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Hewlett Packard Enterprise (HPE) had just reported record quarterly revenue and record
AI-systems revenue. The results also showed how difficult it could be to convert interest into
durable orders: during the quarter HPE booked approximately $1.2 billion in AI-systems orders,
then removed a $700 million order over concern about a specific customer. Net orders were
approximately $500 million. On its December 5 earnings call, management said subsequent
orders had brought current AI-systems backlog above $3.5 billion. These figures describe
different periods and measures; the backlog figure was reported after the quarter ended on
October 31, not as a quarter-end balance. [1, 2]

HPE’s CFO said orders in AI systems can be “lumpy.” The CEO told analysts that the de-book
was due to concern about a specific customer, not a competitive loss. That explanation was
management’s account; the company did not disclose the customer, order terms, or the
analysis behind the decision. HPE’s public materials did not detail backlog aging, customer
concentration, cancellation terms, component commitments or an AI-systems gross margin. [2]

The choice mattered for both fulfillment and exposure. HPE ended fiscal 2024 with $7.8 billion
of company-wide inventory, up 2% from the prior quarter. Management attributed the increase
to the nature of the AI-systems business and said it planned to reduce inventory during FY2025
while converting AI backlog and growing storage. It also said HPE intended to procure
components for current and future AI-systems demand while managing inventory. The public
information did not show how much inventory or supplier commitment was specific to AI
systems, or how much could be deferred, cancelled or redeployed. [2]

The operating and financial context
For Q4 FY2024, HPE reported revenue of $8.5 billion, up 15% year over year. GAAP gross margin
was 30.8%, down 400 basis points year over year; non-GAAP gross margin was 30.9%, down
390 basis points year over year and 90 basis points sequentially. HPE’s CFO attributed the
margin decline to a record contribution from AI-systems revenue and a lower contribution from
Intelligent Edge. She also said gross profit dollars grew year over year and quarter over quarter.
These are company-wide gross-margin figures and management’s explanation; HPE did not
disclose AI-specific gross margin. [1, 2]

HPE reported Q4 Server segment revenue of $4.7 billion and an 11.6% operating margin. Server
includes AI systems and traditional compute. That segment operating margin is not an AI
product gross margin. Other Q4 reported segment figures included Intelligent Edge revenue of
$1.1 billion, down 20% year over year, with 24.4% operating margin; and Hybrid Cloud revenue
of $1.6 billion, up 18%, with 7.7% operating margin. These figures give a portfolio context for
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the decision but do not establish relative product returns. [1]

HPE’s management expected customer demand to remain competitive and lumpy, and
expected less AI-systems contribution in Q1 FY2025 after the strong Q4. Management said
customers were navigating the transition to next-generation GPUs; it expected Server operating
margin in a range of about 10%-11% for Q1. It also said it would procure components needed
for current and future AI demand while managing inventory. These statements were the
company’s outlook as of December 5, not subsequent results. [2]

A crowded market
HPE was not the only company describing a large AI-server opportunity. Dell Technologies
reported $3.6 billion of AI-server orders, $2.9 billion of shipments and $4.5 billion of AI-server
backlog in its November 26, 2024 call. Dell also said its company-wide inventory was elevated,
attributing that in part to its AI-server business and order timing. These disclosures are a
market signal, not a direct comparison: Dell and HPE reported different fiscal quarters, and
public sources do not establish identical product, backlog or customer definitions. [3]

The academic evidence offers a way to frame the operational trade-off. A peer-reviewed study
of a high-end server manufacturing supply chain describes simulation and optimization across
profit, lead time and risk, but its full method and case results were not accessible for this case.
A separate theoretical model of production-capacity investment finds that the value and timing
of commitment depend on modeled production flexibility and demand uncertainty. It is a
stylized model, not evidence about HPE’s supplier contracts or AI economics. [4, 5]

Your decision
Assume you are advising HPE’s executive team on its FY2025 AI-systems supply and
order-acceptance posture. The following are hypothetical policy alternatives; the public record
does not say HPE adopted them.

1. Front-load procurement: Commit more components and inventory against the visible AI
demand and backlog, seeking to protect delivery and capture business while the market is
expanding.

2. Stage commitments: Release procurement and accept customer exposure in steps, using
order firmness, customer risk, component lead times and conversion evidence to govern
each step.

3. Cap incremental exposure: Limit additional AI-specific commitments until demand
conversion and order quality are clearer, while prioritizing traditional compute and other
portfolio demand.

Which posture should HPE choose? What information would change your decision? How would
you balance fulfillment, customer risk, inventory, margin, cash and competitive position without
assuming that the reported backlog is firm revenue or that all components are interchangeable?
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