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Aaron Raker: 

Thank you, everybody. I'm Aaron Rakers, the analyst for the IT hardware segment here at Wells Fargo. I 
appreciate everybody joining us this afternoon, or this morning, depending on where you're at. Pleased 
to host a conversation with Tarek Robbiati, the CFO of Hewlett Packard Enterprise. 

 Before we get to the discussion, a couple things. First of all, for  those of you that'd like to ask a 
question, feel free to email me, aaron.rakers@wellsfargo.com, and I'd be happy to ask a question on 
your behalf. And then before we go to our discussion, I have to hand it over to the Andy Simanek to 
provide a quick safe harbor statement, and then we'll jump right into the discussion with Tarek. Andy? 

Andy Simanek: 

Great, thanks, Aaron. Before we start, let me take a quick moment to read our disclosures. You'll hear 
some forward-looking statements in today's discussion. These are based on risks and assumptions  that 
are described in our annual report on the form 10K and form 10Q. Our actual results could differ 
materially, and we assume no obligation to update. More details can be found on our website at 
investors.hpe.com in our recent Q4 earnings announcement press release dated November 30th of last 
year. So with that, Aaron, let me turn it back to you. 

Aaron Raker: 

Perfect, Andy. You nailed it. Good job. So, Tarek, first of all, I want to just say thank you for taking the 
time out of your schedule, and for those of you on the line as well,  given obviously probably a busy 
earnings week for many of us. But I wanted to maybe just start the discussion at the high level, and then 
we'll work down into some details on what's going on at HP Enterprise. But maybe, Tarek, let's just start 
by just giving us a quick overview of how you currently see the IT spending landscape, and certainly we'll 
dive into supply chain backlog and stuff like that. But maybe just level set the discussion, just a quick 
state  of the IT spending landscape, and we'll go from there. 

Tarek Robbiati: 

Thank you, Aaron, and good morning and good afternoon, everybody. Thank you for hosting me and 
Andrew on your fireside chat today. So, it's a great way to start, just to recap where we ended up last 
fiscal year for us. Our fiscal year ends on the 31st of October of each year, for those of you who don't 
know. But we finished with a very strong  momentum into fiscal year 22. We're about at the end of the 
first quarter of fiscal year 22. We entered the first quarter of fiscal year 22 with orders growing at 16% 
on the full year 21 and revenue growing at about 3%. 

 We ended up the year with a record backlog across all business segments, and the level of 
orders that we witnessed into  fiscal quarter number four in fiscal year 21 was a record level. We ended 
up with a 28% order growth in Q4, as opposed to 16% order growth for the full year, which shows you 
the momentum with which we are entering this current fiscal year. And that bodes well. This is why we 
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guided on total revenue growth for fiscal year 22 of 3 to 4% on a currency  adjusted basis. And these 
dynamics of the momentum and order demand remain very strong to this day across our entire 
business. 

 

Aaron Raker: 

Perfect. Perfect, Tarek, I appreciate that. So there, as you mentioned, I think 28% order growth. I think 
revenue growth coming out of this last fiscal year was about 2%. So there's a record backlog, as you 
mentioned. I know throughout the course of this last couple  months, you've emphasized let's not get 
into the book to bill. You know, duration's a variable to consider within that, but I guess as we think 
about that backlog, coupled with the duration, can you help us appreciate how that's playing in to the 
HP story as we think about that relative to that 3 to 4% growth? I guess ultimately what people are 
trying to think about is, how do we think about normalization of that backlog underpinning that revenue 
growth expectation? 

Tarek Robbiati: 

Yeah, so it's very difficult for someone from the outside to actually make a link between orders and 
revenue growth or model that, because many mistakes have been made, and many erroneous research 
report have been written on the topic simply because you don't know the duration of the order, and 
therefore it's very difficult to model that into a revenue stream. But what I could say to you is since we 
finished Q4 and we are well into  Q1 of 22, the duration of our backlog has increased. So we made 
progress on the backlog. There's no question that we made progress. The issue is that that progress is 
superseded by a very, very strong demand. And so we are not at the point where we are at peak backlog 
yet, but that's good news because it carries significant momentum into fiscal year 22, and we will see 
that translate into revenue. 

 And so then one of the  questions that you may ask is, how much of your backlog is steady, or 
how much of it is perishable? And I'm very pleased to tell you that very, very, very few orders have been 
canceled. We see next to nothing in terms of order cancellations. Typically there is a point in time in the 
calendar year where you could have order cancellations for some customers. For example, the public 
sector has their budget set typically  for each year ending on December 31st, and it's a kind of use or 
lose it type of budgeting cycle that you see with some public sector customers. But even with those, we 
have not seen any major order cancellation. So the backlog is strong. It hasn't peaked. The demand is 
extremely strong across all our business, and we feel very good about the revenue guidance of 3 to 4% 
that we provided to you. 

Aaron Raker: 

Yeah, that's perfect, and kind of underpinning that backlog and the order momentum that you're seeing,  
and we'll dive into this a little bit deeper in following questions, but the motion around the as a service 
portfolio, maybe you can help us appreciate what you're seeing in that basis. How do we think about 
that progression as we move through this fiscal year and even relative to the outline you provided at the 
analysis you did back in I think it was October last year? 

Tarek Robbiati: 

Yeah. So we feel very good about the progress we made on our as a service business and our as a service 
portfolio. You may recall that when we  embarked on the journey, we did say we would see, back in 
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fiscal year 19, the growth being 30 to 40% per year at the ARR level. We carried on that growth on fiscal 
year 20, and then at the end of fiscal year 21, I mentioned to you that we are actually going to exceed 
the 30 to 40%, that we upped it to 35% to 45% CAGR. 

 So the momentum remains extremely strong. We have had orders  above the hundred percent 
mark and orders in the as a service business end up on the balance sheet, and the balance sheet 
unwinds over time as the systems and solutions are delivered and then therefore the revenue and the 
ARR starts to tick up. And so that is a very strong part of our portfolio. It cuts across all the business 
segments that we report, and we feel very comfortable about the outlook that we provided you at SAM 
2021  and we reiterated today. We're very comfortable with our ARR outlook of a CAGR of 35 to 45% for 
the next three years. 

Aaron Raker: 

That's perfect. Tied back to backlog, but obviously an underpinning element of almost any earnings call 
I've sat on so far this earning season and probably almost every one I'll sit on here in the next couple of 
weeks is the supply chain dynamics. 

Tarek Robbiati: 

Yeah. 

Aaron Raker: 

I guess the first question on that is, how would you characterize the current supply chain situation  
relative to let's even say three months ago? What's HP been doing to manage through that, and do you 
foresee any kind of normalization on that front in the future? 

Tarek Robbiati: 

Yes, it's obviously a great question. Supply chain tightness is still there. It's becoming more difficult than 
in the fall. This is something that everybody in the industry is witnessing, or we're no different. We're  
making progress on these issues. But that progress, like I said, is superseded by even stronger demand. 
The pressure that we are witnessing is involving rising expedite fees from our ODMs and also logistic 
costs that are skyrocketing. The cost of a container is, particularly air freight container, has become 
pretty much prohibitive, but we are able to manage these cost increases  by way of pass through price 
increases to our customers. We've been leading the way here in terms of price increases, and we feel 
very good about our actions, and we see our competitors like Dell following us very closely. 

 So this is the environment we are operating in. As you heard yesterday chairman Powell saying 
that the inflation is at 7%, and it's a reality, and that is not a bad thing for us, because when we are in a... 
You know, for a large chunk of our company, which  is a fairly commoditized business, which is our 
server business, we are able to navigate inflation reasonably well by passing through the rising cost of 
logistics to our customers moving forward. 

 Obviously, this is a dynamic environment, and you obviously cannot raise prices forever. You 
have to take them down when these costs from down, but we are very reactive to changes in the 
underlying cost structures. Whether these changes are favorable to us or unfavorable to us,  we are very 
much on top of what can affect our business, margin-wise. And this is why I feel comfortable overall 
with the outlook that we provided you, because we know that these challenges are something that 
we've experienced in the past. They're not new, and we continue to navigate them reasonably well. 
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Aaron Raker: 

Maybe two questions on that is, aside, how quickly can you or have you been able  to pass through, or 
how much capture of that pass through have you been seeing, and have you done anything 
operationally-wise that's changed the way that you've managed the supply chain in the face of the 
current environment? 

Tarek Robbiati: 

We are able to pass through reasonably well these costs. Obviously there is a limit, and you have in what 
makes a server many different components. We monitor very carefully the fluctuations, for example, of 
DRAM costs. We monitor very carefully the fluctuation of   

Tarek Robbiati: 

Of all components, but now we have to monitor as well, the ancillary cost pertaining to logistics and 
expedite fees. And these are things that in the past were too small for us to focus on, but now we focus 
on them because they are at a different level. So far so good. With respect to your second part of your 
question, what are we doing operationally to change things on our supply chain, we started buffering 
inventory at the end of Q4 fiscal year 20.  So, almost a year and a half ago, and we kept on the strategy. 
So our inventory balances are continuing to rise, so far so good. 

 We are not overly concerned about that. Although it's short term, it may pressure cash flow 
over time, this get canceled, and we are also taking additional steps to have much better visibility over 
that inventory. Therefore, and we are changing the composition of our supply chain. I mentioned, I think 
to you  Aaron, in the past, that supply chains of the future are not just about cost. They're about also 
speed and resiliency, and we're taking active steps to make sure that our supply chain is resilient and 
has a turnaround time that is very much acceptable for our customers.  

Aaron Raker: 

That's perfect. One of the questions I just got an email on and it kind of ties back for this. I'll put it out 
there. Is that when you guys kind of set that. That three to four percent kind of growth target, would 
that  have bathed in kind of the assumptions of being able to pass through the pricing that you were 
seeing back, at that point in time. And it seems maybe things have escalated, just level set of what was 
kind of factored into that three to four percent revenue growth expectation. 

Tarek Robbiati: 

So of course pricing adjustments were factored in into the three to four percent outlook. And so was the 
backlog, right? So all of these dynamics were factored into our guidance. The supply chain constraints 
were also factored into our guidance because  we can't recognize the revenue unless we can ship. And 
this doesn't change. This is an accounting policy for us. So our outlook at three to four percent is good. 
And one thing I can tell you is, and reiterate since we are not at peak backlog yet, we expect that peak 
backlog would probably be towards the end of this kind of year. This actually also goes well for fiscal 
year 23, because therefore that momentum that you're seeing will carry on into fiscal year  23. So I'm 
very pleased with that. 

Aaron Raker: 

And that comment ties back to an assessment of the supply chain remaining, challenge through the 
course of much of this calendar here. Is that the way I read that comment? 
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Tarek Robbiati: 

That is very much so. That is very much so Aaron, that is entirely correct. We foreshadowed to the 
market that the supply chain challenges would persist and not abate before the second half of calendar 
year 2022. No change to that view. The only thing that I can reiterate is that  the demand is even 
stronger than what we anticipated. Hence my comment on peak backlog, not being anymore as we 
anticipated is going to be a little bit later. 

Aaron Raker: 

So I want to shift gears a little bit. We talked a little bit about past through pricing and margin protection 
and stuff like that. But one of the things, I at least part of my thesis on HPE history is then just this, your 
focus Tariq on driving a richer mix of business, the gross margin in particular leverage that you're 
focused on. So I  guess my question on that is where do we see the biggest incremental drivers, gross 
margin leverage for the company. Let's say over the next 12 to 24 months, and I'll segue that with my 
second part of that question. Do you foresee a possibility of HP being a higher 30, or dare I even say 40% 
gross margin business over time? 

Tarek Robbiati: 

Yes. Let me start by the latter part of your question. Absolutely, the gross margin for us is the most 
important metric.  I spend a lot of my time on making sure that we can drive higher levels of gross 
margin. So over time, yes, we do feel that we can exceed the mid thirties, by the way, we were at the 
mid thirties, close to a couple of quarters back. And the secular trends of growth in data Cloud and Edge 
are driving that, right? So the fact that our portfolio is tilting the growth towards the higher gross margin 
sides  of our company like Aruba and the Edge is what stands behind the growth in the gross margin. We 
are also, for example, if you take storage as a business unit.  

 Storage is, we have a portfolio that is a bit eclectic. We have products that we own the 
intellectual property for and others that we resell. We are tilting that portfolio to be much more about 
our own AP, therefore higher gross margin overall. We see storage today to be more, a bit of a growth 
story  for us than it used the past. And that will also help contribute to higher cross margin overall for 
the company. So that's the data side of the equation.  

Aaron Raker: 

Yeah.  

Tarek Robbiati: 

With respect to our as a service business, as I mentioned to you in the past, as we continue to turn our 
entire portfolio to be as the service, the as service cross margins are materially higher than the average 
gross margin of the company. That is also the Cloud trend that we talked about that is also  going to fuel 
gross margins in the future. Now, on the other side of the ledger, what drags down gross margin is the 
effect of the mix on fulfillment of orders that were priced at a certain price point in the past that are still 
backlog orders, versus the new orders that are priced at a higher level in our compute segment. That's 
where this mix effect of the first in first out model that exists in our business is dragging gross margin 
down.  So these are the put and takes on the cross margin, but I feel comfortable and that we can make 
longer term progress in driving higher gross margins over time, higher than what we've seen them so 
far. 

Aaron Raker: 
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Yep. That's perfect. And maybe tied to as a service and GreenLake motion, maybe you could talk about 
how the change in the point next business has occurred. The attach rates. I mean, I know you guys don't 
break out that piece of revenue separately, but that is a very high margin business. I'm  curious of how 
we think about the growth trajectory of that and that mix, also being a clear lever for gross margin over 
time. 

Tarek Robbiati: 

Yeah. So GreenLake as a service value proposition arrests on point XOS, right? So as a reminder, every 
GreenLake contract, as a service contract comes with 100% attach rate. Because the customer enters 
into a service contract, the ownership of the asset  is HPE. In all cases, a solution is owned by HPE and 
therefore that solution needs to be maintained. And it's part of the value proposition that we maintain 
that solution. Hence the very high attach rates that you see with GreenLake, we're very pleased with the 
progress we made with GreenLake. Right now, we have about $5.4 billion of total contracted value that 
will unwind over time. The GreenLake contract is of a longer duration than in traditional point XOS 
contract, which is typically three years. GreenLake is closer to three and a half  to four and a half years in 
some cases. So you can see that as that momentum on GreenLake builds, this will help accelerate the 
stabilization of point XOS revenue wise, moving forward. 

Aaron Raker: 

Yep. And double clicking on GreenLake. I mean, you mentioned, I think coming out of fiscal 21, if you 
had I think it was over 1,250 customers. I think you added 300 net new customers in that fiscal year. Can  
you talk about, and I want to say that one of the metrics you also said was that there's a good 
percentage of those customers or orders that were net new HP customers. So I'm curious of how that 
trajectory's given competitive differentiation. How do you stack up in your mind relative to Dell pushing 
forward or expanding their APEX strategy. What's the differentiators within GreenLake for HP? 

Tarek Robbiati: 

So GreenLake is  unlike the competition, it's a very differentiated value proposition that we provide. It's 
not a lease. There is much more to it than a lease. It's a service offering that helps our customers dial up 
and down capacity on the infrastructure. As they see fit GreenLake is increasingly automated. You 
probably heard Antonio talk about our Edge to Cloud platform. We are building in the background and a 
very substantial platform to  scale up GreenLake in an automated way to make sure that we can deliver 
high and higher margins because automation ultimately helps dramatically improve margins. 

 When we look at APEX and what they're doing so far, I haven't seen them really competing with 
us. We feel that we have a one to two year time advantage, particularly with the core solutions that we 
have there that  we have built. So for example, things that you're familiar with, revolves the metering of 
the infrastructure to be able to flex the capacity up and down, but also there's a lot of work that needs 
to go in billing, on a flexed basis in the backend. So you need to build a lot of backend systems to be able 
to build for services over time as a service and recognize the revenue. So we've built all that backend 
infrastructure and  that backend infrastructure will connect to the GreenLake platform to be able to 
provide the full end to end automation with self-service capabilities to our customers moving forward.  

 So a lot more will will be said and demoed and announced about GreenLake in the future. But 
that is just to show and give you pointers that this is not a lease. It's not a simple financial construct far 
from it. There is a very elaborated platform strategy behind our GreenLake offering because this  is the 
future of our company.  
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Aaron Raker: 

And I think and fill in the gaps here. But I think the financial services piece of the component from HP is 
a critical part of that, right? Your ability to come in and provide asset management and stuff like that. 
That would you argue as well has been a competitive differentiator. If so, anything you can expand on 
there? 

Tarek Robbiati: 

100%, I'm very glad that you bring this up, Aaron, and thank you. I should have mentioned it. The 
practical reality is when you are entering this world of as a services, customers are not  interested in 
managing the infrastructure. They just want the business outcome that suits them. And therefore there 
is an opportunity to change a dynamic here and provide an access to our roadmap and making sure that 
we can constantly upgrade the hardware. And therefore, if you do that, then what to do with the old 
hardware. And this is where our asset management business that is part of HPFS comes in. We are able 
to take back the old infrastructure, refurbish  it, repurpose it, and recycle it, give it the second life, or 
even recycle it all the way down to spare parts for the future and that fundamentally offsets the capital 
intensity that comes with the an as service business, where you have to make the investment in the 
hardware up front. 

 So HPFS is very strategic for us. It's been performing extremely well. We showed you a return on 
equity of 18% at the end of Q4 on HPFS. And that return on equity would not be possible   

Tarek Robbiati: 

... to be delivered without having a very strong asset management behind it. So that strengthening the 
asset management of HPFS led it to deliver that return on equity and led it to become free cash flow 
positive for the first time in three years, as opposed to the past, when we had essentially a large chunk 
of our CapEx and capital intensity as HP being driven by HPFS. Right now that capital intensity is  offset 
by the strength of the HPFS business that each year generates cash, right. This is different. 

Aaron Raker: 

Yep. That's perfect. And I definitely want to touch on free cash flow here in a minute, but before we go 
there, there's a couple other kind of model, segment, things I want to get to. First of all, we touched a 
little bit on it earlier with pass through component pricing and stuff. But one of the things we saw last 
quarter was that your Compute segment, which is an important piece of HP  margin wise, fell at 9%, 
right. And I think you've got a longer term target of 11 or 13. So just help us understand the confidence 
in that 11 to 13%. Do you feel confident? What's the drivers of even getting to the higher end of that 
range, relative to last quarter's result? 

Tarek Robbiati: 

Yeah. So, our Compute business is extremely important and very valuable to us, and it's probably the 
most profitable business in the industry.  We're very comfortable at that level of profitability. We have a 
very strong management team there. We manage this business very actively and very dynamically 
around pricing. All my comments on pricing that I made to you before, are in relation to our Compute 
business. So the velocity by which you alter pricing in Compute is different than the velocity by which 
you alter price in Aruba, for example, radically different. We do raise prices in Aruba and we've done so, 
but in Compute,  we manage this in a much more dynamic fashion than we do in Aruba. 

 We also have a very strong handle on the cost structure there. And so we constantly look for 
sources of efficiencies in procurement of components and making sure that our own OPEX and R and D 
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spend is diligent. So I feel very comfortable with the guide I gave you on operating profit margins. And 
by the way, this business is not capital intensive. If you look at it, right, it's a business where a very large 
chunk  of the EBIT or the EBITDA translates into free cashflow. This is why it makes it a very valuable 
business for us. 

Aaron Raker: 

Yep. And one question underneath that I'd love to hear, if you have any thought on this, is that... We've 
covered some of the semi space. What we have seen is diversification of semi. There's more players. 
AMD's been more competitive relative to Intel, and there even continues to be more and more 
discussion around ARM in the data center. Does HP actually look to take advantage of that?  Have you 
leaned in more with AMD? How has that been a competitive differentiator and/or lever for your margin 
profile in Compute? 

Tarek Robbiati: 

Absolutely. I mean, this is foundational and core to our strategy, to diversify sources of suppliers, to 
really think about where we can come in also as well with our own components as the case may be. 
We're all over this aspect of our business in Compute, because it's critical. We  do see... and probably 
today you saw that the news on Intel were not very encouraging. We do see that there is opportunities 
there that we can capitalize. 

Aaron Raker: 

Yep. That's perfect. High performance computing, different segment, obviously, in the Compute 
umbrella as well. But I think last quarter you talked about 2.7 billion in the pipeline, and I think a couple 
years ago, coming out of, I think, fiscal 20, it was 2 billion. It grew to 2.5 and continues to move higher. 
The business is choppy,  it's very lumpy, and I think we can all appreciate that, but to me, it looks like, 
given the success that asset's had within winning and securing these large super Compute contracts, 
that that business could definitely inflect at some point, maybe the second half of this year, maybe it's 
further out. But how do I think about that pipeline and that piece of the business from a growth 
trajectory, as we look out over the next couple quarters, again, appreciating the lumpiness of that 
business? 

Tarek Robbiati: 

We feel very good about this business. I mean,  it is lumpy, it's true, but the practical reality is that now 
we are entering into the period where these very, very substantial systems are getting delivered and the 
revenue of those systems recognized. The pipeline that you saw of $2.7 billion of orders continue to 
grow, and we're eating into it by actually delivering those large systems. So the guidance that we gave 
you at [SAM] stands. This is a double digit growth business  for us. 

 And what's also interesting is, if you think about it within a world that is constantly generating 
ever increasing quantities of data, you need the processing power to make sense of this data. So we are 
exploring very different and new business models that are AI based, and the future of our HPC segment 
is to really take a big part in the development  of artificial intelligence, thanks to the Compute power 
that is within it. So that lumpiness is something we navigate. I wouldn't worry too much about it, but I'm 
confident about the growth trends and the guide that we gave you for the second. 

Aaron Raker: 
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Yeah. I remember Craig talking a lot about the convergence between high performance and AI 
architecturally. One of the questions I also have though is, I know that HP doesn't necessarily, on the 
Compute side, play into the public cloud, but  to me, and correct me if I'm wrong, maybe there's 
opportunities to put some of these supercomputers or high performance computers into those public 
cloud arenas. Does HP see that at all, the opportunity to position those platforms, those [inaudible] 
systems in any public cloud with customer opportunities? 

Tarek Robbiati: 

We absolutely see that there is a tremendous opportunity for us to work with the public cloud. So let me 
just reiterate a very simple concept. We never said that  the world is on-prem versus the public cloud. 
We always said that our strategy is to help our customers navigate the edge to cloud hybrid estate, and 
we play a big role in this. And we therefore recognize that some workloads have gone to the public 
cloud and may come back from a public cloud. And we see that in some cases because of cost reason 
and performance reasons, but it doesn't change the foundation. 

 The foundation is, this is not a zero sum game  between us and the public cloud. This is about 
managing the hybrid estate edge to cloud. That's what we're positioning our GreenLake offering to do, 
and we will put more and more of our solutions in the public cloud, not necessarily the ones that we're 
thinking about, which is to provide hardware to the public cloud, this is the old tier one business that we 
exited, but we will have more and more software solutions and overall solutions that will  be deployed 
to manage a hybrid estate for helping essentially our customers navigate that hybrid estate. That's what 
it is about. 

Aaron Raker: 

Yep. Yep. Couple questions I've gotten through the audience kind of tied with my list of questions too, 
and I want to make sure I get to them. Maybe the first thing that comes up and probably comes up here 
as we move forward a little bit more and more, is the optionality in H3C. I think, based on my math, that 
value looks like, on a put basis, this is about three  and a half, four billion right now, correct me if I'm 
wrong, and I think it expires some time at the end of April, timeframe. So updated thoughts on that 
holding for the company, that put optionality and how you see that. 

Tarek Robbiati: 

Yeah. So you're absolutely right. Your valuation range is very fair. We see even further upside from that 
over time. That's why for us, staying in China is very strategic. There are very  few assets like H3C in 
China and we have a 49% stake in H3C, so we're delighted with that position. We see, like I said to you, 
much greater potential in the long run for this asset, because effectively it is a networking company, 
more than a server company. The vast majority of their composition of the revenue is networking 
related, so there is tremendous potential. We  are very encouraged by the discussions we're having with 
the winners of the restructuring of Unigroup, who are very sophisticated, high end Chinese investors 
with whom we have a good relationship. So our intention would be to stay and not let the put expire. 

 If we see a meeting of minds with the new owners of Unigroup, and we feel that we have time 
to solve this because the put expires  end of April, early May, discussions are ongoing, and I feel pretty 
good about that position. There is a tremendous potential in China also with as a service. And if you 
really think about this, and what we're doing with GreenLake, exiting China, it would be a big strategic 
call. So we are, for all intent and purposes, focusing on making sure that we stay, with the right 
economic terms for ourselves. 
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Aaron Raker: 

Yeah. And  remind me again, because I did read through the 10K and I think that you had about 800 
million of sales that you make to H3C. You made some purchases from H3C. Just how that relationship 
works, what's the mechanics of that? 

Tarek Robbiati: 

Yeah. So there are three economic flows in our P and L that pertain to H3C. So the first one is we do sell 
some servers  to H3C for them to on-sell into the Chinese market. And we also sell some storage 
solutions to H3C for the same. That's the first flow. So it's revenue to us from products that they buy 
from us. The second flow is revenue to us from their products that they sell to us for us to on-sell in 
other geographies through Aruba. And that is what we resell on their behalf. 

 These are two commercial agreements that exist  and they lapse well beyond the put, so we are 
very comfortable with those commercial agreements. And of course there is our equity stake, which is 
this third flow that we recognize in our other income and expense line in our P and L. Not only H3C has 
unique assets in China, but we also have a unique setup. We have minority rights in the joint venture 
that are pretty strong. We have  big influence on the business. And we also extract a substantial amount 
of dividend in cash each year from that business, and this business continues to grow at double digit 
rates. So it's quite a unique and very interesting situation for us, that is, I would say, underappreciated 
by the capital markets today and not fully recognized in our share price. 

Aaron Raker: 

That's perfect. That's a great overview. Shifting gears to the free cashflow discussion, because that is an 
important piece of the HP   

Aaron Raker: 

... you know, narrative, I think if the analyst, Sam, you talk about six and a half to 7 billion of cumulative 
free cash flow, I think your guidance at the high end is 2 billion this fiscal year. Why couldn't we see a 
stronger free cash flow develop for this story? Just help me understand or appreciate some of the levers 
we should be thinking about free cash this year and maybe even beyond fiscal '22. 

Tarek Robbiati: 

Our free cashflow guide is, I think, represents a pretty good progress  relative to the prior year where we 
finished about 1.6 billion, so we are at the mid point guiding to 1.9 billion for fiscal year '22, so it's a 
pretty substantial increase. Not many companies make that kind of free cash. It is driven by the fact that 
we are at the tail end of our restructuring programs, so we incur less and less restructuring costs and 
those restructuring costs will carry on  in the free cash flow statement for the next couple of years, but 
we are no longer seeing them augmented, so it's really the drift feeding that is left to go. This year, 
we're guiding at 1.9 billion dollars of free cash flow and we also guided to you on a three year basis on 
free cash flow, which we are very comfortable with this level of free cash flow generation for the future. 
I think that I answered your question, Aaron, or if I missed something, please remind me. 

Aaron Raker: 

No, I think that's right. Remind me the restructuring component of this fiscal year, how that windows as 
we move forward. 
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Tarek Robbiati: 

We did guide, for our cost optimization and resource optimization program, we guided back then, in 
April 2020 for a total spend over three years of $1,100,000,0010. So we are  very much, we've incurred 
the majority of it in fiscal year '20 and '21 and therefore, in '22, there will be a lot less of it moving 
forward. That comes on top of the HPE Next Program that we had launched before. That is also certainly 
at the very end of it. What's left is the completion of our IT ERP system implementation, which is a 
matter of  months now. These programs coming to an end involve less incremental costs or no 
incremental costs at this stage and therefore, you're seeing only the effect of the prior booking of 
restructuring charges falling through the cash flow statement. That is what's behind the free cashflow 
flow guide, for the most part, but also, remember, we're growing, we're growing to apply at 3% to 4% 
and my comments  that I made with respect to peak backlog and momentum into '23 should give you 
confidence also on the longer term prospects of our company generating substantial free cash flow. 

Aaron Raker: 

On that topic and the effect of that is that this last quarter, I think your net operating cash, the balancing 
was about 1.6 billion. I guess the first question is, how do you think about the comfort level of, be it net 
operating cash or liquidity to HPE to run  the company? And the follow one to that would be, how are 
you thinking about or are you thinking more about strategic M&A? 

Tarek Robbiati: 

The liquidity is no more of a concern at all. We have ample liquidity and financing facilities to run our 
business and invest in it. And with respect to users of the free cash flow and capital, we always stick to a 
disciplined approach in understanding where is it best  to put that capital to use. We are executing 
buybacks. I want to remind everybody that we've committed to $500 million of share buybacks. We've 
already bought some shares, taking advantage of weakness in November, December, on our stock price. 
We feel that this was a good investment and we always evaluate users of cash for M&A or return to 
shareholders with a rigorous return based model. We executed on the buybacks in  Q1. We'll continue 
to see whether there is scope for that to happen in the rest of the fiscal year. 

 And yes, we will have to invest some of that money for M&A purposes because we have to 
think, over the long term, how we can sustain growth for the long term for this company and that is 
something that is obviously occupying our minds, but in doing so, we've always been very, very diligent 
around how we invest and the return that we want want  from every deal we have done and you can 
see that we maintained the discipline with the acquisitions of Zerto and Silver peak. I just want to point 
to those two to you as illustrative examples of how rigorous we are when we acquire companies. 

Aaron Raker: 

So do you think those are good proxies on the M&A strategy going forward, the Silver Peak acquisition? I 
know Aruba was larger. Do you think that, as that free cash flow generation continues to progress, is  
there an appetite to do a little bit something [crosstalk]? 

Tarek Robbiati: 

At the right price for the right return? Certainly. Right? Valuations were crazy two months ago. 

Aaron Raker: 
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Yeah. 

Tarek Robbiati: 

And you heard me saying this too, and I repeat it, the market overvalue grows and undervalues cash. 
And that is still today, in spite of the correction, in my mind, that is still the case. We have to remain 
focused and disciplined, but at the right price  for the right return, yes, there is an opportunity, if it fits 
our strategy, we should seize it. It's absolutely the right thing to do for our shareholders. 

Aaron Raker: 

One of the things, and we've got about three minutes left and I want to be appreciative of your time, 
but one of the things we didn't touch on and I certainly think is an important piece of the narrative is the 
intelligent edge strategy. 

Tarek Robbiati: 

Yes. 

Aaron Raker: 

[crosstalk]. Maybe that growth profile, that backlog build is continued to be a highlighted number these 
last several quarters. Can you touch a little bit on what you're  seeing there, the key drivers of that 
growth and for that matter, the sustainability of that as we're moving forward. 

Tarek Robbiati: 

Yes. The edge is a very strategic part of our company and the foundation behind our edge to Cloud 
strategy because the vast majority of the data is generated at the edge and if you don't have 
connectivity at the edge to seize the data, you can't really manage it edge to cloud, right? Aruba is doing 
very well. We grew Aruba 13% in fiscal year '21, which was clearly above the market. We believe this is a  
40% business, meaning it's a lower 40 business when you add the top line growth and the OP margin. 
We feel very good about the prospects of Aruba this fiscal year. We continue to innovate. We innovate 
by introducing new technology like Wi-Fi six, you saw that, but we're also innovate in the switching area 
and we also innovate in the way we deliver the solutions to the market. We did a very large network as a 
service deal in Q4. We continue to see  traction for new business models with Aruba, thanks to the 
GreenLake as a service platform so for us, Aruba is very, very well positioned to be a leader and continue 
to be a leader in the edge segment of the industry. 

Aaron Raker: 

Perfect. Tarek, I think we're right at time, but I want to pass it over to you and just throw up the softball 
question of, is there anything that we didn't talk about that we certainly should have touched on or, for 
that matter, any areas for which you think investors  just aren't appreciating the HPE story enough, and 
leave us thoughts on. 

Tarek Robbiati: 

Yeah. I think you've been very thorough in your line of questioning, Aaron, and I want to thank you 
about this. Hopefully, my comments around the edge, HVC storage as a service, have resonated with 
your investor clients. We're here with Andrew to answer any further questions you may have. I can't 
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comment anymore  on the Q1. I'll want to set a date to talk to you all upon our earnings, which are in a 
few weeks time and I look forward to meeting you all again. 

Aaron Raker: 

Perfect. Tarek, thank you so much. Andy, thank you for letting us do this and have a great rest of your 
day and a great weekend coming up. 

Tarek Robbiati: 

Thank you. You too. 

Aaron Raker: 

Great. Thanks, Tarek. Take care. Thanks, everybody. 

Tarek Robbiati: 

Bye-bye. 

Aaron Raker: 

Bye. 

 


