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Amir Rozwadowski: Good morning folks and welcome to Day 1 of the Barclay's Global TMT Conference.  

My name is Amir Rozwadowski, I head up the Network Infrastructure and Technology 

Research Practice here at Barclays. 

 

 It's certainly with great pleasure that we have with us this morning, Tarek Robbiati, the 

CFO of HPE.  You know, Tarek, you and I have, were on the stage in different seats last 

year and so it's -- thank you very much for continuing to support the conference and 

particularly as you embark on this new adventure in your career, you know, I think that 

one of the places to start, if I may Tarek, if we think about what's happening with Hewlett 

Packard Enterprise, what's happening in the technology world is a tremendous amount of 

transition; both at the top layer from a macro-development environment and of course 

with a lot of the things that you folks are focused on. 

 

 Maybe a great place to start is on the macro side is that, you know, given all of the recent 

turmoil in the broader markets recently, what gives you confidence in sort of the macro 

conditions that are taking place and particularly how you view the positioning of HPE 

and its focus over the next couple of years? 

 

Tarek Robbiati: Yeah, well first I mean thank you very much for inviting me to the Barclays conference.  

I'm very pleased to be here with you this morning.  Yeah, it's a great place to start is to 

talk about the macro-environment and certainly the [marketability] over the past three 

days has been illustrative of concerns that people may have around the macro-

environment.  As far as HPE is concerned, we are very confident about our ability to 

sustain growth.  We have good visibility into Fiscal 2019, which just started for us, and 

the main reason why we feel comfortable about this is two things; first of all, data is 

exploding and whether you have a downturn in the economy or not, it will still have more 

and more need to store, process, manage data from the edge where data is going to be 

increasingly generated through the Cloud and passing through the hybrid infrastructure 

that characterizes every single one of our customers. 

 

 And the second thing is also our customers themselves.  I just came back this weekend 

from a large customer event that we hold each year in various parts of the world.  This 

year it was in Madrid.  We had 12,000 customers attend that event, 12,000 customers and 
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partners, and we were able to engage with them and see what their plans were and they 

all very much enthusiastic about how HPE can sell them the solutions that they truly need 

to transform their IT infrastructure.  And that event was really a very good event for me 

personally I would say but what was very pleasing about it is the -- how much the event 

resonated with our customers for everything we do. 

 

 And there's a lot of richness within HPE, we can talk about that more but, we are a 

different company now that -- then what was used to be known.  Antonio has shaped 

HPE in a very different way.  We are no longer the hardware provider of, "Dumb 

hardware."  We have a very segmented set of offerings with different use cases that cater 

to specific needs that our customers have and we feel very good about that because we're 

adding not only sophistication by way of segmenting our offers but also intelligence by 

way of software layers over and above the vital infrastructure that we provide. 

 

 So I feel really positive, energized and for Fiscal 2019. I'm very glad to be here. 

 

Amir Rozwadowski: You know, in part you -- given the experience that you bring to the table, you've had a 

unique vantage point.  I mean, you've spent time on the operators side, you had various 

parts where you've spent time across the food chain, the technology food chain.  You 

know, you've mentioned a number of these macro trends that are taking place, which are 

the ones that you're most excited about for HPE to take advantage of? 

 

Tarek Robbiati: Look, the one thing that is unstoppable for probably at least a decade is the explosion of 

data.  I mean, anyway you look at it, we generate more data everyday and it's generated 

on campus and more and more off-campus, right?  And so the world of IOT is right 

around the corner and there is an awful lot of money being poured into building 5G 

infrastructure around the world in the United States.  There is a lot of talk around that. 

 

 Tax reform also helps because tax reform is creating the right incentives for further 

infrastructure investment when you really look at what it truly means.  Of course 

companies can decide to take the benefits of tax reform and acquire shares or buyback 

shares or pay back dividends to shareholders and we've done that quite a lot but at the 

same time there is an opportunity to invest and innovate and I think that that opportunity 

is there when you have the backdrop of greater amounts of cash being available 

combined with a real demand that is generated by customers as data continues to explode. 

 

Amir Rozwadowski: And then Tarek, you had mentioned tax reform.  I feel like there's been a lot of regulatory 

dynamics impacting the macro environment.  One of the ones was, is, China right now, 

and that obviously came up a number of times on your earnings call last night.  Can you 

recap for us how trade tariffs could potentially impact your business in both the U.S. and 

your JV in China? 

 

Tarek Robbiati: Yeah, sure.  Thanks for asking that.  First and foremost, over the years it's important to 

remember that HPE diversified its supply chain quite extensively.  We don’t procure 

much from China anymore.  Our supply chain is truly global, we procure different 

components where we see fit for our offerings and it's very sophisticated supply chain 

machine that we have.  At the same time, thanks to it, we were able to absorb the prior 

tariff increases without any problems.  Some of those tariff increases triggered some cost 

increases for us which we translated into price increases and that's okay. 
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 The tariff increase that was talked about at the G20, the tariff increase that would have 

been coming about in January would have been a bit of a different issue because it's a 

much bigger hike but we feel that our supply chain would have -- allows us to mitigate 

the vast majority of that over 25% increase.  It's not there yet, glad it's not, it's good news 

for us, we're happy and we are preparing in case it becomes a reality, and this tariff will 

come about. 

 

 The second part of your question is about our joint venture in China and how it's 

operating.  So it's really important for us to underscore the fact that we have a 49% 

interest in a company called H3C in China which is a joint venture with a company and 

the University of Tsinghua, which is the biggest technology university in China. 

 

 We sell our products to the joint venture in China and the joint venture also sells its own 

products in China.  There's an exclusive arrangement between us and H3C for that 

purpose and we receive pretty substantial dividends from H3C each year which are 

visible in our P&L and our other income and expense line in our P&L statement. 

 

 That's a very good relationship; the dividend stream continues to grow.  That joint 

venture is highly profitable.  You can do business in China and you can make money out 

of China and we're very pleased with how we have structured it over the years.  We still 

have also rights on the board of that joint venture which is really important for us and 

that's helping us effectively grow in China without taking a full-on market risk because 

we only have the 49% equity stake. 

 

Amir Rozwadowski: Excellent, excellent.  That's very helpful.  And then maybe if we can sort of drill down a 

bit from the macro-trends, some of the specifics on the business.  Yeah, I was wondering, 

what has been driving your growth in compute and can you continue this growth going 

forward?  I think a lot of questions that folks have out there is how to understand sort of 

the unit dynamics and how those things are playing out? 

 

Tarek Robbiati: Yes, so it's really important when you look at our compute business to look at it in a 

segmented way. 

 

Amir Rozwadowski: Okay. 

 

Tarek Robbiati: There are some parts of the compute business that we don’t want to be in and there are 

the reasons why we don’t want to be in is because we don’t feel that there is sufficient 

economic value for us to be pursuing those and there are other segments where we really 

have strong differentiated value proposition for specific use cases that cater to specific 

customer groups.  And so what stands behind our growth in the computing segment 

overall, once you look at that level of granularity, is the growth in high-end servers, the 

Gen10 servers, and also the fact that when you look at those servers in unit sales, their 

unit sales have been accompanied with a price increase as those servers configurations 

are at the higher end of our portfolio offerings.  And so AUPs have gone up by pretty 

substantially, 20%, whist the unit sales have gone down in aggregate by about 6%.  This 

is bottoming compared to prior quarters and that is the function of the fact that we are de-

emphasizing some parts of our business which we don’t see much economic value to be 

realized. 

 

Amir Rozwadowski: And it's interesting that you mentioned sort of the segmentation because clearly there's a 
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lot of longer term trends that are driving some of those markets, whether it's AI, machine 

learning, things along those lines.  So, the question I could ask here is, how much of the 

server strength is driven by favorable IT spending and sort of the server upgrade cycle 

right now and how much do you think currently -- or will be driven by some of these 

longer-term trends that we're seeing when it comes to the evolution? 

 

Tarek Robbiati: Yeah, I mean, there's always an element in -- that is the tide rising, but we're not only 

lucky because the tide has risen.  There was a deliberate strategy that focused our sales on 

the segments where we see the highest needs for compute power growth.  And high 

performance compute, for example, is one of those segments that's been growing very, 

very strongly for us this year.  The high end servers have been growing very strongly this 

year. 

 

 And what stands behind that is the fact that you need computing power and the resiliency 

and strength in the actual solution that is spurred by this growth of data that we spoke -- 

we were speaking about before.  The more data you have, the more you have the need to 

process it quickly. 

 

 And you know, we demonstrate use cases about this all the time.  An interesting anecdote 

is what we're doing with a Formula 1 Petrobras team.  They produce an absurd amount of 

data during the course of a Formula 1 racecar and when you are talking to them, and 

Antonio has built a great relationship with Toto Wolff and the MD and the managing 

director of the race team, they have to process the data very, very, very quickly to be able 

to inform between -- inform their race tactics and strategy between the actual trial races 

and the actual race itself.  Before the amount of data that they had was taking three days 

to be processed and then now it's taking, thanks to our solution, one day and that is 

showing that you have many more use cases where you have the need to be able to 

quickly extract the relevant trends from the data to inform your business decisions and 

those needs can only be met when you have the right infrastructure that is intelligent and 

it allows you to really very quickly hone on what's important from the myriad of data 

elements that exist; how you really read the patterns, how you really read the trend.  And 

I'll tell you, it's fascinating, they take -- I'll finish on this example because it's very, very 

telling in my mind, they take pictures of the tires of the car, every tire in real time as the 

car races on the track.  And they analyze the actual rubber consumption or how the 

rubber decays on the tire in real time to be able to infer how they have to change the tires, 

and when, during the race. 

 

 I mean, it's fascinating stuff, right?  But that's reality and it goes to show that you have 

data that is existing at the edge that you can exploit, have to exploit and you exploit it in 

the garage almost in real time because you can get it from the edge and exploit it where 

you have the people making decisions. 

 

Amir Rozwadowski: That's very helpful, particularly in thinking about some of the focus on the edge and some 

of the things that we're doing and I definitely want to touch upon that but if I may, you 

know, you had talked about the segmentation of the business and clearly there are parts of 

the business on the compete side where things are declining, right?  You know, how long 

do you expect the Tier 1 to decline to continue for it and are there sort of -- are there any 

levers that you can use to kind of offset this decline? 

 

Tarek Robbiati: Look, it's a great question.  Tier 1 is the business we do with the likes of Microsoft and 
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larger customers.  This is the business that we don’t intend to grow.  This is where we 

don’t see a lot of value and calories in the revenue stream.  It used to be representing 20% 

of our revenue base a couple of years back, now it's below 10% and we have to focus 

where the value is and this is going to be trending next to zero in the upcoming quarters 

and that's our desire to see that going down.  There is no calories from a profit standpoint 

in there, why dedicate resources onto it.  You know, this company I'm learning can do 

pretty much anything but we can't do everything. 

 

Amir Rozwadowski: And it's interesting that you mentioned that that focused approach that you guys have 

adopted, you know, I think another of your business, if you think about storage right now, 

a couple of quarters ago, you know, growth was somewhat disappointing if we look at 

Fiscal Q4 results that you reported yesterday, rebounded, I guess, what would have been 

the growth drivers when you think about looking at Nimble, 3PAR, AFA, big data and 

has there been any improvement in the traction of your go-to-market or evolution of your 

go-to-market strategy? 

 

Tarek Robbiati: So we're very pleased with the performance of our storage portfolio overall whether it's 

3PAR, whether it's Nimble.  We posted a 6% growth and that is if you exclude hyper-

converge.  If you include hyper-converge, the growth has been 19%, right?  So it's 

actually a very, very strong growth that we see there and that is also somehow paralleling 

the evolution of the compute use cases, right?  You need a different form of storage as the 

computing power increases you really need to address the next problem, is to be how 

quickly you can retrieve data once you stored it.  And that's why you need more and more 

sophisticated storage solutions. 

 

 We're pleased with the performance overall.  We see that as a sustainable part of our 

growth story moving forward.  I mean --  

 

Amir Rozwadowski: And what are the competitive dynamics in storage right now?  I mean, we've seen other 

folks like Dell, EMC had some momentum growing double digits several quarters ago, 

they now recently reported, you know, mid-single digit growth, you guys saw -- rebound 

-- we'd love to hear about sort of how you're viewing the positioning of the business right 

now relative to your peers? 

 

Tarek Robbiati: I think you know I don’t have much else to add to my prior answer.  We're pleased with 

how it's performing.  They've been growing -- Dell posted a 6% growth, if I'm not 

mistaken, which is smack on what we posted excluding hyper-converge; that's key.  And 

so again, this one is another example where segmentation is really, really critical and 

you've got to look at every single one of those solutions, 3PAR, Nimble, separately.  But 

so far we're happy with how it's going. 

 

Amir Rozwadowski: You know, if we go back to your discussion, an example on Formula 1, it touches upon 

this trend that we're clearly seeing in the industry and it's this concept of the Intelligent 

Edge.  And if I think about HPE's positioning right now, you know, there's a tremendous 

amount of focus on the Intelligent Edge and tackling that opportunity.  First and 

foremost, how are you viewing that opportunity and where are you seeing the success in 

your current portfolio, let's say Aruba, things along those lines.  And how you expect that 

opportunity to evolve in the coming years. 

 

Tarek Robbiati: Look, this is -- without a shadow of a doubt a very, very interesting part of our business.  
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Aruba has been growing significantly.  It grew 13%, in excess of 13% last year and it's 

almost a $3 billion business with attractive profit margins as well.  If you really think 

about the evolution of Aruba, which was acquired in 2015, it has been acquired with 

essentially a wireless LAN offering at the beginning to which we added switching and 

now, SD-WAN and then we're moving into the IoT space.  So, the reach of the intelligent 

infrastructure of Aruba is augmenting and is getting closer and closer to the next frontier 

which is what you call the Intelligent Edge.  Equally we're building the upper intelligent 

stack layers around security, artificial intelligence etc., so that we can have a single 

platform that gives an end-to-end view to our customers from the point where the data is 

generated all the way on to the datacenters through Aruba. 

 

 We feel very, very good about this business and, you know, watch the space, there's a lot 

going on with the world of IoT that is going to emerge. 

 

Amir Rozwadowski: And then you know, is there a specific area that Aruba is seeing the most success?  And I 

was wondering if we could kind of tie that into PointNext.  You know, does that provide 

you with a competitive advantage because you can provide this sort of holistic 

comprehensive solution as people look to adopt Intelligent Edge.  I'd love to hear your 

thoughts around that? 

 

Tarek Robbiati: Yeah, so Aruba essentially – simply put, you have the access points and the switching 

points and those are the two main revenue streams of the company.  There's a third 

revenue stream which is Aruba services which is the services wrap around the 

infrastructure component wrap.  Aruba services represents a small part of what we do in 

Aruba, all right, but it's growing.  Right now the focus is in really growing deep inside 

our addressable market with Aruba and then we will add the services wrapped around 

that. 

 

 We are really growing super, super aggressively in Aruba, we put a lot of investments 

because the opportunity is now.  We have to be really acquiring share in that space and 

we're very confident that we can with the innovation investment we made.  By the way, 

we made a $4 billion investment in Aruba, as you well know. 

 

Amir Rozwadowski: Yeah, yeah.  And then you know, that -- certainly an area that we wanted to touch upon.  

You announced the $4 billion investment plan in Intelligent Edge capabilities, clearly 

Aruba has been gaining momentum in the wireless LAN, the LAN market, HPE, you 

know, you guys are targeting active play and areas like SD-WAN and you mentioned sort 

of moving on the stack edge, security, industrial IoT, there's a lot there. 

 

Tarek Robbiati: Yep. 

 

Amir Rozwadowski: Right.  How do we sit back and understand sort of where the priorities lie when we think 

about your strategy and how you're going to be successful in this sort of intelligent edge 

evolution? 

 

Tarek Robbiati: So, really -- our strategy has three legs; drive the growth of the Intelligent Edge.  We -- 

you know, the only question I'd love to hear from Aruba is, I need this to grow and my 

job and everyone's job is to provide them the ammunition for them to grow.  So 

(inaudible).  The second thing is we've got to grow profitably in Hybrid IT, the really 

important part of our strategy, and there the growth has to be segmented and selective and 
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that's absolutely critical and we hopefully have demonstrated that we are focusing on the 

categories where we want to win.  And thirdly, there is the HPE Next program which is 

all around our transformation and becoming more efficient and driving operating 

margins, driving more productivity across the company.  That has reaped a heck of a lot 

of benefit this year and you've seen that in the growth of operating profit and the 

momentum that our operating profit has shown quarter after quarter. 

 

 To take these three, and the reason why we're pursuing this three in that order, it is to 

drive free cash flow growth for fiscal year 2019 and beyond. 

 

Amir Rozwadowski: That's helpful.  And that's a great segue into thinking about sort of the financials going 

forward and the opportunity there.  I think Tarek, you've had a very strong history when 

it comes to operations and ensuring that costs are pulled out of businesses when needed 

and allocated to the right areas.  In our experience, working together, I've seen that in 

your history.  You know, you folks have set a guideline in terms of expecting, I think it's 

14 to 18 cents of operating improvement, EPS in the fiscal 2019 outlook.  What are the 

major drivers of that right now? 

 

Tarek Robbiati: So there's three that we were referring to you before.  There's the -- there's always an 

element of top-line, there's always an element of cost efficiency with HPE Next, we don’t 

want to be splitting that range that you mentioned between what's coming from the top-

line and what is coming from HPE Next because what we standby is the targets that we 

have given to the market and sometimes you have to course direct and adjust and that is 

around the level of investments that you can drive in the market because we're not there 

just for the next quarter or the next year but there's a story behind the next quarter and the 

next year and the years after.  So we have to be able to modulate the level of investments 

as we see fit and that's why we feel that on aggregate the level of EPS accretion, from 

operating improvements coming from both the growth and the efficiency side is in the 

range that you've indicated, those $0.12 to $0.14 per share that we highlighted between 

Fiscal Year 2018 and Fiscal Year 2019. 

 

 Cash flow for fiscal year 2019 we expect $1.4 billion to $1.6 billion and the investments 

that we're making on the HPE Next front will be less in Fiscal Year 2019 relative to what 

they were in Fiscal Year 2018 and that's normal and you will see that trend carrying on to 

Fiscal Year 2020 where we expect the cash flow to be close to the $2 billion mark. 

 

Amir Rozwadowski: And then I guess, you know, we've sort of hit time here Tarek but if I can -- no, no, no, if 

I can, the last question how we're thinking about it.  You've clearly had a lot of 

experience working at very different companies across the technology food chain.  You 

joined HPE, what excites you the most about the opportunity set you have in front of 

you? 

 

Tarek Robbiati: Look, I think there's a lot of things that excites me about HPE but the one thing that really 

excites me is the richness of the scope of the product offerings that we can provide to our 

customers.  Not many companies can say we can cater to customers from the Edge to the 

Cloud and everything in between in a sophisticated way that we've got -- there's a lot that 

we can unlock out of that.  There's huge potential I see in the business and that's the 

reason why I joined Antonio and the team and the second thing that excites me is 

precisely that, Antonio and the team.  We have a great team, a great group of people.  A 

great company culture, that's really important because the only way you can truly survive 
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in a fast-paced, fast-changing environment like the tech space is, is if you can rely on a 

company whose culture is really eager to absorb the change.  I'm very pleased to have 

joined HPE. 

 

Amir Rozwadowski: Well, we wish you the best of luck in this part of your journey. 

 

Tarek Robbiati: Thank you. 

 

Amir Rozwadowski: Thanks very much for joining us, appreciate it. 

 

Tarek Robbiati: Thank you. 


