Munjal Shah:

Tarek Robbiati:

Munjal Shah:

Tarek Robbiati:

Hewlett Packard Enterprise Company
12/10/2019 - 10:45 AM EST

Speaker ID 1

Page # 1

Hewlett Packard Enterprise Company

December 10, 2019
10:45 AM EST

We'll get started here. Good morning everyone. My name is Munjal Shah (PH), I'm a
technology research analyst here at UBS and we're very pleased to have HP Enterprise
with us. From HP Enterprise we have Tarek Robbiati, CFO. Tarek, thank you for
joining us.

Good morning [Majal], thank you for having us. Thank you very much.

I'll just start off, you've been with the company for over a year now. You come from a
telecom background; could you just give us, at a high level, what do you see as trends in
enterprise IT and where do you see opportunities for Hewlett Packard Enterprise?

Yes, so, you know, the technology world is always in perpetual change and it's always
very exciting because it's a sector that has inherently a very strong innovation capability.
And so there are many, many trends at play in some of these trends are visible in our
society and as much as they are visible in our businesses. And if you would like me to
single out a number of trends, | will start by saying that the most visible trend is the
explosion in quantity and importance of data.

Data is governing everything we do; whether you are in the enterprise space or even in
the B2C space and we see an enormous amount of data being generated beyond the
enterprise or at the fringes of the enterprise, what we call the Edge, which are the more
distant part of the enterprise that you can imagine.

More than 70% of the data that we're seeing is generated at the Edge and the data is
constantly augmenting and [rising]. We generated, in a year, more than -- more data than
the whole history of humanity. There is an incredible amount of data. You measure it
right now in quintillions amount of bytes that are generated every year in our industry
and across society. So that data needs to be stored, that data needs to be processed, that
data needs to be used, understood and managed and that governance pretty much some
foundational architectural choices for CIO's and how they deal with this because it is
more and more obvious that data is gravitational. There's so much of it that you've got to
move the workloads and the IT infrastructure where the data is being generated as
opposed to thinking that all of the data can move to a central location; the on-prem
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environment or the Cloud for that matter. The data is so gravitational that the workloads
have to be moved to where the data is and we live in a world that we would characterize
as being no more a world of datacenters but a world of centers of data.

So that is one of the key trends. In response to that trend, the architectures are becoming
more sophisticated. They are becoming more specialized and virtually integrated by
workload and the solution set that we have to offer to our customers have to be optimized
by workload wherever the data is. And so it creates a much more rich distributed
environment and a set of opportunities that is very varied across the spectrum of
customers that we have.

Okay, no. | definitely want to touch on Edge but maybe we go a little bit later. But, the
question | had was on margins. Since (inaudible) you talked about margins consistently.
You've proved it in your results, you had 250 basis points of gross margin expansion last
year but the question that I get lately is one of your large competitors is talking about
margins converting back to prior levels and you've talked about operating profit growing
into Fiscal 2020.

Yes, that's true.

So, could you tell us a little bit about why the differences; maybe the business -- | mean,
business model, business mix, if you could just explain that a little bit it would be helpful.

Certainly. So everything on the margin front is obviously very relative. You know, our
competitors probably have reasons to declare it the way that they declare it. We have a
different view about our business and what we think about margins. So, we did expand
to your point; gross margins by 250 basis points in Fiscal Year 2019. In the prior year,
we also expanded by roughly the same amount; so 500 basis points in the space of two
years.

And the levers that we can pull for that are many. You have first and foremost, due to the
explosion of data, you have an ever increasing demand for more power in compute and
storage. That in itself, the fact that the configuration is augmenting, is driving margins;
that's one. The second lever that we actually have been pulling is more efficiency across
our supply chain in the way we actually manufacture and the way we also procure; there's
an enormous amount of efficiencies that we can extract in the way we procure and the
way we manufacture. The third lever that we're pulling is also the cost at which we serve
our customers with our Pointnext OS, maintenance services business. We are injecting a
lot more automation which, in itself, protects the cost base of our maintenance business
and enhances it. Number four, you have the commodities tailwind which are, have been,
favorable. More recently they have been more favorable than in Fiscal Year 2018. We
think that this trend will continue in the short-term but eventually we'll receive -- but in
the whole mix, at that point in time, you'll have a new generation of progress coming in.
So this is a sort of a cycle that we go through the industry. Number five, you have the
revenue mix across everything we sell. We have different products, call it, if you think
about it in simple terms, you have different swim lanes and these swim lanes are
represented by each of the business segments that we manage; some of which have very
high gross margins. Others have lower gross margins but by growing more in the Edge,
for example, or in storage or in high performance compute which are higher margins and
continuing to draft Pointnext operational services attach, we feel we have a very strong
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lever with the revenue mix to continue to push gross margin forward.

So it's not only a commodity story. | think, you know, recently we had tailwinds from
commaodities; | hope that with this explanation | showed you that we have a number of
levers that we can pull to continue to drive gross margins; hence the fact that we guided
the market to a 4% to 5% upbringing profit growth rate this fiscal year which, essentially,
is driven by gross margin expansion and what stands between the gross margin line and
the operating profit line are investments that we are making to continue to drive
innovation in everything that we do.

Okay. Now, just to follow-up on that, I mean, I don’t know if you can give us some
numbers but in the past you've talked about value versus volume mix of business. So,
you touched on that, that that's -- your product mix is favorable. So could you give us
some [quantitative] or some color as to how that is tracking and how it could track and
then on next gen products, is it fair to say that they will be equally richer or in terms of
configs or is that trend -- was it like anomaly one year or do you think that will continue?

That's a great question. So, a lot of what we sell becomes more and more software
defined and that is what is also behind the expansion in gross margin. So it's specifically
to answer your questions on value product; our high performance compute business grew
15% year-over-year and that is excluding Cray. As you know, in Fiscal Year 2020, we
will consolidate Cray so we expect an acceleration of growth in the high performance
compute and [MCS] segment.

The second interesting area in the value category is what we call Composable Cloud.
This has grown by about 47% in constant currency year-over-year. We have generated,
in there, just about a billion dollars of revenue with all the offerings that we have under
that Composable Cloud denomination. In addition, the other value areas worth
mentioning is HCI, hyperconverged infrastructure. HCI has grown by 25% year-over-
year in constant currency which is also very, very promising.

This will be, as we discussed together, reported in our new segmentation on the storage
moving forward to make it like for like with other players. And finally GreenLake which
is our as a service offering has seen a very strong growth; a 39% year-over-year growth
in orders, in Fiscal Year 2019 relative to the prior year period. So, there's a lot of moving
parts in our portfolio and those moving parts are attesting that the revenue mix is a big
lever that we can pull moving forward to continue to expand profit margins.

Okay, let's shift a little bit on the demand perspective. Fiscal 2019 was a challenging
year overall from an enterprise IT spending perspective. If you look at most large
organizations in the last couple of months, they've probably been going through their
budget process and looking at 2020.

So, what are your customers saying about 2020 spend and then what we are seeing right
now in 2019 currently is that a cyclical sort of a spend or do you think there's a secular
shift in buying patterns?

Okay, so | think it's important to put things in perspective and in context and, you know,
we had two years in Fiscal 2017 and 2018 that were very strong growth; 8% and 9% on
the top-line in our business for the compute category on volume and on value,
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respectively; 8% to 9%.

And -- but if you really look at what has fueled that growth, | think there are a lot of
factors but if | have to single one very powerful factor is tax reform. Tax reform has, for
everyone involved in the industry, opened up the opportunity for additional spend that
wasn't there before. And this is on a global basis, not just -- it's not jus the U.S.
phenomenon. So when you correlate the growth in IT spend with GDP and you isolate
the impacts of tax reform as part of that analysis; you can see that the growth that we
witnessed across the IT infrastructure sector has been fueled quite substantially by tax
reform.

And so now in Fiscal Year 2019, we reverted back to what is the average; the mean, and
that is the -- in simple terms, the tide has come down but the tide in 2017, 2018 was
abnormal. And so tax reform wasn't so much a surprise to me with respect to the tailwind
it did generate for the sector but more so how quickly those tailwinds dissipated. And so
it was short-lived and by, | would say, March 2019, those tailwinds had gone and we
reverted back to the mean.

And so when you look at our performance, what's very, very important is not to compare
the things that are of a different tide level. So if you do year-over-year compares, we
have to lap over Fiscal Year 2018 and 2019 and all the way on to the first quarter of our
Fiscal Year 2019 which ended up in January of 2019.

It's much more interesting to understand what happens to our revenue base when you
look at its composition sequentially quarter-over-quarter, Q2, Q3 and Q4. And within
that, we've seen stable revenue. And within that revenue for all the reason that we
mentioned a moment ago, you had a greater profitability across stable revenue that was
hovering roughly around the $7.2 billion mark. So, to put things into perspective on an
EPS basis, we were extracting $0.42 of EPS in the first quarter of 2019, $0.42 in the
second, $0.45 in the third and $0.49 in the fourth.

So, you could see that the profitability trends underpinning the revenue base remain very,
very, very strong. So, is there a shift in the buying pattern or is a complete recess of the
demand? | wouldn't look at it this way. I think there's simply a moment where the
industry is catching its breath. You have to consume the capacity that was essentially
brought onto the table through tax reform and we're reverting back to a point where the
growth is back to its norm; you know, 3% to 4% in the industry as percentage of GDP.
This is what you always will see.

And so that's where we stand today but it's not so much the quantity that our customer --
the quantity of what our customers buy that is in question but more so what -- the way a
customer wanted to consume IT infrastructure spend. So, I'm sorry if my answer is long
but it's important that we put it in context. What we're seeing that is really important is
CIO's want the infrastructure to be totally transparent to them and this is why we have
embraced our consumption offering called GreenLake to capitalize on the fact that Cl1O's
just want the infrastructure to be working and performing. The want to control the
economics, they want to have control over the data to make sure that the data is
compliant and no where it resides. And this is why this represents a different way of
consuming infrastructure spend of a level that is much more normalized.
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And then to your point, we probably, I guess tailwind has went away quickly so we kind
of hit a bottom very quickly too and then we're now looking forward we shouldn't expect
Fiscal 2018 effects to kind of still continue into 2020 or 2021, like we kind of hit that
pretty quickly.

So the effect, | think, was felt as of the second quarter of Fiscal Year 2019, so now we're
stable and so we're probably going to be at that level and potentially growth coming from
that level; where the growth obtain the degree of growth that was in 2017, 2018, not in
the short-term, I don’t think so.

So while in the demand, | mean, | wanted to touch a little bit on your segments;
especially Intelligent Edge. You saw some challenges this year and | was under the
impression that that's because of the new standard on Wi-Fi 6 coming so people might
have paused. But now standards there or the products based on that are out; what should
we expect from Intelligent Edge in 2020 and maybe you can talk on Aruba Central a little
bit in terms of how that's a differentiator.

Sure. So, the Intelligent Edge is incredibly important for us and so super strategic part of
our business. Given everything we've said on where the data is generated, it's generated
by and large, at the Edge. So Aruba, in Fiscal Year 2019 was for Aruba, it was the year
where they had to perfect their portfolio.

And so when you really look at the operating profit performance in Aruba, there was a
decline year-over-year of about $182 million in operating profit. When you dig under
that number to figure out the drivers of that decline; two-thirds of that was investment
related. And one-third was erosion in revenue with a gross margin impact that went
down to affect operating profit growth. But those investments were made and necessary
to equip Aruba with the full suite of services that they needed to compete across customer
segments and with differentiated offerings.

So, if you look at industry analysts and what they say about Aruba, they'll say whether it's
Gartner, Forrester Research or IDC, they really believe that Aruba has an incredibly
complete portfolio of products and services. So do we.

So, one of the key things | would like to single out is their AOS-CX which is a single
operating system that gives very simple and small branch systems. It's the same
operating system that caters for more elaborate datacenter switches which has been really
towards the end of our fiscal year in October, 2019, just a few weeks ago. And the
second thing that is very powerful in Aruba is Aruba Central which is a Cloud native
platform that allows you to manage your infrastructure end-to-end globally. You can
literally see various components of your networks whether they are wireless or wired or
SD-WAN, etc., isolate them, configure them, secure them; see or understand traffic
patterns, etc., which is giving a tremendous amount of know-how to CIO's one more time
who just want the infrastructure to be functioning and understand the level of which the
infrastructure performs in its economics.

And so Aruba now is ready to be growing now that it has its portfolio and this year we do
expect growth in Aruba to resume. It's going to take a little bit of time for these offers to
just get through the market but we do expect revenue growth coming from Aruba in
Fiscal Year 2020 with a gross margin in the 60's. So we can imagine what that does to
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the operating profit line if the growth is there.

Yeah, we're looking forward to it. And then on storage, you had strong growth with
Nimble this year; 35%. Does it mean that it becomes a tough compare for next year?
But at the same time you have a new product, HP Primera that's -- so does that offset any
sort of a tough compare on Nimble; so what do you expect overall from storage business
and your competitor is going to come out with a new product in the midrange, if you
could talk a little bit about any competitive dynamics that might change.

Sure, so we have a very strong portfolio in storage which includes different products that
caters for different segments. So, at a high end, we have (inaudible) now replaced
progressively by Primera. And you also have nimble at the mid-range level. So we do
expect storage to grow this year as well and | think our offer is very competitive when
you think about these two-plus hyperconverge infrastructure with Simplivity and the
combination of those three is -- puts us in a pretty strong position to compete in the
marketplace. If you look at our total portfolio in storage we're, right now, number two;
very close in size to the NetApp and we feel that our profitability in the storage area is
extremely strong and hopefully you will agree with that point when we will reveal our
new segments in the calendar year 2020, at the end of the first quarter we'll have a series
of new disclosures that we'll show you the performance of storage, H3C, MCS and
compute all the way down to the operating profit line. So, hopefully you will agree with
us that this is a pretty good business that can grow very profitably for us.

Is it fair to say right now it operates at the same leg if you look at the NetApp or like the
financials, you have similar profitability levels in those businesses?

Very much so. Yeah, very much so.

Okay. | wanted to touch on something that's more topical and you have a very unique
position there with HC3. So yesterday, you know, we saw an article saying that in China
they don't want to buy U.S. technology. But you have a partnership with H3C where you
were able to participate in that market. In your view, is that brand considered a local
brand in China and then can you talk a little bit more elaborately on what that partnership
means to you and what we can expect from it?

Yeah. So, we're very pleased with our structure and investment in China. We own a
49% stake in a Chinese entity that performs extremely well. And if you really look at this
in detail across sectors, broad-sectors, where you take transportation, you take any other
sector retail; very few foreign entities, companies own a 49% stake in a Chinese company
that is of size and meaningful. So we're very pleased with that setup and that is a very
local company. It's a very local company that manufactures local products and sends
them, sells them, locally in China and also sells them globally outside of China when
they have the opportunity and we act for them as a resell agent for most of their
networking products outside of China.

So we also sell to them our own products in China and while we did see in this Fiscal
Year 2019 is the fact that it was important for us to optimize the H3C business for
profitable growth. And so there was a mixed effect already between our own product and
the products that they were manufacturing and although, yes, there is a -- well, as you put
it, a strong desire to buy Chinese as there is a desire to buy American over here. | think
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overall it's a period of adjustments that we'll go through. It -- what matters is that the
business, H3C, continues to perform. We're extremely pleased with the setup and the
performance of the business and, you know, | want to reiterate that our presence in China
is important. It is the second largest IT market in the world and it's growing extremely
fast, it's the fastest growing one. So, the presence in China is very, very important
particularly valuable when you have a local partner as opposed to some of our
competitors who have do everything by themselves and the fell the full brunt of this new
trend of wanting to buy Chinese products in China.

Okay. | wanted to talk a little bit about GreenLake and the push to as a service. So you
recently did a survey where it said that 86% of IT decision makers believe that the
adoption of as a service and enterprise will happen over the next three years or so. But if
you look at revenue mix of your business or other businesses, we are, right now, at the
other side of the spectrum. So, in your view, what should we expect in terms of the
adoption curve for as a service model?

Yes. So, if you recall our presentation at the Securities Analyst meeting in New York,
we did show what we expect from the market and how the market is going to evolve.
And we break that down into three buckets; there will always be the first bucket which is
what we call the capex spend bucket. This is the traditional way of acquiring IT
infrastructure technology and--and that will carry on. It's not going to be over the next
three years growing. We do expect to decline in mid-single digits on that particular way
of purchasing capex; IT through capex.

However, we do see significant growth coming in from our customers wanting to
consume IT infrastructure on the premise by way of a GreenLake like offering and that
we see a very strong growth of about 17%. On aggregate, these two buckets on prem,
whether capex, or GreenLake, would be growing at about 7%. And then you have also
the public (inaudible) which is the third bucket which continues to grow but we don’t
believe that certain workloads will migrate to the Cloud.

You actually think -- if you think that carefully the low hanging fruit of certain workloads
that needed to migrate to the Cloud did migrate to the Cloud, but more complex
workloads, Al, machine learning, more intense business applications; particularly for
financial services sector, but other sectors too, will stay on prem and will be delivered by
way of consumption, increasingly consumption as opposed to capex.

Why is that? I think it's very important to understand that the Cloud has been successful
and the Cloud has been successful because it's an experience but, Antonio, our CEO
would say, it's an experience, not a destination. And what customers take that is good
from the Cloud is the fact that it is available readily, it's very easy to handle from an
experience standpoint; what we don’t like about it is the fact that when the data is in the
Cloud, the [e-risk] costs are enormous. You just have to look at some of the perspectives
of companies who IPO'd this year to look at the ongoing obligations they have towards
Cloud providers.

They don’t like the fact that the data is not under their control. They -- you're part of a
Swiss banking group and in Switzerland they legislated that the data has to stay in -- and
so that is not a unique case. It is just translating the fact that data has to remain under
their control of the costumers and they are fearful about loss of data which is immensely
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valuable; the data becomes the most valuable asset in an enterprise; plus cyber security
fears and so on and so forth.

And so what you see is that effectively that way of consuming the infrastructure, wanting
the infrastructure to perform, to be controllable from an economic standpoint to be
transpiring from a C1O where the data is truly understood and cyber security risks are
completely mastered is what is going to govern the way IT infrastructure spend will take
place over the next probably five years. That's where we are seeing the transfer of
customers; that's where we're going and that's why we made, before, most other players

in our competitive arena; the claim that we will become a platform as a service company
by 2022 offering the traditional way of purchasing our services through capex but most of
our portfolio, he whole of our portfolio, will be available by 2022 on a [service] basis.

So, a couple of things to follow-up on that. | mean, a lot of still feel that the move to
Cloud is a headwind to businesses like yours and -- but I agree to you that the low
hanging fruit has been picked and you -- beyond it. So the headwinds should be lower.
Would you agree with that or do you feel the same way where even the things move to
Cloud, the headwind to your business, it shouldn’t be much of a headwind?

Look, I think the way to look at it is to just understand what happens at the runtime
environment versus the application environment. So, there is unquestionably a trend
around the application environment being driven through containers to become Cloud
native. So you build the application; one you can run in the Cloud but it can also run on
premise.

The runtime environment is where the vast majority of the battle is. And that runtime
environment is not going to be all about the Cloud versus on-prem. It's a runtime
environment that will be hybrid. And so what we see from customers is demand for
complete control over that runtime environment to enable the application development
environment to be much more efficient; therefore container-based, therefore Cloud
native. So you build an application once and you deploy it anywhere. But in doing so,
when you really look and analyze a certain sector of the industry, there is a long way to
go. Applications, legacy applications, still exist and they're not easy to move to the
Cloud. And so that is what essentially creates the pull back from those trends where
workloads would be going to the Cloud. The same time, there will be new workloads
appearing in the Cloud from the onset. But I think, you know, this notion that everything
goes to the Cloud is a little bit more simplistic.

Yeah, no, we had our IT focus yesterday and we had a panel with them and they don’t
like the word lift and shift because it's too much work and too much money. On
GreenlLake --

I do spend time with your team. By the way, | am the exec sponsor of UBS so | spend --
I'm with your people and that's very true. Lift and shift is not what they like.

Yeah, it's -- yeah. And it's understandable. If it works and if it's effective, it doesn’t
make sense. But, on GreenLake, it seems like your peers also have some kind of
GreenLake as a service type of solution.
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Sure.

And you've done a lot of work in the partner community. So maybe you could touch on
your differentiation in terms of the GreenLake offering?

Yes, so, where to start on this one? Maybe the simplest way to show the difference is by
telling you GreenLake is not the lease. Paying for infrastructure over time is a lease. It
could be a capital lease or an operating lease, but that's not what GreenLake is.
GreenLake is a model where the IT infrastructure capacity is paid for over time and
expands and control or reduces at will based on the customer needs. And so it's a much
more sophisticated business than just a lease because you have a contract with the
customer where the customer subscribes to a minimum capacity on a solution which
involves a certain number of virtual machines and storage capacity. The customer can
elect to consume more of that solution. That solution resides on-prem. We power that
solution with our own people and make sure it works. And the customer pays exactly for
what the customer consumes. And so it's not just the simple infrastructure payable over
time. So, if your minimum capacity commitment is 43% of the capacity that the machine
is inherently containing and you consume 47%; you're going to pay the minimum
commitment plus 4%.

And for that, it's a very different business model. It's a business model that is much more
akin to a utility business model or a Telco business model because you grow your
revenue base by signing many of these contracts a certain price so price times quantity
plus usage. And so it's a very different kettle of fish and it is really giving customers
much more transparency than what they are accustomed to and it's a clearly differentiated
from a performance standpoint in the solution relative to what our competition does.

Tarek, | wanted to stay on services with Pointnext and we've done this math that
Pointnext revenues are roughly about, on a quarterly basis, around -- somewhere around
40% of your compute plus storage hardware revenues. And it's ranged from 38% to 42%.
So, in that range. The question is, can Pointnext stabilize and grow if hardware continues
to decline?

Yes, it's a great question. | think in the world we're moving towards, it's a world that is
about solutions more so than boxes and you know, maybe we could explain -- better job
of explaining that, units are not the sole driver of Pointnext attach. And what really
matters is the type of units as opposed to old units because not all units attach Pointnext
services to the same extent. And so one of the things that may have been confusing is
because we stopped certain sales that were low margin like the Tier 1 sales, the units
pertaining to Tier 1 sales have fallen off a cliff because of a delivered action; also the
second action that we've taken is reducing the amount of computers we're selling to
China to our subsidiaries [VC]. These don’t attach by definition because it's an on-sale
that they do in China.

When you look at the other units that we sell, excluding Tier 1 in China; first of all,
quarter-for-quarter they've grown and second of all, and most importantly, the service
intensity, which is a ratio of Pointnext attach services to the units we sell, excluding Tier
1 in China, has grown across all categories. And that's very, very important particularly
when you look at storage. It's the highest it's been, high performance compute, it's the
highest it's been, compute has been growing. It's not the highest it's been but it's been
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growing again.

So the type of units is what drive the services intensity and service attach. Say, these are
the drivers and we do believe particularly in the context where we're pushing remake
which is 100% attached no matter what. That Pointnext OS revenue will eventually
stabilize and grow. Right now it's in the low single digit decline and we have visibility
towards a point where it would be turning around and growing again. And | totally
understand the importance of your question; rest assured of that, it's -- you're absolutely
right to ask it because it's a profitable revenue stream for us in making sure that that
revenue stream is stable and growing is of paramount importance to us.

And would that change when you kind of restate your financial -- like you -- different
breakout for storage, will we still have the clarity into Pointnext at that point?

So let me try and explain it and if I don’t answer, please go ahead again. We're going to
be reporting new segments which will be compute, H3C and MCS and storage as of the
first quarter of this fiscal year. We will also, as part of that, we -- in new disclosure we

will restate Fiscal Year 2018 and Fiscal Year 2019 on the same basis.

In those segments you will see the hardware and the Pointnext OS services in totality.
We will also, for continuity reasons, tell you how Pointnext OS, in total across these three
will be. Right? So we'll report --

That will be comparable to history?

You will be able to compare the total Pointnext OS to history. We won't show you the
breakdown but you will have the total. So you will have that visibility as we go along.

Tarek, | wanted to talk, ask, you a question on M&A. You've done some successful
acquisitions and does the shift to as a service change your strategy on M&A on any front?
And then what's your general view of tech evaluations at this point?

M&A is always an important part in a strategy. It's an accelerator of the strategy and yes,
if there are opportunities for us to accelerate our as a business, we would consider M&A
as a means to accelerate our pivot.

My views on valuations in the tech sector is, or, | would say there's still a significant delta
between what the market values on the revenue basis and what the market values from a
free cash flow standpoint. The market overvalues revenue growth and undervalues cash.
And, you know, over time there has been a little bit more question of revenue growth that
comes with no profitability; there's more and more of that but not enough in my view.
And moreover, when you really look at some of the small tech companies which were
brought public, mainly from private equity players, some of the tech companies have --
are too small to be public in the first place, in my mind. And second, there are other
considerations there that are really important that we need to take into account when we
execute a transaction.

One of those considerations is the fact that there's way too much stack-based
compensation within those companies and for -- when these companies are eventually
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bought by strategic players like us, we're very concerned about the level of stack-based
compensation some of these players have because that would represent a moment for the
management and talent to exit.

And when you are moving into the upper layers of the stack, so to speak with software,
the talent is really, really critically important. So one of the questions that we all have to
ask ourselves is when you have that degree of stack-based compensation, what is it that
you're actually truly buying? And are the people that you're going to be bringing into the
company going to be aligned to your philosophy, to your strategy? To your culture?
There are all these considerations coming into play. So we are cautions on valuations of
tech companies as we see them right now.

We have some questions from the audience. It's on hyperconvergence. So what do you
see as the competitive environment in hyperconverge vis-a-vis VMware and Nutanix?
Maybe you can elaborate -- | mean, the question also asks about -- another question asks
about your -- how is the partnership with Nutanix coming along? And then related to
that, do you see Simplivity moving to a software-only solution?

So it's a great question. So, Simplivity is a very important business for us. It's
performing very well in that landscape that you painted the Number 3 in hyperconverged
space. So, really important and like | said before, this has grown 25% year-over-year for
us, right? So, it's a pretty strong offering that we have.

The market is wide open for hyperconverged solutions and the reason why this is, is
essentially decoupling the software from the appliance is more and more the norm.
Ultimately what matters is not so much what the storage solution truly is, whether it's
hyperconverge or traditional storage, what really matters is the ability to manage that data
environment in a way that is efficient. And so most of the interesting trends that we're
seeing in storage revolve around the data layer and how the data layer is being managed.

So, what we -- where we are, we've done with Aruba, with Aruba Central, is already
there for us in storage with InfoSight. InfoSight is an incredibly powerful solution to be
able to manage multiple storage instances in a transparent way because at the end of the
say what you want is that -- you want the machine to work and this is why the data
management layer gains more and more importance.

With respect to the partnership with Nutanix, we're pretty happy with how it goes. It's
more a partnership on the service side; they buy from us and it's going well.

All right, I think we're out of time. | mean, | have a lot of questions, it's been a great
discussion.

Thank you.
Thanks a lot, Tarek, for joining us. Appreciate it.

Thank you Munjal, thank you for having me.



