
 
 

 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
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Thesis 

 HPE is a pure-play on next generation data center and the enterprise customer. 
 2Q16 results showed HPE beginning to navigate disruptive transitions including cloud, big data 

analytics, software defined data center, and enterprise mobility. 
 Sale of the Enterprise Services business to Computer Sciences Corp. reduces the complexity of 

operations and markets served, helps growth and aids margins. 
 But divestiture also makes HPE more of a pure play in hardware – a challenging market amid 

cloud transition. 
 

Fiscal 2Q16 (ended 4/30/16) Performance 
 HPE report fiscal 2Q16 results after hours on Tuesday 5/24/16.  
 Revenue of $12.71 billion, non-GAAP EPS of $0.42. 
 Street expected: Revenue of $12.34 billion, adjusted EPS of $0.42. 
 Argus expected: Revenue of $12.45 billion, adjusted EPS of $0.43. 
 Comparisons are against restated data (not comparable with old Hewlett-Packard Inc.). 

o Revenue up 1% y/y. 
o EPS down 1% (from restated $0.44). 

 
Sale of Enterprise Services (ES) to Computer Sciences Corp. 

 Enterprise Services unit (37% of total): 2Q16 revenue of $4.7 billion, down about 2%. 
o Both IT Outsourcing nearly flat. 
o Applications & Business Process Outsourcing down 3%. 
o Both continue to adapt to the roll-off of lower-margined business. 

 This sale rids HPE of a non-complementary business that has been drag on growth and on 
margins. 

 Meg Whitman noted some companies they want to sell hardware to see ES as a competitor. 
 Plus EG has its own support services business (TS & consulting). 



 
Performance of HPE in 2Q16 

 Enterprise Group: Revenue of $7.0 billion (55% of total), up about 7% year over year. 
o Mid-single-digit growth in industry standard servers, and better growth in business 

critical systems (UNIX servers). 
o Mid-single-digit decline in technology services.  
o  Networking up sharply following sale of majority stake in Chinese-based networking 

assets to companies controlled by Tsinghua University. 
o Software (6% of revenue) down in low double-digits. 

 
Strategic Positives 

 Sale of Enterprise Services is smart end-game for this business, as HPE is being outgunned by 
IBM and pure plays (Accenture, Infosys, Cognizant). 

 This sale-partnership makes HPE a smaller company ($8 billion/q revenue, $32 billion annual 
revenue) but better margined and better positioned to grow.  

 Enterprise Services is low margined, has not shown topline growth.  
 On 12/1/15, HPE announced plans to develop a cloud business with Microsoft, although the 

initial positive response (a 5% stock rally) was subsequently reversed. 
 
Full-Year Outlook 

 For all of fiscal 2016, HPE reaffirmed guidance for non-GAAP EPS in a range of $1.85-$1.95 per 
diluted share.  

 
Conclusion 

 Sale of ES helps HPE on path to faster growth and margin expansion. 
 Amid intense cloud competition, no guarantee that a hardware-based company can thrive; but 

HPE not standing still. 
 We think HPE can build on its incumbency and legacy relationships in the data center to create a 

strong enterprise brand. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


