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HP Inc. (HPQ) 
Business Description  

HP Inc. is a global provider of 
personal-computing and printing solutions 
that designs, manufactures, and supports a 
broad portfolio of hardware, peripherals, 
and related consumables. The company 
operates under a vertically integrated 
model combining design, component 
sourcing, assembly, and distribution, 
supported by one of the largest global 
channel networks in the technology 
hardware industry. 

HP’s operations are organized into two 
primary business groups. The Personal 
Systems segment provides commercial and 
consumer PCs, workstations, and 
peripherals. This unit benefits from 
multi-year enterprise refresh cycles, 
education and government contracts, and a 
broad installed base that supports scale 
purchasing and inventory flexibility. The 
Printing segment encompasses hardware, 
supplies, and managed print services. 
Although hardware demand is structurally 
mature, recurring supplies consumption 
provides a high-visibility cash-flow stream 
and cushions cyclicality in unit shipments. 

The company’s revenue base is 
geographically diversified, with roughly two-thirds generated outside the United States. Its procurement and 
logistics infrastructure allow for rapid cost adjustments in response to component pricing and demand shifts. HP 
maintains a lean manufacturing footprint through contract partners and selective internal production, supporting 
asset-light operations and strong cash conversion. From a credit standpoint, HP’s business profile is defined by 
moderate cyclicality offset by recurring consumables revenue, high working-capital efficiency (negative cash 
conversion cycle), and conservative financial policy targeting gross leverage in the low-2x range. These 
characteristics underpin stable investment-grade credit quality despite limited top-line growth prospects.  

Sector: Technology Hardware Industry: Computer Hardware & Peripherals 
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Investment Thesis 

HP Inc.’s 4.20 % senior unsecured notes due April 2032 offer defensive carry and moderate roll-down within 
the BBB-rated technology hardware sector. At a current OAS of 77 bps, the bonds are fairly valued to slightly 
tight versus the BBB Technology BVAL curve at the 10-year tenor, reflecting HP’s stable fundamentals and 
strong liquidity rather than mispricing. 

Fundamentals: Gross leverage remains near 2.0x EBITDA, supported by $2.5–3.0 B annual FCF, and 
management maintains a stated low-2x leverage ceiling while fully funding distributions from internal cash 
flow. HP holds $2.9 B cash and a $5 B undrawn revolver, with no near-term maturities. 

 
Exhibit A: HP Inc. Yield Curve vs Benchmark (BVAL) 

Relative Value: As shown in Exhibit A, HP’s BVAL curve tracks the BBB Technology and BBB Composite 
benchmarks through 5-9 years and trades slightly through (tighter than) the BBB Tech curve around 10 years (≈ 
–8 bps spread in bottom panel). Only beyond 10 years does HP’s curve rise above benchmarks (~+10–15 bps), 
where longer-dated HP paper is modestly wide. At the 2032 tenor, the bond is fair-to-slightly rich, but the carry 
profile and credit improvement outlook support continued tight trading and low volatility. 

Return Profile: Assuming 10 bps of spread tightening to 67 bps, total return is 5.8–6.0 % over 12 months in a 
static-rate environment. Downside protection comes from carry (4.3 %), stable BBB fundamentals, and ample 
liquidity. HP represents a defensive carry trade with upgrade optional potential by FY26–27 as net leverage falls 
to ~1.1x. 
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Background 

HP Inc. was created in November 2015 following the separation of Hewlett-Packard Company into HP Inc. 
(Personal Systems and Printing) and Hewlett Packard Enterprise (enterprise infrastructure, software, and 
services). The split allowed HP Inc. to focus on the consumer and commercial PC markets alongside printing 
hardware and consumables, adopting an asset-light, capital-efficient business model prioritizing cash generation 
and shareholder returns. 

Since the separation, HP has consolidated manufacturing through contract partners (Flex, Jabil, Quanta), 
streamlined its supply chain to achieve negative working capital, and maintained a conservative leverage target 
in the low-2x range. Management's approach prioritizes consistent free cash flow generation, disciplined capital 
allocation, and investment-grade ratings stability over expansionary M&A or debt-funded growth initiatives. 

The company has successfully navigated multiple PC demand cycles, the 2020-2021 pandemic-driven surge and 
subsequent normalization, the 2021-2022 global semiconductor shortage, and ongoing secular pressures in 
printing. Through these periods, HP maintained leverage below 2.5x and continued returning substantial capital 
to shareholders ($15B+ over the past four years) while preserving investment-grade credit metrics. 

This disciplined financial framework and proven operational resilience through cycles underpin HP's stable 
BBB credit profile and provide confidence in management's ability to execute the FY26-27 credit improvement 
trajectory. 

Recent Developments 

HP’s FY2025 results reflect stabilization after a soft first half, with Q3 marking a clear inflection in free cash 
flow and working capital normalization despite margin headwinds. 

Q3 FY2025 (Quarter Ended July 31, 2025): HP posted $13.93 billion in revenue (+3.1 % YoY), driven by 6 % 
growth in Personal Systems as enterprise refresh cycles, early AI-PC adoption, and government/education 
demand offset continued consumer softness. Printing declined 3.8 % YoY as hardware volumes fell on 
structural pressures, though supplies revenue remained resilient. 

Profitability remained under pressure: gross margin 20.5 % (–100 bps YoY) from competitive PC pricing, 
15–20 % DRAM/SSD inflation, and higher freight costs. EBITDA fell 11 % YoY to $1.02 billion (7.3 % 
margin), while net income rose 19 % YoY to $763 million on a lower effective tax rate (16.9 %). 

The quarter delivered a decisive cash-flow turnaround: 

●​ Operating CF: $1.66 billion 

●​ Free CF: $1.45 billion (+15 % YoY) 

●​ Working Capital: +$1.79 billion accounts-payable inflow as payment terms normalized.​
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Balance Sheet: Cash $2.87 billion; debt $9.6 billion; net leverage 1.46x. Capital returns totaled $422 
million ($150 M buybacks, $272 M dividends). 

●​ Key Takeaway: Q3 confirmed that early-year FCF weakness was timing-driven. With normalized 
payables and improving conversion, HP exits FY25 with stronger liquidity momentum. 

First Half FY2025: Revenue of $26.7 billion (+2.8 % YoY) reflected +5.9 % in Personal Systems and –3.4 % in 
Printing. Margins compressed (gross 20.9 %, –170 bps) and EBITDA $1.9 billion (7.1 % margin, –17 % YoY) 
as cost inflation and pricing competition persisted. Free cash flow turned –$73 million (vs. +$425 M prior year) 
due to a $1.7 billion accounts-payable outflow from payment normalization. Q3’s reversal validates this as a 
temporary working-capital swing. 

FY2024 Full Year: HP generated $53.6 billion revenue (–0.3 % YoY), with Personal Systems +1.4 % offsetting 
Printing –3.8 %. EBITDA $4.65 billion (8.7 % margin, +8 % YoY) and FCF $3.16 billion (+7 %) fully funded 
$3.2 billion shareholder returns while modestly reducing leverage to 1.46x (from 1.59x). HP maintained PC 
share, executed cost actions, and managed supply-chain normalization effectively—building a base for FY26 
recovery. 

Recent Financial Performance 

HP’s revenue mix and margin trajectory illustrate a company transitioning from cyclical softness toward steady, 
cash-driven recovery. 

 
Segment Trends: 

●​ Personal Systems (~70 % of sales): +6 % YoY in Q3 on enterprise demand, AI-PC launches, and 
Windows 10 end-of-life migrations. Commercial mix now dominates, driving higher visibility and 
margins. 

●​ Printing (~29 % of sales): –3 to –4 % annual decline as office digitization and remote work weigh on 
hardware volumes; supplies revenue remains stable. Subscription and managed-print models are 
gradually adding recurring contribution 

Margin and Cashflow: Gross margin averaged ≈21 %, pressured by component inflation but stabilizing 
sequentially; EBITDA margin7–8 %represents the cyclical trough. R&D investment (~3 % of sales) and SG&A 
discipline (~10 %) preserve operating leverage as volumes recover. Strong $3.16B FCF (+7% YoY) 
demonstrated HP's cash generation capability. Q4 delivered $1.47B FCF alone, showing a seasonal pattern 
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where 40-50% of annual FCF typically generated in fiscal Q4 (calendar Q3). FY25 represents temporary 
departure (31% EBITDA to FCF conversion) from working capital timing. Long-term conversion rate remains 
structurally intact, supporting $3-4B+ normalized FCF capacity. 
 

 
 
Near Term Outlook 
 
FY2025 represents a transitional year for HP as profitability stabilizes and cash flow begins to recover from 
early-year working capital headwinds. We project revenue of approximately $55.1 billion (+2.9 % YoY), 
supported by 5–6 % growth in Personal Systems from enterprise PC refreshes, AI-enabled device adoption, and 
Windows 10 end-of-life migrations. These gains should more than offset a 3–4 % annual decline in Printing, 
where hardware volumes continue to contract but supplies revenue remains resilient. The company’s broad 
commercial exposure and disciplined pricing strategy provide a buffer against continued consumer softness. 
 
Profitability is expected to trough in FY2025, with EBITDA of roughly $4.3 billion (7.8 % margin) reflecting 
temporary cost pressures from component inflation and promotional pricing. Sequential improvement is already 
evident in Q3 and should continue through year-end as DRAM and SSD prices flatten, the product mix skews 
further toward higher-margin commercial PCs, and cost actions initiated earlier in the year are fully realized. On 
this trajectory, HP enters FY2026 with a structurally leaner expense base and improving gross-margin profile. 
 
Free-cash-flow generation will remain constrained in the near term, though the trend is clearly improving. Our 
conservative estimate of $1.3–1.5 billion for FY2025 incorporates residual H1 working-capital drag, while 
management’s $2.6–3.0 billion guidance appears achievable given Q3’s $1.45 billion FCF rebound and typical 
Q4 seasonality, when 40–50 % of annual cash flow is generated. Looking ahead, free cash flow is expected to 
inflect above $4.5 billion in FY2026 as EBITDA rises to the $5.2–5.8 billion range (≈9.5 % margin), working 
capital normalizes, and capex remains stable near $900 million (1.6 % of sales). This sustained recovery 
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supports rapid deleveraging toward management’s sub-2.0x gross-leverage target and positions HP for potential 
credit-rating upgrades by FY2026–27. 
 
Liquidity 
 
HP maintains a strong liquidity position supported by consistent free-cash-flow generation, sizable revolver 
capacity, and limited near-term maturities. As of FY2025E, total liquidity stands at $1.75 billion, consisting of 
$1.65 billion in unrestricted cash and $1.1 billion in uncommitted lines of credit, partially offset by $526 million 
of near-term debt maturities. Including the company’s fully undrawn $5.0 billion revolving credit facility due 
August 2029 and a $6.0 billion commercial paper program, total available sources of liquidity exceed $12 
billion, providing ample financial flexibility even through cyclical PC and printing downturns. 
 

 
 
Even through periods of component inflation and revenue softness, HP’s liquidity coverage and access to 
diversified funding sources remain ample. The firm’s consistent maintenance of $6 billion in commercial paper 
authorization and staggered revolving facilities—most notably the 2029 $5 billion sustainability-linked 
RCF—illustrates proactive liquidity planning. HP’s conservative approach to liquidity management continues to 
support its BBB credit profile and stable outlook, with near-term cash needs well covered by internal generation 
and committed credit availability. 
 
Capital Structure 
 
HP’s capital structure remains conservative and entirely unsecured, providing a strong foundation for its 
BBB-rated credit profile. As of FY2025E, the company carries $10.1 billion of total debt and $2.9 billion of 
cash, resulting in net debt of roughly $7.2 billion and net leverage of 1.46x EBITDA. The company’s debt mix 
is 100 % senior unsecured, fixed-rate, and free of financial maintenance covenants. HP maintains broad access 
to both public and private credit markets through its benchmark bond platform and $6 billion commercial-paper 
authorization. 
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The weighted-average coupon is approximately 4.3 % and the weighted-average maturity is roughly 10 years, 
reflecting a disciplined approach to liability management. HP’s largest upcoming maturity is $1.7 billion in 
FY2026 (2.20 % and 1.45 % notes), followed by modest amortizations before the long-dated 2041 maturity. 
This well-laddered structure minimizes refinancing risk, while the absence of secured debt preserves 
balance-sheet flexibility. 
 

 
Exhibit B: HP Inc. Debt Maturity Profile 
 
Credit metrics remain solidly investment-grade. FY2024 interest coverage stood at 11.1x, far above the 
company’s minimum covenant of 3.0x, and gross leverage at 2.16x, well within the 4.0x covenant limit. 
Free-cash-flow to debt coverage exceeded 30 % in FY2024 and is projected to approach 45 % by FY2026 as 
FCF normalizes above $4.5 billion. HP’s conservative capital policy—favoring internally funded shareholder 
returns and minimal reliance on incremental debt—supports a stable ratings outlook and positions the company 
for potential tightening of credit spreads as operating cash flow recovers. 
 
Ratings Commentary 

We believe HP is likely to maintain a Stable rating over the next 12 months. Rating agencies anchor their outlooks 
on HP keeping leverage below 2x, sustaining free cash flow generation, and preserving liquidity despite pricing 
pressure and cyclicality in printing and PCs. Our model projects net leverage in the mid-1x area and continued FCF 
support, which limits near-term downgrade risk and supports ratings stability.  However, if HP demonstrates 
multiple consecutive quarters of growth in the Printing segment and AI-driven PC demand materializes as expected, 
an upgrade becomes plausible over time — but only after consistent execution is visible. 
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Management 
 
HP’s leadership team combines deep institutional experience with disciplined financial management, 
underpinning the company’s consistent credit performance and investment-grade profile. The team has 
demonstrated operational agility through multiple market cycles and maintained strong execution on 
balance-sheet and cash-flow priorities. 
Key Executives 
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●​ Enrique Lores – President & Chief Executive Officer​
• Appointed CEO in November 2019; over 30 years with HP (joined 1989).​
• Career HP executive with extensive experience leading Imaging, Printing & Solutions (2015–2019).​
• Known for operational rigor, cost discipline, and focus on sustainable free-cash-flow generation.​
• Successfully navigated pandemic-era supply-chain disruption while maintaining investment-grade 
ratings. 

●​ Karen Parkhill – Chief Financial Officer​
• Appointed CFO in August 2024; joins HP from Medtronic, where she served as EVP & CFO 
(2016–2024).​
• Earlier finance leadership roles at Comerica and JPMorgan Chase.​
• Brings deep capital-markets experience, strong balance-sheet management, and a disciplined 
approach to liquidity and leverage. 

●​ Tuan Tran – President, Imaging, Printing & Solutions​
• 28 years with HP, currently leading the global printing business.​
• Focused on cost transformation, subscription-based printing, and margin stability in a structurally 
declining segment.​
• Provides operational continuity across one of HP’s most cash-generative divisions. 

●​ Alex Cho – President, Personal Systems​
• 29 years with HP, leading the PC and commercial systems segment.​
• Oversees AI-PC strategy, product innovation, and enterprise refresh cycle execution.​
• Central to near-term growth and margin recovery within HP’s largest business unit. 

HP’s management depth and long average tenure (20 + years across the executive team) provide stability and 
institutional expertise. The combination of Lores’s operational leadership and Parkhill’s external financial 
discipline ensures continued focus on leverage management, working-capital efficiency, and investment-grade 
credit preservation. 

Capital Allocation & Shareholder Returns 

HP follows a disciplined capital-allocation hierarchy focused on (1) sustaining and growing the dividend, (2) 
preserving its investment-grade profile with a gross-leverage ceiling of ~2.0x EBITDA, (3) opportunistic share 
repurchases funded by residual free cash flow, and (4) targeted reinvestment in core growth initiatives. 

Dividend: The quarterly dividend is $0.2625 per share ($1.05 annualized), representing roughly $1.1 billion of 
annual distributions and ~40–45 % of normalized free cash flow. 

Share Repurchases: HP maintains a $4.0 billion authorization approved in October 2023 with ≈ $2.8 billion 
remaining as of Q3 FY 2025. Execution has remained active despite temporary cash-flow headwinds — $2.0 
billion repurchased in FY 2024 and $850 million through Q3 FY 2025, including $150 million in the most 

9 



              
 Jeewan Khadka 

(608) 354 1723 
jkhadka@wisc.edu 
October 30th, 2025 

Finance 640: Intro to Credit Trading     
 
recent quarter. Management expects to accelerate repurchases to $2.5–3.0 billion per year in FY 2026 as free 
cash flow recovers above $4.5 billion while keeping gross leverage below 2.0x. 

Track Record: Since its 2015 separation, HP has returned over $15 billion to shareholders (~$3.5 billion per 
year on average), funded entirely through internal cash generation. This shareholder-friendly yet 
credit-disciplined policy anchors HP’s stable BBB ratings and supports potential spread tightening as operating 
cash flow rebounds. 

Key Risks & Mitigants 

●​ Secular Printing Decline (High Impact / High Probability). Printing hardware units continue to fall 3–4 
% annually as enterprises digitize workflows. However, the segment’s recurring supplies revenue (~60 
% of segment sales) and subscription models (Instant Ink, managed print) generate durable cash flows 
with 35 %+ EBITDA margins, mitigating volume erosion. Printing now represents only ~29 % of total 
revenue. 

●​ PC Market Cyclicality (Medium Impact / Medium Probability). Personal Systems (~70 % of sales) 
faces enterprise and consumer IT cycles. Mitigants include a commercial-heavy mix (~70 % of segment 
revenue), Windows-10 end-of-life refresh demand, AI-PC launches, and a negative working-capital 
structure that provides natural liquidity hedging. 

●​ Component Cost Inflation & Supply Chain Risk (Medium Impact / Low Probability). HP’s scale and 
long-term supplier agreements moderate the effect of 15–20 % DRAM/SSD price volatility. Its 
asset-light manufacturing via Flex, Jabil, and Quanta offers agility and geographic diversification. 

●​ Execution Risk on FY 2026 Deleveraging (Medium Impact / Low Probability). The upgrade case 
assumes FCF > $4.5 billion and net leverage < 1.5x. Mitigants include seasonal Q4 cash-flow strength, 
reaffirmed management guidance, and ample liquidity (>$12 billion sources). 

●​ Competitive Pressure (Medium Impact / Ongoing). Dell and Lenovo remain aggressive in commercial 
PCs, while Apple’s Mac momentum pressures the consumer segment. HP’s enterprise relationships, 
AI-PC roadmap, and locked-in consumables ecosystem help preserve scale and margins. 

●​ Regulatory & Tariff Risk (Low Impact / Low Probability). Global manufacturing diversification and 
multi-region sourcing limit exposure to U.S.–China trade actions. The company successfully navigated 
prior tariff cycles without material credit impact. 

Overall, HP’s risk profile is consistent with a stable BBB credit quality. Cyclical pressures in PC and Printing 
segments are well understood and manageable within its free-cash-flow capacity. 
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Relative Value 

HPQ 4.20 % ’32 bonds trade near 117 bps Z-spread, around 20 bps wide to Dell and 17 bps wide to Marvell, 
despite stronger liquidity and lower leverage (1.7x vs 2–3x for peers). Within the BBB technology complex, HP 
offers superior carry and defensive characteristics, warranting tightening to ~100 bps as FCF recovers and 
deleveraging continues through FY 2026. 

 

Analysis 

1.​ HP vs. Dell Technologies:​
HP trades ~20 bps wide (117 bps vs 97 bps) despite lower net leverage (1.7x vs 2.1x), stronger liquidity 
($6 B +), and more predictable free-cash-flow generation. Dell’s longer duration and higher exposure to 
cyclical infrastructure justify part of the gap, but HP’s disciplined capital policy (< 2.0x leverage target) 
supports tightening potential of 10–15 bps. 

2.​ HP vs. Marvell Technology:​
HP offers similar maturity risk but trades ~17 bps wider than Marvell despite materially lower leverage 
(1.7x vs 3.8x) and 10x greater revenue scale. Marvell’s smaller size and higher cyclicality suggest HP 
should trade tighter or at least in line. 
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3.​ HP vs. Qualcomm & NVIDIA:​
Both A-rated peers trade 45–60 bps tighter, consistent with stronger profitability (EBITDA > 30 %) and 
near-net-cash balance sheets. The current spread gap appropriately reflects rating and business-mix 
differences rather than mispricing. 

HPQ 4.20 % ’32 bonds appear modestly undervalued within the BBB technology hardware complex, offering 
20–30 bps incremental spread versus comparable credits despite stronger liquidity and improving credit 
trajectory. At ~117 bps Z-spread and 4.37 % YTW, the issue delivers a compelling carry opportunity and upside 
from potential tightening as HP’s FCF recovery and deleveraging materialize through FY 2026.​
 

Overall, the bonds screen as fair-to-cheap, providing a defensive BBB carry trade with upgrade optionality and 
robust secondary liquidity. 

Return Analysis 

HP Inc.’s 4.20 % ’32 senior notes demonstrate a favorable near-term carry profile with limited downside risk. 
Using Bloomberg HZ1 horizon modeling (settlement = 10/30/25; horizon = 09/30/26; modified duration = 5.55 
yrs), we evaluate three cases reflecting spread compression, stability, and widening scenarios. 

Base Case (OAS = 78.9 bps, Unchanged Spread) 

 

The base case reflects pure carry return with minimal price movement. Coupon income (4.2 %) drives the bulk 
of performance, supported by modest pull-to-par and reinvestment income. 

Bull Case (OAS Tightens 10 bps → 68.9 bps) 
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Modest spread tightening adds ~70 bps of price return on top of carry, producing a total return near 5 %. Upside 
is driven by improving fundamentals and sentiment toward BBB technology credit. 

Bear Case (OAS Widens 10 bps → 88.9 bps)  

 

Even with 10 bps widening, coupons carry offsets price pressure, maintaining positive total return. HP’s stable 
BBB profile and strong liquidity buffer limit downside risk. 

Across all cases, HPQ 4.20 % ’32 bonds deliver 4.4 – 5.4 % pre-tax total returns, with positive outcomes under 
both spread and rate shocks. The 4.2 % coupon provides strong carry stability, while moderate tightening could 
lift returns toward 5 %. Given improving leverage metrics, liquidity, and sector support, the bonds offer 
defensive carry with asymmetric upside — a BUY for 12-month tactical positioning. 
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Appendix 

Figure 1: Income Statement 

 

Figure 2: Balance Sheet 
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Figure 3: Cashflow Statement 

 

Figure 4: Liquidity 
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Figure 5: Capital Structure 

 

Figure 6: Credit Statistics 
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