

recognized over time depending on the duration of the contract, in that case, it's a little bit 

shorter. 

 

 That is how we deal with it.  There is very much a 50/50 split between the two and we 

don’t see how this will affect our revenue growth in negative terms; quite the opposite, it 

will build momentum for sustainable revenue moving forward.  From a cash flow 

standpoint, when you have an operating (inaudible) which is for those contracts that are 

shorter duration, there you have a free cash flow impact but that free cash flow impact 

we're very happy with and we can very easily offset with our financial services. 

 

Tim Long: Okay.  We think the slope of the curve will be for this.  I mean, is this something that 

could be adopted rather quickly and you can see the model transition in the next few 

years or you think this is a five or ten-year journey? 

 

Tarek Robbiati: It's a long journey but there will be an accelerated pace journey.  We posted at the end of 

Q4, $462 million of annualized revenue run rate, or the ARR as we call it.  And our 

mission is to grow this by 30% to 40% per year for the next three years.  So if you take 

that equation and you (inaudible) about $1.2 billion of revenue by 2022 coming in from 

GreenLake on a recurrent basis. 

 

 What's interesting is whether that revenue comes with an incremental cost and how much 

-- how much that cost is.  And probably we will have to make a little investments on 
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incremental costs to just drive the growth from a sales standpoint but overall $1.2 billion 

and you [ascribe] a margin of, say, 40% to 60% for arguments sake, that's $600 million of 

cross-profit coming in.  We're not going to invest $600 million worth of opex for that.  So 

a lot of it, even if you're in, just for arguments sake, $100 million of opex, that delta 

drops to the bottom line and that is a very positive thing for us. 

 

 But that is just figures, we'll have to really execute and, of course, margins change but the 

principle is that this is accretive gross margin revenue that comes with very low 

incremental costs. 

 

Tim Long: Okay, great.  You mentioned the Pointnext [attach] in there which obviously Pointnext is 

very profitable business for HP.  What are some of the other drivers you see for that 

Pointnext revenue line? 

 

Tarek Robbiati: So, Pointnext is really critical for our company.  And there are many initiatives that we 

have.  One of which, of course, is GreenLake that helps turnaround the Pointnext OS 

business.  We also have plenty of regions, you would be surprised by that, but large 

markets in Europe and in other parts of the world where Pointnext OS is actually 

growing. 

 

 And so the reason why this is important is that we -- one of the things that we're going to 

do is to understand how is it that the market is growing and extract less practices across 

the organization to actually replicate what's good about it, what's being done in those 

countries where Pointnext OS is. 

 

 So we feel that the second initiative plus GreenLake and plus a third initiative, having 

Cray coming in the mix and bringing in a service component puts us on track to put back 

Pointnext OS in total on the path of growth. 

 

Tim Long: Okay.  Good, I did want to go back to Intelligent Edge, talk a little bit about what's going 

on with the Salesforce with Aruba.  I think there's, you know, been some transition and 

some changes there.  So maybe update us on when you think that piece of the business 

will be a little smoother on the sales execution side? 

 

Tarek Robbiati: Yeah, so with respect to Aruba, last year was a year where we made large investments 

particularly investments in R&D to equip the Intelligent Edge with a full suite of 

products.  So AOS-CX, as we spoke about.  Aruba Central but also (inaudible) which is 

an offer specifically to small and medium enterprises.  As a result of those investments, 

when you analyze the performance of Aruba at the operating profit level, operating profit 

drops by $182 million; so two-thirds of that pertains to the investment.  So, now that a 

portfolio is complete at least for the medium term, we do believe that investments in 

R&D are at the right level and what we are (inaudible) is execution to drive and restore a 

growth in Aruba. 

 

 So you can expect over the upcoming quarters to see improved performance in Aruba 

both on the top-line and the operating profit line relative to Fiscal Year 2019. 

 

Tim Long: Okay, and how big of a cycle do you think Wi-Fi 6 can be for that business and as there 

are upgrades with it, there should be fixed switching upgrades as well.  Do you think you 

could have kind of a wireless win, wireless win leading broader success for that business? 
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Tarek Robbiati: Yeah, so typically every time you have a generational change on the Wi-Fi side, 

eventually you have to change also the backend of the switching.  So, Wi-Fi 6 has had a 

good -- a very good fraction and as you see more and more customers requiring more and 

more speed and this is why Wi-Fi 6 is in good demand.  I was last week in the United 

Kingdom and one of our customers is a software stadium, (inaudible) football team.  And 

they've equipped the entire stadium with Aruba and it's an incredible use case with what 

they can do with so much speed and bandwidth over the [air] and changing the customer 

experience inside the football stadium. 

 

 But you can gather tremendous amounts of data and as you gather more data you need 

more speed and this is the sort of a virtual circle, virtual circle, that you need at the 

Intelligent Edge.  So, this trend is going to continue and we think Wi-Fi 6 is going to be 

in high demand. 

 

Tim Long: Okay.  I'll probably just sneak one more in.  It's -- just curious on H3C partnership, I 

think it continues to perform very well.  Maybe just talk a little bi about the outlook there 

and how important that is to the company? 

 

Tarek Robbiati: Yeah, so H3C is a very important operation for us as -- for those of you who don’t know, 

we own a 49% stake in H3C which is part of a larger group called (inaudible) in China 

and it's a very large operation that operates in China and starts to operate outside of China 

as well through us.  And what H3C provides is a number of computer storage solutions in 

the Chinese market but also their own networking solutions. 

 

 So, we benefit from H3C in our P&L in three ways; first, we recognize revenue that we 

sell at the modest margin into China through H3C for them on selling.  We also recognize 

in our P&L revenue from products of H3C that we sell in outside China and the rest of 

the world.  And then we consolidate in our other income and expense line the minority 

interest, the 49% interest that we have in H3C. 

 

 So far this has been performing extremely well.  We received regular dividends in cash 

from H3C which is rather rare for Western companies to do.  We feel very good with this 

setup, it's a management team that we like.  Very local operation unlike our competitors 

who are trying to sell as foreigners, products in China, it's a lot harder when you don’t 

have a local partner that you can rely on as we do with H3C.  So it's performing 

extremely well and it's an accretive business to us, to our EPS and we feel very good 

about it; particularly knowing that China is the second largest IT market in --  

 

Tim Long: Great, well.  We've got ten seconds left so, use that time to say thank you very much; 

appreciate the time. 

 

Tarek Robbiati: Thank you very much.  Thank you for having me. 


