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Prepared Remarks 
 
JASON KARY 
  
Thank you, and welcome everyone to Keysight’s Fourth Quarter Earnings Conference Call for 
Fiscal Year 2019.   
 
Joining me are Ron Nersesian, Keysight President and CEO; and Neil Dougherty, Keysight Senior 
Vice President and CFO.  Joining us in the Q&A session will be Mark Wallace, Senior Vice 
President of Worldwide Sales, and Satish Dhanasekaran, President of the Communications 
Solutions Group. 
 
You can find the press release and information to supplement today's discussion on our website 
at investor.keysight.com.  While there, please click on the link for quarterly reports under the 
financial information tab.  There you will find an investor presentation along with Keysight’s 
segment results.  Following this conference call, we will post a copy of the prepared remarks to 
the website. 
 
Today's comments by Ron and Neil will refer to non-GAAP financial measures.  We will also 
make references to “core” growth, which excludes the impact of currency movements and 
acquisitions or divestitures completed within the last twelve months.  You will find the most 
directly comparable GAAP financial metrics and reconciliations on our website.  
 
We will make forward-looking statements about the financial performance of the company on 
today’s call.  These statements are subject to risks and uncertainties and are only valid as of 
today.  The company assumes no obligation to update them.  Please review the company's 
recent SEC filings for a more complete picture of our risks and other factors.   
 
Lastly, I would note that management is scheduled to participate in upcoming investor 
conferences in December hosted by Wells Fargo, Credit Suisse, Barclays and Cowen.  We hope 
to see many of you there.  
 
And now I will turn the call over to Ron.  



  

  

RON NERSESIAN  
 
Thank you, Jason, and thank you all for joining us.  Keysight delivered an outstanding quarter as 
we executed on our strategy and exceeded our commitments.  This fiscal year 2019 was also an 
exceptional year of record performance as our strategy of innovation and differentiation 
solidified Keysight’s leadership in our target markets.  
 
Today, I’ll focus my formal comments on three key headlines.   

• First, Keysight finished the year with both record quarterly and annual performance.  In 
Q4 and in fiscal year 2019 in total we achieved record orders, record revenue, record 
gross margin, record operating margin and record EPS.  For the full year, revenue grew 
10 percent to reach a record $4.3 billion.  We achieved 11 percent core revenue growth, 
while generating 63 percent gross margin, 24 percent operating margin, and delivering 
record 46 percent year-over-year EPS growth.     

• Second, we are well-positioned for continued growth with a broad and differentiated 
portfolio of solutions targeted at the fastest growing segments of our end markets.  Our 
focus on the long-term secular growth rate trends in 5G, next-generation automotive, 
networking, IoT and defense modernization give us confidence in our ability to drive 
above market growth even in times of macro-economic uncertainty.   

• Third, over the last five years since launching Keysight we have successfully executed a 
strategy to grow our business and improve our financial performance.   Our industry-
focused solutions, targeted R&D investments, acquisitions, and operational rigor have 
enabled Keysight to deliver compounded annual revenue growth of 11 percent and 
compounded annual EPS growth of 17 percent since becoming an independent public 
company.   
 

Now let's take a deeper look into our record-setting performance across the business.  In the 
fourth quarter we achieved record earnings of 1 dollar 33 cents per share, which was 13 cents 
above the high-end of our guidance range and represents 31 percent year-over-year earnings 
growth.   
 
We also delivered record orders in the fourth quarter.  Orders of $1 billion 194 million grew 6 
percent year-over-year and 7 percent on a core basis.  Excluding the unfavorable impact of 
trade restrictions on one of our larger customers in China, orders grew 10 percent, reflecting 
the strength of our broad portfolio of solutions and extensive customer reach.  Our continued 
strong order growth has translated into another quarter of record revenue.  Q4 revenue of $1 
billion 122 million grew 7 percent on both a reported and core basis.  This quarter we continued 
to see good growth in commercial communications where we have strong differentiation in 5G, 
as well as strength in US aerospace defense solutions.  Our Ixia Solutions Group delivered 
double-digit order growth and 15 percent revenue growth as network visibility remained strong 
and network test grew double-digits driven by increased investment in 400 gigabit ethernet 
solutions.   
 



  

  

2019 was truly a record year for Keysight with total order growth of 9 percent, or 10 percent on 
a core basis, despite macro uncertainties and global trade tensions.  Total orders for the year 
were $4.4 billion, a new milestone for the company.  Total revenue grew 10 percent, or 11 
percent on a core basis, to a record $4.3 billion.  We achieved this growth while increasing gross 
margin by 280 basis points and operating margin by 520 basis points year-over-year.   This 
resulted in approximately $1 billion in both operating income and cash flow from operations.  
2019 earnings per share of $4.72 were up 46 percent over the last year.   Our results this year 
were driven by the strength of our software-based solutions, broad-based growth across 
multiple dimensions of the business, and the customer focus and operational discipline of our 
Keysight Leadership Model.   
 
I’ll now share some data points that illustrate the strength of our business in a few key areas.   
 
Orders for our software solutions grew 19 percent in 2019 to reach $853 million, representing 
19 percent of total Keysight orders for the year.  This growth was driven by strong demand for 
our 5G solutions, design software, and network visibility solutions.  Our recent announcement 
of the PathWave Test 2020 software suite represents a significant milestone in the ongoing 
development and deployment of Keysight’s PathWave software strategy.  PathWave Desktop 
Edition, the latest PathWave release, delivers an integrated experience for leading electronic 
manufacturers, accelerating the time-to-market of their digital and wireless platforms and 
products, including 5G, IoT and automotive electronics.   
 
Services are another important element of our solution-centric engagement model with 
customers.  We achieved all-time highs for both services orders and services revenue for the 
fourth quarter and the full year.  Aligning our services business with our industry-focused 
business groups at the beginning of this fiscal year was the next-level growth catalyst that we 
expected.  I’m pleased to report that we achieved over $550 million in services orders this year.  
Momentum for our services offering continues to build across multiple end-markets.  We are 
also seeing good adoption of our new support offerings, such as KeysightCare, which 
contributes positively to our margin expansion efforts.  Notably, the combination of our 
services and software solutions now accounts for over 30 percent of Keysight orders. 
 
Moving to our markets, our comprehensive suite of 5G solutions is driving strong growth in 
Commercial Communications as investment across the ecosystem is scaling ahead of 
deployments.  Our broad, differentiated portfolio and leadership in this fast-growing market 
position us well as the market expands.  Another recent example of our 5G leadership is the 
validation of our 5G conformance test solutions by the Global Certification Forum.  Our 
conformance platform has been adopted by all major test labs worldwide as the industry 
prepares for 5G device certification ahead of commercial launches.    
 
In automotive and energy, our revenues grew high single-digits for the full year, and we 
continue to see investment in next-generation technologies despite a slowdown in auto 
production. One example of this next-generation technology investment is in battery 
formation.  This is a core process used in the manufacture of electric vehicle batteries where 



  

  

specialized equipment must be used to generate accurate voltages and currents to charge and 
discharge a battery.  We recently achieved an important win using our battery formation test 
technology.  This solution demonstrates our ability to combine differentiated software and 
hardware capabilities from multiple R&D teams, spanning Germany, Colorado, New Jersey and 
Keysight Labs.  
 
In our Ixia Solutions Group, both network visibility and network test revenues grew double-
digits year-over-year in Q4.  Network visibility growth remained strong, and we see future 
opportunities to expand our footprint within enterprises deploying dedicated networks.  
Network test strength was driven by 400 gigabit ethernet investment in Layer 2-3 protocol 
solutions, as well as security applications. Our network test solutions have been adopted by 
many of the large industry players and span this ecosystem from NEMs to ODMs.  The 
differentiated capability of our Aries 1 400 gigabit ethernet platform, and our global sales 
reach, position us well to capture the investment expected in 2020.  In addition, the integration 
of ISG into our Communications Solutions Group, which we announced last quarter, is expected 
to accelerate solution synergies in 5G as the technology is deployed globally.   
 
In conjunction with our strong financial performance and execution, Keysight remains 
committed to our corporate social responsibility vision, which includes the environment, 
communities, responsible sourcing, ethical governance and our own people and solutions.  We 
continue to be recognized for our efforts by inclusion in multiple CSR-focused indices, most 
recently the Dow Jones Sustainability index.  Importantly, we outlined key impact goals and our 
progress in our CSR report earlier this year.  To highlight just a few of these results, we have 
engaged with over 400,000 students and future engineers through STEM education programs, 
and reduced our global energy and water consumption by 7 percent and 18 percent 
respectively.   
 
In summary, 2019 has been an exceptional year of great success and record revenue and 
earnings.  As we look ahead, we believe Keysight is well-positioned to expand our leadership as 
markets evolve.  Our financial performance and growth across multiple dimensions of the 
business are a validation of our strategy to offer customers full solutions that include both 
software and services.   We will continue to focus our investments in these key areas to drive 
innovation, create even more value for our customers and shareholders while we outgrow the 
market.        
 
Before I turn the call over to Neil, I would like to thank all our Keysight employees for their 
dedication and hard work that made our success over the past five years possible.  It’s an 
exciting time at Keysight, and we believe we are still just getting started.     
 
NEIL DOUGHERTY 
 
Thank you, Ron, and hello, everyone.  Before I begin, I will note that all comparisons are on a 
year-over-year basis unless specifically noted otherwise.   
 



  

  

As Ron mentioned, we delivered an outstanding quarter and fiscal year 2019.  We continued to 
execute on our strategy for growth, while maintaining focus on operational excellence.   
 
For the fourth quarter of 2019, we delivered record non-GAAP revenue of $1 billion 122 million, 
which was above the high end of our guidance range and grew 7 percent on a core basis.   
 
Our better-than-expected Q4 revenue results were driven primarily by continued strong 
demand where we have a leading position and differentiated solutions in the market, such as 
5G, aerospace defense, network visibility and general electronics.     
 
Total Keysight orders exceeded revenue once again this quarter.  We delivered a record $1 
billion 194 million in orders, up 6 percent in total and 7 percent on a core basis.   
  
Looking at our operational results for Q4, we reported record gross margin of 64 percent and 
operating expenses of $426 million, resulting in operating margin of 26 percent, the highest 
quarterly operating margin in Keysight’s history.  We also achieved net income of $254 million 
and delivered 1 dollar 33 cents in earnings per share, which was well above the high-end of our 
guidance and an increase of 31 percent year-over-year.  Our weighted average share count for 
the quarter was 191 million shares. 
 
Moving to the performance of our segments, our Communications Solutions Group generated 
record revenue of $706 million, up 7 percent, while delivering gross margin of 63 percent and 
an all-time high operating margin of just over 28 percent.   
 
In Q4, Commercial Communications delivered record revenue of $443 million, up 9 percent, 
driven by strength across the wireless ecosystem as 5G investment continues to build.   
 
Aerospace, Defense and Government achieved record revenue of $263 million, an increase of 5 
percent on a core basis versus a prior all-time high in Q4 last year.  Growth was driven by US 
government year-end spending and continued investment in China, offset by softness in Europe 
and the rest of Asia.  Orders for this end-market grew double-digits, and we continue to see 
investment in advanced technology modernization and solutions, such as cyber 
electromagnetic activities.  
 
For the year, CSG revenue grew 12 percent to reach $2 billion 688 million dollars. 
 
EISG generated fourth quarter revenue of $284 million, up 3 percent, driven by strength in the 
broad portfolio of products that serve our general electronics market, on-going investment in 
next-gen auto technologies, and better-than-anticipated semiconductor solution demand.  EISG 
reported record gross margin of over 62 percent, and operating margin of 28 percent.  For the 
year, EISG revenue grew 6 percent to reach $1 billion 135 million. 
 
ISG reported Q4 revenue of $132 million – a record since the acquisition of Ixia – which 
represents 15 percent growth over last year, with double-digit revenue growth in both Network 



  

  

Test and Visibility Solutions.  ISG reported gross margin of 72 percent and operating margin of 9 
percent.  As a reminder, this does not include the full benefit of the approximately $50 million 
in net annualized cost synergies we generated from the transaction, of which about 70 percent 
are being realized within CSG and EISG.    In Q1 we will align ISG with our Commercial 
Communications end-market, including global sales.  At that time, we will report ISG results 
within our Communications Solutions Group, which will provide solutions across the entire 
communications ecosystem, both end-to-end and up-and-down the stack.   
 
As Ron highlighted, we are pleased with our performance and execution as a company for the 
2019 fiscal year.  Revenue for the year totaled $4.3 billion and gross margin improved 280 basis 
points to 63 percent.  To fuel innovation and further strengthen our market position in strategic 
areas, we continued to invest in R&D, while maintaining strong operation discipline.  As a result, 
operating margin improved 520 basis points to 24 percent.  This translated to strong 46 percent 
earnings growth as we reported non-GAAP net income of $902 million, or $4.72 per share for 
the full year. 
 
Moving to the balance sheet and cash flow, we ended our fourth quarter with $1.6 billion in 
cash and cash equivalents and reported cash flow from operations of $263 million and free cash 
flow of $233 million, which represents 21 percent of revenue.  This brings free cash flow for the 
year to $878 million, which was 20 percent of revenue and 97 percent of non-GAAP net income, 
well ahead of our 80-90 percent free cash flow conversion target for the year.    
 
Under our share repurchase authorization, during the quarter we acquired approximately 
300,000 shares on the open market, at an average price of $98.30, for a total consideration of 
approximately $30 million.  This brings our total repurchases for the year to approximately 2.1 
million shares at an average share price of $76.32, for a total consideration of $160 million.   
 
Before moving to our outlook, I would like to remind you about the trade restrictions impacting 
one of our larger customers in China, and the unfavorable impact this will have on our year-
over-year comparisons in fiscal 2020.  Specifically, this customer represented 6 percent of 
revenue in Q1 of 2019 and approximately 4 percent of revenue in Q2, or just under 5 percent of 
revenue for the first half of 2019.  Due to on-going trade concerns, we now expect this 
customer to be approximately 1 percent of revenue going forward, which represents a 5-point 
headwind in Q1 and 3-point headwind in Q2 of 2020.  Virtually all of this unfavorable year-over-
year impact will be reflected in the commercial communications end-market.     
 
Now, turning to our outlook and guidance …   
We expect first quarter 2020 revenue to be in the range of $1 billion 45 million to $1 billion 65 
million, and Q1 earnings per share to be in the range of 1 dollar 4 cents to 1 dollar 10 cents, 
based on a weighted diluted share count of approximately 191 million shares. 
 
For 2020 modeling purposes, we typically expect seasonally higher revenues in Q2 and Q4 vs. 
Q1 and Q3.  Interest expense is expected to be approximately $80 million, and capital 



  

  

expenditures are expected to be in the range of $120 to 130 million.  Regarding our tax rate, we 
are modeling a 12 percent non-GAAP effective tax rate for FY20. 
 
With that, I will now turn it back to Jason for the Q&A. 
 
JASON KARY:   
Thank you, Neil.  Operator, will you please give the instructions for the Q&A? 
 


