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<<Simon Leopold, Analyst, Raymond James Financial>>

Great. Well, folks, thanks for joining us this afternoon. My name is Simon Leopold, data
infrastructure analyst here at Raymond James. So next up, we've got HP Enterprise and Tarek
Robbiati, the Chief Financial Officer. And so format for the presentation will be a fireside chat.
And so I've prepared a number of questions, and we'll check with the audience towards the end
to see if any folks have something. And | imagine, we still have some stragglers, as we tend to
get that.

But maybe the way I'd like to start to open is how you'd like to introduce HP Enterprise to a new
investor, so kind of the introduction, the elevator pitch.

<<Tarek Robbiati, Chief Financial Officer>>

Sure. So first of all, Simon, thank you for having us. Very, very nice to be here with you in
Raymond James. So the elevator pitch for our customers and partners and investors is we are the
platform-as-a-service, edge-to-cloud company. And we typically elaborate on this because,
typically, they are intrigued about what does it mean to be a platform-as-a-service, edge-to-cloud
company, and then we can take it from that.

<<Simon Leopold, Analyst, Raymond James Financial>>

So let's start out maybe high level kind of view of the macro world. I think on your earnings calls
for several quarters, you've been talking about some macro challenges, and the environment has
been a little bit difficult. So maybe just step back and sort of give us a snapshot of how you're
seeing the overall IT spending environment from a global perspective today.

<<Tarek Robbiati, Chief Financial Officer>>

Yes. So first and foremost, one has to recognize also the environment that we were in, in fiscal
year 2017 and fiscal year 2018. So in fiscal year 2018 over 2017, we grew our volume compute
business by 8% and our value compute business by about 9%. What fueled that growth in those
years, by and large, was a favorable macro environment, but also tax reform. And tax reform has
had a very strong influence on infrastructure spending as corporations worldwide, and not just in
the United States, had more disposable cash that invest in infrastructure, in IT infrastructure, in
particular.

What we found a little bit surprising is not so much that tax reform had a favorable tailwind on
the industry spend, but more so how quickly it faded away. And so when you look at our trends,
all the way on to the first quarter of fiscal year 2019 included, we were benefiting from the



tailwinds of tax reform. So when you — when it made it into law to when it faded, it was about
13, 14 months, although it was talked about.

So that level of spend that you witnessed around that time frame was unbelievably high. And
since then, the tide has come down. And in fiscal year 2019, the tide has come down because the
effects of tax reform didn't carry on and also because we had all these trade discussions that we
continue to have. So this has injected uncertainty in the environment. So when you look at us on
a year-over-year compare basis, you're comparing tides that are not of the same height. And
what's important is to understand what happened to our business sequentially more than year-
over-year. And when you look at our revenue sequentially, we've been stable for the past three
quarters at about $7.2 billion of total revenue per quarter, but the underlying but the underlying
profitability of that revenue has drastically improved.

So just to illustrate the point, in Q1, we roughly $7.6 billion of revenue and still is on the back of
tax reform with $0.42 of EPS. Q2, we dropped to $7.2 billion also with $0.42 of EPS. Q3, $7.2
billion of revenue, $0.25 of EPS. And Q4, $7.2 billion of revenue, $0.49 of EPS. So the
underlying profitability of our business and our ability to extract value out of it from an earnings
standpoint and cash flow standpoint is — has been very, very strong. And what's explaining this is
essentially a number of factors that all translate into gross margin expansion.

Our gross margin expansion, which started in 2018, and over 2018 and 2019 was significant. We
expanded gross margin by 500 basis points, of which 215 in fiscal year 2019 alone. And that
gross margin expansion is a function of multiple factors, which | can elaborate on. But | want to
give you a color on the macro front, and what's now at play is the digestion of that capacity. We
think we're well underway on the digestion. | think it's important to see that the revenue is stable.
So things are — may not be as rosy as they were in 2017 and 2018, but that was abnormal, in our
view. And where we are right now, we're back to a normal level of capital spend in the industry,
and much changes on sentiment that customers have towards trade matters and that you know
very well.

<<Simon Leopold, Analyst, Raymond James Financial>>

So I'm going to ask you about China in a second, but why don't we touch on the European
environment since it sounds like there are many indicators that Europe has been slow, whether
it's Brexit or the German GDP. And my impression is you've got a meaningful exposure as a
global company, particularly to Europe. So what's been the dynamic in that particular region for
you?

<<Tarek Robbiati, Chief Financial Officer>>

So we — more than 35% of our revenue is European. And | think, within Europe, it's a mosaic.
It's not a uniform continent economically and certainly not for us. And so Germany, as you
pointed out, has been facing strong headwinds. The vast majority of their GDP is related to the
auto industry, which is in a difficult spot. And most of that auto industry contribution to GDP
came from China. And China itself is facing a slowdown. And therefore, German auto



manufacturers are feeling the brunt of that slowdown. But on the whole, in the rest of Europe,
France is doing extremely well.

We have a buoyant business in France. It's doing very, very well. Southern Europe is okay.
England and the United Kingdom are remarkably resilient in spite of Brexit, really remarkable,
11% of our turnover is U.K. generated. And we see a number of initiatives in the U.K. in the ITs
and IT services sector that are very, very interesting to us. So it's a mixed bag. And | would say if
you are — if you want to use the word recession, I'd say it's not an overall economic slowdown.
There are some sectors that performed well and other sectors that performed a lot less well.

Tech is one of those sectors that performed reasonably well, by the way, on a global basis. So
when you look at the trends that govern our revenue mix, they are roughly consistent globally
and by sector, probably more pronounced in some countries than others. But on the whole, stable
revenue and improving profitability is a decent position to be in the current climate.

<<Simon Leopold, Analyst, Raymond James Financial>>

So, let's go halfway around the globe now and talk a little bit about what China means to you.
Given the Chinese slowdown, you've got some partnership relationships in China. How's that
particular market and the related trade tensions played into your business?

<<Tarek Robbiati, Chief Financial Officer>>

For us, we were reasonably unaffected by the trade tensions. We manufacture very little in
China. And our manufacturing capacity is distributed globally in various countries. So the trade
tensions that affected the cost of manufacturing and tariffs that affected the imports of goods
from China were not playing with us. We do have a setup in China that is unique, and it's
something we really like. Unlike most of our competitors, we have a fully-fledged business in
China that thrives.

And it's a Chinese company in which we happen to have a 49% stake. It's called HPC, and it's
contributing dividend to us. We receive regular dividends in cash from China, and it's working
very, very well. So when you look at our P&L, the China contribution in our P&L comes in three
ways. There is revenue that we generate in HPE as we sell on some of our compute solutions,
including storage solutions, to HPC in China, who sells them on into the Chinese market. There
is also the reverse, which is we on sell, on behalf of HPC, their networking products in the rest of
the world outside China. And then there is a minority interest that we book with all the
dividends, as you know.

So it's an exceptionally good setup for us, much better than being in China as a foreign company,
selling our own products, which is why some of our competitors are facing headwinds right now.
This is not our case. We sell Chinese products in China, manufactured in China. We also sell
non-Chinese products in China through our subsidiary, and that's fine. And we've been
rebalancing the portfolio of products that we sell to optimize our subsidiary, HPC, for profitable
growth. So we've been very good at this and very pleased with it. And China is a market that we
are very interested in.



It's the second-largest IT market in the planet. It's growing faster than any other market. So we
are very, very satisfied with the partnership that we have and the setup that we have with HPC.

<<Simon Leopold, Analyst, Raymond James Financial>>

So | want to pivot to cash flow. And let's first start on reflecting on fiscal 2019 that you just
completed. And so this is a year where you had forecast $1.4 billion to $1.6 billion. And you
ended up the year beating that, $1.7 billion, and this included $600 million of arbitration, so an
unexpected charge when you gave the original forecast. So maybe help unpack what led to that
particular performance.

<<Tarek Robbiati, Chief Financial Officer>>

Yes, thank you. So first and foremost, thank you for asking the question because | was highly
frustrated during the analyst call when we showed such a strong performance of free cash flow,
not a single person asked a question on free cash flow, but that's actually good. In a sense, we
have to address other issues.

<<Simon Leopold, Analyst, Raymond James Financial>>
I was still in shock.
<<Tarek Robbiati, Chief Financial Officer>>

You were still in shock when we posted $1.7 billion. That's great. So let me explain to you what
has happened. So first and foremost, in August, | was shocked when we got hit by this
unexpected arbitration award in favor of DXC for $668 million. So we had to pay it, we paid it in
September, and we still have to hit the guidance. At the time when that news came about, we had
thoughts around our heads as to what we can do, and we did reaffirm the guidance of $1.4 billion
to $1.6 billion. And on top of that, during the course of the fourth quarter, in discussions with our
sister company, HP Inc., we decided to terminate a — what we call a tax matters agreement,
which was governing the apportionment of tax liabilities between the two companies at the time
of the spin-off.

And as we terminated the tax matter agreements, we also benefited from a $200 million of cash
inflow in the quarter, which got us to $1.738 billion of free cash flow for the full year. Now if
you — given those puts and takes, if you take $1.738 billion as the reported figure, you add back
$658 million, you get to roughly $2.4 billion. You've got to take out $200 million that we
received from the tax matter agreement termination, you get to $2.2 billion. And we can easily
show that this business can generate $2 billion of free cash flow in a year like FY 2019, no
problem. And so that was a big question when I did start my tenure at HPE, "Can you generate
$2 billion of free cash flow? Can you get your free cash flow to get in alignment with earnings?"
And the answer is yes. | mean, it's evident now. We reported it. And the main driver, to answer
your question, finally, now that has fueled the free cash flow is our operating cash flow
performance.



We had operating cash flow that grew by 35% year-over-year. It's a very strong performance,
and it's a combination of the earning quality and quantity that has been much better and also the
fact that we have a better handle on working capital matters. Working capital this year, fiscal
year 2019, became a contributor to cash as opposed to a use of cash. And on the whole, this
explains our performance.

<<Simon Leopold, Analyst, Raymond James Financial>>

So this sort of sets you up then for what are you going to do for me next. So you forecast $1.9
billion to $2.1 billion for fiscal 2020. And when we reflect on fiscal 2019 and what you've just
laid out, that now feels pretty conservative. And so if we sort of think about these adjustments,
just — it seems as if $2.3 billion would be sort of a reasonable target. So maybe help us
understand what's behind that $1.9 billion to $2.1 billion forecast. Why is it not higher?

<<Tarek Robbiati, Chief Financial Officer>>

Yes. So the baseline to start the calculation is the $2.2 billion figure because you get to $2.4
billion, adding back the $668 million, but you have to deduct the $200 million, so $2.2 billion.
So let's start from the $2.2 billion free cash flow. From that, you have to deduct integration cost
pertaining to the integration of Cray. We did flag that Cray would cost us in a three-digit figure
to integrate. And | think it's a very important investment we're making because Cray will become
a very important asset in our HPC and MCS business, which we intend to grow, and it's highly
synergetic for us. But for us to extract the value of the synergies, we need to invest a three-digit
figure that affects free cash.

In addition to this, you have to also factor in the increased capital intensity that comes from our
pivot to as a service. And with GreenLake, | think we explained that at our Securities Analyst
Meeting in New York, you've got two of contracts, some contracts which are, by nature and
duration, treated as embedded capital leases. For those contracts, we receive the value of the
hardware upfront. By contrast, the remaining 50% of the contracts are deemed operating
embedded leases — embedded operating leases. And these are actually contracts for which we
receive the value of the hardware that we sell over time.

That is obviously a CapEx entry on our consolidated balance sheet and free cash flow statements.
And this is probably also in a three-digit figure. This takes you down now, after the integration
of Cray and the increased capital intensity, to the midpoint of the guidance of $2 billion. So we
guided $1.9 billion to $2.1 billion for that reason.

<<Simon Leopold, Analyst, Raymond James Financial>>

So some of this is simply restructuring costs and then increased CapEx.

<<Tarek Robbiati, Chief Financial Officer>>

Some of it is increased CapEx. Some of it is integration costs, yes.



<<Simon Leopold, Analyst, Raymond James Financial>>

So let's pivot maybe a little bit to product strategy. So when we think about the largest business
is still compute servers, and this is a business where you seem to have, to some degree,
intentionally lost market share. And it looks like a pivot of quality over quantity as evident in
gross margin improvement. Can you talk about the — how conscious a decision this was? How
intentional it was? And where are we in that transition?

<<Tarek Robbiati, Chief Financial Officer>>

So market share for market share's sake doesn't make much sense to us. Value share makes
sense. And so there is a portion of some of the servers that we were selling that went on to what
we call the hyperscales or Tier 1 market that were at very, very low margins, in some cases,
unprofitable margins once you factored in ancillary cost, such as sales cost. So there was no
point being in that business. If you're not making money, why? So we've taken the deliberate
step to significantly reduce our Tier 1 exposure. And our Tier 1 business that we have, we're
happy with. It's profitable and it's where it needs to be. So Tier 1 declined by 55% during the
course of the fiscal year. It now represents...

<<Simon Leopold, Analyst, Raymond James Financial>>
3%.
<<Tarek Robbiati, Chief Financial Officer>>

Less than 2%, or 1.5% of the total turnover of the company, you were close. And so that's Tier 1
that was one aspect of it. The second aspect of it is China. As we discussed, we sell our products
to our subsidiary in China. As you can imagine, this is on an arm's length basis, but not at full
margin, right, because it's — it is a related-party transaction. And therefore, we cannot really sell
to China on full margin. We do sell to China and leading the margin opportunity within HPC for
us to reap the benefits at the OI&E line in our P&L.

But on the whole, these two effects explain why our compute revenue business declined year-
over-year. When you strip out these two, compute units, excluding Tier 1 and China, grew in Q4
relative to Q3. So these are the units that we sell to our customers directly in the segments that
we're interested to participate in. And the units grew and within — with that, we also grew the
service attach [in accordance to] (0:17:52) what we call the service intensity, which is the ratio of
services dollars to units. Dollars has been the highest it's been for a while. So we feel
comfortable with these decisions that are dictated by our wants to become more profitable
overall.

<<Simon Leopold, Analyst, Raymond James Financial>>

So maybe pivot a little bit to kind of competitive environment and pricing. So during this — the
most recent series of earnings reports, there was some discussion that Dell, in particular, was



being extra price aggressive. And reflecting on what they've said publicly, they've expressed that
post their acquisition of EMC that they intended to retake lost market share. And so maybe not a
shock in hindsight, but just wondering, particularly in the storage part of your business, how are
you seeing pricing behavior in the marketplace?

<<Tarek Robbiati, Chief Financial Officer>>

So first of all, specifically for Dell, when you look at their free cash flow performance, more than
62% of their free cash flow comes from VMware. And that is a free cash flow that they
consolidate, but they cannot access because VMware is a separately listed company. So in other
words, with the debt that exists at the parent company level, the cash flow that they generate
from the remainder of the business, which includes PC, by the way, we don't because we split
from HP Inc., as you well know.

The cash flow that comes from the rest of the business is rather anemic. So it's up to them to
decide how they want to compete and whether they want to price compete and take share. But |
do believe that there's a minimum of rational behavior that has to be exercised in the
marketplace, but — and that's entirely their prerogative, anyway. We feel good about our price
competitiveness in the market because with HPE Next and the prior year's transformation
programs, we've taken a fair bit of cost out from our manufacturing lines, but also in our supply
chain. On procurement, we were able to procure better than before. We have more room for
improvement on that front, and we'll continue to do that. So we feel good about that.

Now on storage, which I haven't touched upon, our offer in storage is increasingly competitive.
We have two major families of products, 3PAR and Permira first at the high end, and also
Nimble in the mid-market. Nimble is performing extremely well. But the battle on storage is not
won on price. The battle on storage is all around managing the data layer and understanding how
your storage areas are performing, irrespective of where they are. Are they truly carrying the
workloads that you want them to carry? Are they performing well?

What are the failure rates looking like? And that data layer is what preoccupies the CIOs that we
talk to. They need to have a solution that allows them to understand that infrastructure,
performance and cost. And we do have there something that came with the Nimble acquisition
that we leverage increasingly. It's InfoSight, which is a fairly intelligent data layer solution that
allows you to truly monitor in real-time or near real-time your disk environment, making sure
that you can execute preventative maintenance and so on. So we're emphasizing that aspect of
the differentiation, and it's not just a pricing game. You can go down the pricing route, but it's a
loss-making proposition and counterproductive in the long run.

<<Simon Leopold, Analyst, Raymond James Financial>>

So | want to pivot now to the as-a-service aspect because that was — | think you first announced
it to the investment community in June, we talked about it at your most recent analyst meeting,
but for folks who maybe haven't kept up with the story, this is a pretty dramatic change of
direction to position from a product company to an as-a-service. Can you talk a little bit about
what you're doing and why?



<<Tarek Robbiati, Chief Financial Officer>>

Yes. So first of all, we do have a very large services business with Pointnext, right? So this isn't a
significant departure from that standpoint. We understand the service world, and we're present in
it. And it's a very profitable business for us. Second, what's very, very important is, if you really
look at us, the market tends to look at us and say, "You're a server company," which we are, but
the simplistic view that they have is this, a), you're commoditizing. And the proof is that the
margins are low. Well, I'm trying to defeat that proposition by showing you gross margin
expansion. And b), the second proposition is all the workloads are moving to the cloud, why do
you need to sell more service? | think on the second proposition — or second assumption there
from the market, we would say that the low-hanging fruit has moved to the cloud already, but
some workflows will not move to the cloud.

And with Antonio, what we did recognize is the benefits that the cloud has provided customers
by way of an experience. The cloud is an experience. It's not a destination. And that is a phrase
that was coined by Antonio many, many times. What customers love about the cloud is the
simplicity, the fact that it's available pretty much on tap? But the things that they don't like about
the cloud is the economics. Sticker shock is something that is an increasing issue for many
customers. Just look at prospectuses of companies who have IPO-ed recently and you'll see the
level of ongoing obligations they have towards cloud providers. So cost is an issue. Data control
is more and more of an issue. And the reason why this is an issue is because the data and the cost
of egress of the data back from the cloud is prohibitive. And the data is the most precious asset
that any company has.

Therefore, it's very important to know where your data is, how — whether it's compliant with
privacy laws or cybersecurity standards, like NIST and others. And these are increasing
preoccupations in the mind of Cl1Os. So what we said is, "Let's not throw everything away." The
cloud provides a good experience. Can we provide that experience on an enhanced performance
basis, because latency is better on-premises, at the right level of economics with the right control
environment of the customer for the customer to control his data? And the answer is yes,
absolutely. And so this is — when you really think about the consumption portion of the IT
infrastructure market as a percentage of total, we think, roughly, the market, we showed you this
at SAM, is about $800 billion — going to $800 billion. Within that, you have three buckets.

One is the traditional CapEx spend bucket. That is probably going to decline because less and
less people want to be paying CapEx upfront. They want to have an infrastructure sharing model,
which is what we want to do with an as-a-service on-prem model like GreenLake. That's the
second bucket. And the third bucket is also what the cloud does. And so it's very, very important
strategically for us to be very strongly focused on building the right customer experience with
GreenLake. And more recently and we will show that more in the upcoming month, we launched
last week in Munich, GreenLake Central, which is our as-a-service platform, and it's a
remarkable platform that we'll have to tell more of the story to investors about, and you will see
that more and more.

<<Simon Leopold, Analyst, Raymond James Financial>>



When you think about how this business opportunity developed, was this more of your
customers asking you to provide as a service? Or was it more of your own team thinking about
creative ways to approach...

<<Tarek Robbiati, Chief Financial Officer>>

Push or pull?

<<Simon Leopold, Analyst, Raymond James Financial>>
Yes.

<<Tarek Robbiati, Chief Financial Officer>>

And that the interesting thing about this is it's most definitely a pull rather than a push. And — but
the pull is also — we got to recognize there's a little bit of a departure from what people are used
to, right? And so there is a very strong interest in this, as this is much more a pull. We have to
explain how does that truly translate the benefits. The sales cycle is different. The relationship
with customers is transformed. Whereas with a product push, you had a transaction focus. With
the as-a-service pull, then you're not maximizing transaction value, you're maximizing customer
lifetime value, and the relationship with the customer gets a lot deeper and much more
interesting strategically.

<<Simon Leopold, Analyst, Raymond James Financial>>

So this is really at a very early stage. It's a fairly small part of your business today. Can you give
us a sense of what your objectives are in terms of sort of long-term objectives as to targets? And
what are the financial impacts of this transition?

<<Tarek Robbiati, Chief Financial Officer>>

So we disclosed at the end of the fourth quarter, Simon, that we generated out of GreenLake an
annualized run rate of revenues in the amount of $462 million. Our own internal plan suggests
that we can grow this at a CAGR of 30% to 40% per year between fiscal year 2019 and fiscal
year 2022. That takes you, in simple terms, to about $1.3 billion mark. But we will find and we
will look for ways to accelerate this moving forward because this kind of revenue is very, very
sticky and high gross margin.

And the reason why it's high gross margin is because in that offer, not only you have the
hardware and the maintenance services, but you also have the software platforms that drive
better management of the infrastructure, better management also of the maintenance services by
way of further automation. And so essentially, you have gross margin expansion within that
bundle relative to selling the individual components because you're selling everything through
the bundle. So for us, it's really important that we accelerate GreenLake, and we do expect this to
be pretty much the future of the company moving forward.



<<Simon Leopold, Analyst, Raymond James Financial>>

So | wanted to make sure we touch on HP Financial Services because to me, this is an aspect that
| suspect some analysts don't quite understand how to treat because it makes your debt levels
look substantial. And so maybe talk about the financial impact and sort of the strategic fit. Why
is it important to HP to be involved in Financial Services?

<<Tarek Robbiati, Chief Financial Officer>>

So it's — the Financial Services is a very critical part of our business. So if you take our assets,
Hybrid IT, Edge and Financial Services, if you take them singularly, you will find similar assets
in our competition for Hybrid IT, similar assets within our competitive group for the Edge,
similar assets for Financial Services. But no competitors has all three of them. And the value that
we intend to extract is by bringing those three assets together. The move to consumption, as we
discussed, triggers an increased level of capital intensity.

Most companies, whether they're software or hardware related, who moved to a consumption
model faced a downtick in revenue and more certain downtick on free cash flow. Because of the
way we structure this and because of — thanks to HP Financial Services, we can, by and large,
mitigate the increased capital intensity and finance that increased capital intensity through the
asset-backed securities market. And so we were in the market in September with the first
issuance of a $750 million ABS debt issue, which we priced at 2.38%.

And what's interesting about this issue is that we were able to obtain a 95% cash advance rate on
the stream of receivables, including the residual value. And you can measure the performance of
Financial Services business by looking at the cash advance rate. And if it includes a residual
value, that is not included in the cash advance rates unless you have a real good track record to
realize those residual values. And the track record that we have in HP Financial Services is
second to none. It's an incredibly well-managed business by our colleagues here in the New
Jersey area.

And Irv Rothman, who is the CEO of HP Financial Services, and their track record in realizing
residual values has been outstanding, so much so that this has opened up — opening up a number
of new opportunities where we can go and free up, unclog the budget of customers who may be
constrained because they're still investing a lot of dollars managing legacy systems. We can go
lock, stock and barrel, buy their infrastructure, repurpose it through the asset management
capability that HPFS has, help them leapfrog to the next-generation technology with new stuff
that they take on with the GreenLake contract or with a CapEx purchase.

<<Simon Leopold, Analyst, Raymond James Financial>>

So our 30 minutes has flown by very quickly. I'd like to close with one — one particular question
I've asked in each session is just if there's sort of one aspect that you feel the investment
community doesn't have an adequate appreciation for regarding HP Enterprise, what would that
point be that you want to make sure people walk away with better appreciation?



<<Tarek Robbiati, Chief Financial Officer>>

Well, so it's — there are many aspects, right, that we could — but I would simply say this. We have
to show you that this business generates a fair bit of money, and we'll show you how. We've
demonstrated that we have a track record in realizing EPS and beating it, and realizing free cash
flow and beating it. Now what we've got to show is that we can grow this business, and we
accept the fact that we have to show that by — with real proof points. I think if you look at HPE,
unlike the — what the conventional wisdom is, we're not commaoditizing because a business that
generates $2 billion of free cash flow per year is a very nice business to have. So from here, we
will use that money to invest in growth and turn the corner on top line as well.

<<Simon Leopold, Analyst, Raymond James Financial>>
Well, great. Tarek, thanks very much for joining us. Thanks for joining HP Enterprise.
<<Tarek Robbiati, Chief Financial Officer>>

Thank you.



