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December 17, 2013

VIA E-MAIL AND FEDERAL EXPRESS

Mr. Ralph C. Ferrara
Proskauer Rose LLP

100] Pennsylvania Ave, N.W.
Suite 400 South

Washinpgton, DXC 20004-2533

Re:  Response to Allegations by Hewlett-Fackard Company
Dear Mr. Ferrara:

We represent Dr. Michael Lynch (“Dr, Lynch™), the former Chief Executive (MTicer of
Autonomy Corporation ple (“Autonomy™). We write 1o you in your capacity as counsel to the
Demand Review Committee (the “Committee™) formed by Hewlett Packard Company's (“"HI)
Board of Directors, in connection with sharcholder derivative litigation currently pending in the
Northern District of California.  'We write in response to your invitation to address the
Committee regarding HP's acquisition and imtegration of Automomy. We request that this
submission be presented to the Committee and the full HP Board of Directors and, further, that it
be annexed 1o any report prepared for or by the Committee. While this submission is necessarily
circumscribed by the limited information in our possession, we belicve the evidence will
demonstrate that:

s HP's allegations of pre-acquisition accounting improprieties by Autonomy are false and
misleading and the product of a flawed result-oriented investigation. Autonomy’s
auditor, Deloitte LLP (“Deloite™), has denied knowledge of any fraud and, we believe,
will stand by Autonomy's accounts.

¢ HP owned and operated Autonomy [or more than one year before wriling-down in excess
of $5 billion based on claims of pre-acquisition accounting irregularities. As such, HP
was well-aware of Autonomy’s accounting practices and its transparency with its
auditors, as reflected in Deloitte’s detailed reports 10 Autonomy’s Audit Committee (the
“Audit Committee™), which HP possessed.
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e Al best, HP's allepations concern a relative handful of transactions, out of thousands, and
a small fraction of the business that Autonomy transacted over the relevant time period.
Thus, cven accepting HP's dubious allegations, those allegations do not support the
claimed write-down.

e The true couse of the write-down was HP's own clear, yet to date publicly undisclosed,
failure to properly develop and integrate Autonomy.

s As a result of HP's rush to blame Autonomy, it made reckless statements that are easily
rebutted.

Sammary

In an SEC filing on November 20, 2012, and in a barrage of press statlemenls anl miedia
interviews in the days and weeks that followed, HP and several senior HP executives, publicly
accused Autonomy’s former senior management of serious accounting impropricties.  HP
claimed a $5 billion write-down as a result of these alleged improprictics which, it asserted,
occurred prior to HP's acquisition of Autonomy. It provided no detailed explanation or
documentary support for this massive claimed write-down. To this day, despite repeated
requests from Dr. Lynch, HP has refused to provide access to the underlying documents and
information that purportedly support its claims. As a result, Dr. Lynch, a highly awarded and
recognized British scientist and businessman, has had his previously unblemished reputation
tarnished while HP’s claims have eluded any real critical examination, This is enfirely unjust
pund umfair,

HP's refusal to provide Dr. Lynch with access to the information supporting its vague
claims suggests that it is more interested in deflecting blame away from itsell rather than
understanding why its claims are simply not supported by the facts. Little is known about the
investigation that led 1o HP's allegations. For instance, HP has never disclosed: (1) the speeific
“accounting improprieties” that purportedly support its claims; (2) the identity of, and
information provided by, the alleged whistleblower that, according to it, led 1o the investigation,
or a basis 10 assess his or her credibility; (3) who was interviewed and what documents were
reviewed; (4) any report of the investigation itself: and (5) the method by which HP calculated its
enormous write-down. And what is known is troubling. In its rush to judgment, HP failed to
interview key members of Autonomy’s senior management, Autonomy's Audit Committee, and
Deloitte - Autonomy’s independent auditor.  We also understand that the investigation only
began in eamnest afier the wrile-down.

We urge the Committee and the Board to consider the following demonstrable facts and
related issues before it approves any further action by HP that will only serve to compound the
trouble it already laces.

First, HP's accounting allegations are false. Autonomy maintained strong accounting
controls with a sophisticated independent Audit Commiiiee and a leading outside auditor —
Deloitte. As Deloitie’s comprehensive reports to the Audit Commitiee demonstrate, Autonomy
was transparent with Deloitte and the Audit Commitiee. Deloitte conducted a full review of

CONFIDENTIAL HP_DER3_00014204



Case3:12-cv-06003-CRB Document435-24 Filed08/31/15 Page4 of 26

Mr. Ralph C. Ferrara
December 17, 2013 Stﬂptﬂﬂ

Page 3

TATOL b EEFENOR

Autonomy's vear-end financial reporting. In addition, consistent with the rules of the London
Stock Exchange, on which Aulonomy was listed, Autonomy issued, and Deloitte reviewed, more
limited quarterly reporting.

Autonomy’s disclosure and revenue recognition praclices were proper and fully
consistent with the standards under which it reported — the Intemational Financial Reporting
Standards (“IFRS™) adopted by the European Union. Those standards differ from U.5. GAAP
and, in some cases, allow for the recognition of revenue earlier than under ULS. GAAP.
Autonomy fully informed Deleitte of material information conceming Awtononmy’s hardware and
software sales, which Deloitte considered carefully and uniformly issued ungualified audit
opiniens. Deloitte has denied any knowledge of accounting irregularities at Autonomy and we
have no reason 10 believe its viewpoint has changed.

Second, HP blamed Autonomy for the write-down to cover-up its own failure. HP
acquired Autonomy at a heavy premium in an cffort to radically transform itself into an exciting
and innovative company in the burgeoning information technology market. It made a rich offer
for several reasons. It hoped that a high bid would help 1o avoid a bidding war. It also hoped
that a high offer would help to close the transaction quickly and avoid rival bidders having
access W sensitive competitive information pursuant o the UK. Takeover Code. Most
significantly, it offered a premium because it strongly believed there were tremendous synergies
between the two companies, as well as incredible potential in the growing data analytics
industry.

Unfortunately, HP's successful offer was followed by a litany of failures that stifled
Autonomy. HP failed to effectively develop and integrate Autonomy’s cuiting edge software
business into its own bureaucratic and uninspired hardware business. HP replaced the
management team that shrewdly developed the acquisition strategy with one that lacked the
experlise and vision necessary o make the acquisition a success. Isolated and unsupported,
Autonomy fell victim to an HP that was dominated by counterproductive incentives, poor
management, and infighting. This, in tum, naturally led w0 an exodus of key Awtonomy
employees across all sectors of its business, including management, sales, technology and
finance. The resulting significant fallofT in Autonomy's revenues and HP's failure to attain the
lofty expectations that had motivated the transaction are thus hardly surprising.

Third, HP's claim that Autonomy’s accounting practices were hidden until the
emergence of the alleged whistleblower is false. HP had owned and operated Autonomy for a
full fourteen months before it publicly accused Dr, Lynch and others of misconduct. HP and its
accounting advisor, KPMG LLP (“KPMG™), consulted with Deloitte prior to the acquisition, and
had the opportunity to consult with them after the acquisition. The evidence will show that it had
full access to and control over Autonomy's finance team, iis ledgers, books, and records, and
Deloiue's detailed reports to the Audit Commitice. Those reporis clearly demonsirate that
Autonomy was fully transparent with its auditors, who carefully considered cach of the
accounting issues underlying the allegations,
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Fourih, even accepting HP's dubious allegations as true, they could not support the
claimed write-down of over 55 billion. HP has claimed accounting improprieties that
fundamentally misrepresented the state of Autonomy. HP's claims, however, fail to account for
the principle of materiality. While HP has refused to identify the specific transactions at issue,
we understand that, afier months of investigation, and out of the thousands of transactions that
Autonomy conducted over the relevant time period, HP has identified approximately two dozen
deals that are potentially at issue. These few deals represent a small fraction of Anlonomy's
revenue and HP has not explained how they could possibly justify a $5 billion write-down. And
none of HPs allegations affect key valuation metrics because there was no fictitious revenue and
no impact to net profit or historical cash flow.

Fifth, in HP's rush io blame Autonomy for its own failures, HP' made reckless
statements that are easily rebutted. What litdle information HP and ils executives have made
public reflects, at best, a fundamental misunderstanding of the relevant accounting issues. Had
HP chosen 1o share the specific allegations and supporting documentation with Dr. Lynch and
athers before making public accusations of fraud, it would have recognized that its claims lacked
foundation. Instead, however, HP chose to rush ahead and publicly accuse honorable people of
serious misconduct. Below are some examples of public statements recklessly made by HF and
several senior executives and the dispositive rebuttals 1o cach:

Allegation Response
HP: “Autonomy sold hardware like servers, but the | When Autonomy  reporied its revenue to the
company booked these as software sales in some market, it properly included all sales in a single
instances, thus underplaying expenses and inflating | eategory.  Autonomy’s cost accounting on those
ihe margins,™ sales had no impact on Aulonomy’s operating
margin because Autonomy fully expensed all costs.

HP General Counsel, John Schuliz: HF was Deloitte's reports to the Audit Commitice walked
unaware of Autonomy's hardware sales and, the reader through the hardware sales accounting
specifically, Autonomy™s sales of Dell hardware.” | treatment.  They discuss Autonomy’s hardware
sales, its rationale, amd its accounting treatment,
including sales of Dell hardware.  Autonormy'’s
ledgers plainly showed hardware revenue in a line
tithed “HARDWARE REVENUE.”

HP CFO, Cathie Lesjak: Sales to resellers “weren’t | Autonomy properly recognized sales 1o resellers
in some sense, real sales because there was no end | because there is no IFRS revenue recognition
user.™’ requirement that there be an end user at the time of
the sale, The reseller ilself is Autonomy’s
customer in these cases.

hatp-tdealbook nytimes.com/201 21 1 20h-p-takes-big-hit-on-accounting-improprielies-al-autononmy.
hitip:ffwww bloombergcom’mews 20 1 2- 1 | -0vhew ber-packard-profil-forecast -8-8-billion-charge himl
. http-/fallthingsd com/201 21 | 20¢4what-exac ly-happened -at-putonomy.
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Allcgation Response

HP General Counsel, John Schuliz: “Autonomy did | HP had full access to and control over Aulonomy s
not have sitting on o shelf somewhere a set of well- | ledgers, books, and reconds, including access 1o

maintained books that would walk you through Deloitte’s reports to the Audit Committee. As part
what wag actually happening from a financial of the reconciliation of Autonomy's amd HP's
perspective inside the company.™ accounts, HP Finance worked with these reconds on
a detailed level.
HP CEO, Meg Whitman: “We didn’t go in and HP and KPMG consulted with Deloitte prior to the
question Deloitte and say, *Are you appropristely | acquisition, and had the opporiunity to consult with
accounting for the revenues and the operating them after the acquisition. Autonomy's internal
profits."* audits, acconnting, and lax treatment were all fully

inspected from October 3, 2011, Deloitte’s reports
HP CEQ, Meg Whitman: Deloitte and KPMG did | to the Audit Committee clearly demonstrate that

not see “what we pow sce after someone came Autonomy was lully transparent with its auditors,

forward o point us in the right direction.™ who carefully considered each of the accounting
issues underlying the allegations,

L HP Acquires Autonomy at a Premium Based on Anticipated Synergies and Growth

Potential, and in an Effort to Aveid Riva

Prior to HP's acquisition of Autonomy in October 2011, Autonomy was the leading
software company in the UK. Powered by innovative technology, the Intelligent Data Operating
Layer (“IDOL"), Aulonomy grew from a humble Cambridge start-up to a global software leader.
Dr. Lynch received repeated n:n..ugmlmn for his achievements, including being named an Officer
of the Order of the British Empire.” Mecanwhile, HP's once-mighty personal computer business
was underperforming and its leaders” exploits were the souree of tabloid fodder.

HP sought 10 reverse its fortune by acquiring Autonomy. The architects of the Autonomy
acquisition at HP - its then-CEO Léo Apotheker and then-Chief Strategy and Technology
OlTicer Shane Robison — believed that acquin ng Autonomy would help to transform HP from a
low-margin hardware provider io a high- margm software company and that there would be
iremendous synergies between HP and Autonomy.*

. hitp:fwww, reuters com'anticle/2012/1 1/20/us-hp-results-id U SBRESAJOOB20 121 120,
T hittp: www. businessinsider.com/meg-whitman-blames-deloitte-for-autanomy-201 3-1.
. hittp: Fwww, businessinsider.com/meg=-whitman-hp-aaonomy-blame-2012-11.

Dr. Lynch was also named the Confiederation of British Industry’s Entreprenesr of the Year, the European
Business Leaders Awands' Innovator of the Year, and Management Today's Entrepreneur of the Year. He
has also won an 1EE Award for Outstanding Achievement,

HP noted in a press release that Awtonomy “[cJomplements HP's existing lechnology postfolio and
enferprise sirslegy™ and “offers soluttons that are symergistic across HP's enterprise offerings and

CONFIDENTIAL HP_DER3_00014207



Case3:12-cv-06003-CRB Document435-24 Filed08/31/15 Page7 of 26

Mr. Ralph C. Ferrara
December 17, 2013 StE[J%l;{:_IE
Page 6

First, it was anticipated that Autonomy s unstructured software platform, 1DOL, could be
combined with HP's recently-acquired structured data sofiware, Vertica, to create a unique dual
platform solution. TDOL allows computers to process, understand and analyze unstructured
information, like emails, websites, and video, while Vertica allows computers to process
structured information, like databases. It was believed that the combination of the two products
would be the most complete data analytics solution on the market. The head of Vertica himself,
Chris Lynch, described the acquisition of Autonomy as a “game changer,”

Apotheker and his suceessor, Meg Whitman, also recognized this potential. Apotheker
heralded HP's plan, together with Autonomy, “to reinvent how both unstructured and structured
data is processed, analyzed, optimized, automated and protected.”™ Whitman observed that the
“exploding growth of unstructured and structured data and unlocking its value is the single

largest opportunity for consumers, businesses and govermnments."'"

Second, Autonomy would utilize HP's massive global sales footprint to drive Autonomy
sales worldwide. During a technology conference, Apotheker recognized that HP could
“leverage [its] sales force tremendously™ because “Autonomy doesn’t have a very large sales
force”™ primarily selling in the “U.K. and the U.S.""" As alluded to by Apotheker, Autonomy was
underrepresented in Asia, Germany, South America, Easiern Europe, and South Africa. It had
approximately 2,600 employecs total. In contrast, HP had over 28,000 employees in sales alonc
and a strong international presence. As Whitman put it, HP would “take what is fabulous about
Autonomy . . . and put it through the very powerful HP distribution system.”"’

Third, HP would utilize its complementary hardware and other lower-margin legacy
assets to drive high-margin Autonomy sales. For example, HP's Enterprise Servers, Storage and
Networking (“ESSN) division was a strong complement to Autonomy’s substantial cloud
computing presence.

swrengthens capabilities for data amalytics, the clowd, indusiry capabilities and workflow management.”
bt w8, hip. cony' usfenihp=newsipress-relense imitid= |D3600-2 0. Lip 3 330000,

! hitp:/fwww 8, hp. comdus'enhp-ne wa'press-rebense hiiml?d= | 0366644, Up 3 230 DtOU,

a bt hawew 8 _hp. comyus‘enhp-news/press-rebease. himi Tid= 1 3734624 Up3 S20DeOU.

s “Hewlett Puckard Co ai Dewtsche Bank Technology Conference — Final,” September 13, 2011

- herp:falithingsd. com /201 10923/ five-guestions-for-hps-new-ceo-meg-whitman-and-chairman-ray-line.
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The following diagram illustrates the anticipated synergies between HP and Autonomy.
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HP's vision was bold. 1t touted that Autonomy “would provide HF with the ability 10
reinvent the” fast growing “$355 billion business analytics software and services space.”"’ HP
Chairman Ray Lane observed that Autonomy “probably in the future, could [grow from a 51
billion business 0] become a $4 billion or $5 billion or hopefully a $10 billion business.™"*

In view of this potential, HP was willing to pay a significant premium for Autonomy. HFP
also believed that a large offer would have two other positive effects. irst, it would discourage
potential competitors from making rival bids and triggering a bidding war, Second, it would
help to swiftly bring the transaction io a close and aveid the disclosure to rivals of potentially
sensitive competitive information regarding the prized impending acquisition. Under the UK.
Takeover Code, though there is no affirmative duty to disclose, any information disclosed 1o one
bidder, including commercially sensitive information, must also be disclosed to rival bidders.

The confluence of these factors led HP to offer, and ultimaiely pay. a substantial
premium to Autonomy's market price to acquire Aulonomy. HP paid approximately $11 billion,
8 64% premium to the share price.'’ The proposed acquisition was not without its detractors,

. http='www 8. hp.comdusien/kp-news press-release itmiid = | 0566648, UpS 53O,

" “Hewlell Packard Mames Meg Whitman President and Chief Executive Offficer Conference Call - Final,”
September 22, 2001,

¥ bt weww. theguardian com/business 201 | fang 19 hew lett-packand-tukeover- sulonomy-soflware.
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however. According to the Wall Strect Joumal, following HP's August 18, 2011 announcement
of the deal, and a negative reaction in the stock market, HP attempted, withoul success, 1o
withdraw from the deal.™ HP did not disclose an attempt to exit the deal to the marketplace.

I1. HI* Fails to Properly Dev mil Integrate Aulonomy

Unfortunately, Apotheker and Robison's vision for a new HP was never realized. Their
hopes, and the promise of a new HP, were thwarted by HP's colossal failure to successfully
develop and integrate Autonomy. That failure was caused by a number of issues.

First, Autonomy’s successful integration was undermined by the mass exodus of
hundreds of critical employees.”” On the HP side, Apotheker was fired shortly before the
acquisition (but after the deal was announced) and Robison cxited shortly afier. On the
Autonomy side, Dr. Lynch and Autonomy’s former CFO, Sushovan Hussain, COO, Andy
Kanter, CTO, Pete Mencll, CMO, Nicole Fagan, and Vice President of Finmance, Steve
Chamberlain, in addition to several hundred other key personnel, resigned or were fired.

Second, HP failed to integrate IDOL and Vertica to create and develop the new product
that the acquisition was, in large part, predicated upon. Following the acquisition, Autonomy
worked hard to integrate with Vertica, Without waming, however, during a phone call, HP
Chairman Ray Lane unilaterally cancelled the long-planned integration. Despite protests from
Autonomy, Whitman later affirmed the decision.

Third, HP*s incentive structure was entirely misaligned. While Whitman preached a
mantra of (ne HP, HP's business units instead were incentivized to maximize their own units’
numbers, even when it was to the detriment of the greater HP. In Autonomy’s case, other HP
business units did not receive "quota credit™ or commissions for sales of Autonomy producis. As
a result, HP business units were incentivized to market, and sell, competing third-party software
products and HP's own inferior in-house solutions rather than Autonomy software. And the
ESSN stafl refused to support Autonomy's efforts 1o use ESSN hardware because sales to
Autonomy did not count against ESSN quota.

Fourth, HP's marketing efforts were counterproductive,  HP prevented Autonomy from
executing its own marketing strategy, and also repeatedly excluded Autonomy from participating
in HP's public relations events. Moreover, HP's poor internal education efforts resulied in HP
personnel, without proper knowledge and experience, improperly and ineffectively marketing
Autonomy products.

b httpy: omlime, wa] com/mews/articlesS B 1000 AZ4 1 2TERTIZIGIS 5045 TR 11 T43 521976 1 T4,

Autonomy staff found HP's internal bureaucracy so cumbersome and pamiful that they compared i 10
“being waterboarded,”

hittp: wewrw, tebegraph.co, uk/ finance newsbysecton mediatechnologyandielecoms 4 TO08E Y At onomys-
Lynch-claims-infighting-is-wrecking-HP, hml.
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Fifth, though the Autonomy scquisition was premised on HP's legacy assets supporting
high-margin software sales, HP ultimately hindered Autonomy sales in a number of ways:

(13  HP failed w provide needed sales and services support for Autonomy as
contemplated;

(2)  customers were dissatisfied — and purchased less — as a result of the loss of
experienced Autonomy staff and because of their general dissatisfaction with HP;

(3) HP at times heavily discounted Autonomy products to incentivize already low-
margin hardware sales, stymied Autonomy's efforts at distributing an appliance,
and, at one point, refused to sell or recommend Autonomy until it was “certified”
for HP hardware — a process estimated to take a year; and

{4) HP Enterprise Services (“"HP ES™) lobbied for control of long-time Autonomy
customers and at times added a sipnificant mark-up on Autonomy products 1o
boost its own bottom line while delaying closure of Autonomy deals, where HP
ES could nol recognize revenue in that quarter,

Sixth, HP was highly dysfunctional and dominated by turf wars between its own business
units, which Whitman proved unable to control. Autonomy was intended to be an independent
unit that would absorb HP's Information Management (“HP IM™) business unit, with Dr. Lynch
leading the new unit. Robison would shepherd Autonomy’s successful integration, protect iis
independence, and help Autonomy to navigate the much-larger and more bureaucratic HP.
Autonomy was afforded this special status and independence because Autonomy’s different
culture and approach was critical to its continued success — a fact Whitman herself recognized.
Whitman said of Autonomy, “[(Jor the first year, | want to keep Autonomy autonomous enough
within HP so that it can grow faster within HI? than it could outside of HP. 1 want to see their
migsion advanced, not stifled b;' a large company acquiring an upstant revolutionary technology
company that’s on a good roll.”

HP Software (“HP SW™) had other ideas. HP SW viewed Autonomy as an existential
threat and sought to control it. With Autonomy trying to preserve its independence and HFF SW
trying to assert itself, Autonomy's position in the organization was in constant flux, This type of
conflict was, unfortunately, not unigque, as there was greal acrimony between the HF business
LS.

Whitman had promised, following Robizon’s departure, to fill his role and address these
tvpes of issues. She proved ineffectual. Throughout his tenure at HP, Dr. Lynch warned
Whitman, in detail, of myriad challenges facing Autonomy, He shared with Whitman many of
the issucs described above — the acrimony and conflict between the business unmits, the
importance of retaining Autonomy's dynamic staff, and HP's interference with Autonomy

- hrp={fweww_sireamingmedia com Artiches/ Editorial Feat ured - Articles'HP-Has-Our-Swagger-Back-
Declares-Whitmnan-at-Parner-Conference-B07 | Soasp.
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marketing. Whitman had no meaningful response. She proved unable 1 conirol the feuding
business units and was resigned to a dysfunctional HP,

HP's practices led 1o poor results. HP Finance's own analysis concluded that the major
issue in Autonomy’s performance was a sharp drop in Autonomy's historical close rates.
Ultimately, by failing to properly develop and integrate Autonomy, HP missed an uppuﬂumly o
mpl.lah:rn on the rapidly growing “$55 billion business analytics software and services space.”

HP's failure to inteprate Autonomy is consistent with its mismanagement of prior
acquisitions. Within the same year as HP's write-down of Autonomy, HP also wrote down over
$10 billion from three other prior acquisitions: (1) Compag — a $1.2 billion write-down; (2) Palm
— an $885 million write-down; and (3) EDS — an 38 billion write-down.

III. HP Blames Autonomy for its Own Failure by Claiming Pre-Acquisition Accounting
Irregularitics

Faced with the unpleasant prospect of explaining their responsibility for yet another
failed integration to an already hostile market™, and fearing for their own survival, HP leadership
sought, and found, someone else to blame — Autonomy and its former ofTicers.

According to HP, in May 2012, an unidentified senior Autonomy official alerted HF 10
accounting irregularities a1 Autonomy. HP did not advise Autonomy’s senior management that a
whistleblower had come forward, or solicit comment from them on his credibility. Nor has the
alleged whistleblower’s identity, position, or accounting training, if any, ever been disclosed. Tt
is therefore unclear whether the alleged whistleblower had knowledge of the applicable IFRS
accounting principles, or was even employed at Autonomy during the relevant time period.

HP then launched a flawed internal investigation that excluded those with relevant
knowledge from the process. The investigation culminated in a report that purportedly found
significant accounting irrcgularities in Autonomy’s pre-acquisition accounting, yet HP failed o
obtain comment from Autonomy senior management and others with pertinent knowledge
regarding the report’s conclusions. HP's report has never been released to the public. Nor has
HP ever disclosed even basic facts regarding how the investigation was conducted, such as who
was interviewed and what documents were reviewed. We urge the Board fo cvaluale the
thoroughness of the investigation, particularly in light of the facts that: (1) the write-down
conveniently occurred at year-end; and (2) we understand the investigation only began in earnest
after the write-down,

On November 20, 2012, HP announced thai it was writing down approximately $8.8
billion of its Autonomy purchase. [t atiributed over $5 billion of the write-down to accounting

e

htpzweww B hp.comfis'enhip-newspress-release ml?id=1 0366648 UpS 53t DaOLE

- Om October 3, 2011, the date of the acquisition, HP's stock price closed at $22.20. On November 19, 2012,
the day before the write-down announcement, HP closed at §13.30, over a #0% drop in value.
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irrepularities. HP did not, at the time, provide a public explanation or detailed accounting lor
that portion of the write-down, Nor has it since.*"

Notwithstanding these claims, HP has continwed to tout the power of the underlying
IDOL technology that was al the core of HP's purchase. In December 2012, Whitman extolled
Autonomy's “ineredible technology™ indicating that it would “play a significant role in [HP"s]
sirategy going forward. "™ In an interview published on April 10, 2013, Whitman lauded TDOL
as “almost magical tr.:-.:hmlng;-,r."u HP's website, until recently, boasted that Autonomy’s
“ability to retrieve information surpasses even Google in the complexity and variety of data it
can make connections between.™

HP*s allegations spurred paralle]l investigations by the U.S, Department ol Justice, U5,
Securities & Exchange Commission, UK. Serious Fraud Office, and UK. Financial Reporting
Couneil, as well as private securities and derivative suits.”®

Dr. Lynch has made repeated demands for HP 1o disclose the basis for its allegations. On
Movember 27, 2012, Dr. Lynch wrote an open letter to the HP Board requesting a detailed
explanation of the write-down. On December 14, 2012, counsel for Dr. Lynch requested that HP
provide a detailed explanation of its allegations and documentary support for them. On
December 21, 2012, counsel for HP responded that HI* “was under no obligation to respond to™
Dr. Lynch's requests. In follow-up letters dated January 24, 2013 and February 14, 2013,
coutsel for Dr. Lynch renewed Dr. Lynch’s request for such information. On August 15, 2013,
we met with counsel to the Committee and requested this information. Each of these requests
was denied.

The end result is a grossly unfair dynamic in which HP is free to make vague and
misleading accusations while denying the subjects of those accusations access o the wilnesses
and documents that ostensibly underlie them. That owtcome is no accident. Discovery would
show that, as described above, HP's own aggressive [orecasting, which resulied in a 64% market
price premium paid, and failure to develop and properly integrate Autonomy were responsible
for the massive write-down. And, as demonstrated below, discovery would also show that: (1)
Autonomy had strong accounting controls: (2) Autonomy's accounting complied with IFRS; (3)
- Diespite serving on the HP Board st the time of the scquisition and approving it, HP CEO Meg Whitman,

disclaimed responsibility for the acquisition. Instead, Whitman blamed Apotheker and Robison.

bty fonline. waj.com/newafarticlesSE 1 0001424 | ZTEET 3243520043 TR 13071 2448913412 ("Whitman, who
wis on HP's bonrd when the Autonomy deal was announced, blamed the scquisifien on ber predecessor,

Mr. Apotheker, and the company's former strategy chief, Shane Robison. "‘The two people who should
have been held responsible are gone,” she said ™)

N hetp: fwww, v 3 coukiv-ukinews 2 2294 36 hp-discover-meg-whilman-commiti-lo-autonomy-lechnology-
despite-linancial-headnches.

htip: Jwowow, businessinsider com'm eg-whitman-mstonomy-H-an-almost-magical-technelogy-20| 3-1,

L On Movember 26, 2013, Judge Charles Breyer of the U5, District Courl for the Morthern DHatrict of
Californin granted Dr. Lynch's motion to dismiss Dr. Lynch from the securities suit, Dr. Lynch's motion
wis premised on the Plaintiffs” failure to allege any false or misleading statements by Dy, Lynch,

b ]
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HP's write-down is unsupported and unsupporiable by the allegations; (4) Autonomy’s
accounting policies were known 1o HP well in advance of the write-down amd were discussed in
detail by HP Finance; and (5) in its rush 1o blame Autonomy, HP made reckless and unsupported
statements.”

Iv. Auntonomy Maintained Robust Accounting Controls

As Autonomy's outside auditor, Deloitie conducted full scope annual audits and limited
scope quarterly reviews.”™ As part of its review, it was Deloitte’s policy to review all sales
contracts or invoices over $1 million and a sample of contracts worth more than $100,000, In
addition, Autonomy’s financial department provided to Deloitic a quarterly repont describing,
among other things, Autonomy’s financial results, significant events, sofiware and hardware
sales, bad debts and cash collection.

Deloitle reporied to Autonomy’s independent Audit Committee, Autonomy's Audit
Committee consisied of independent and distinguished directors, including executives with
EXIENRIVE AcCOUNtIng expenence,

The Audit Committee had significant responsibility in ensuring appropriate accounting.
It reviewed the external audit, the independence and objectivity of the external auditor, interim
and anmual results, and whistle blowing procedures, It ensured compliance with legal
requirements and accounting standards.

To fulfill these duties, the Audit Committee met quarterly with Deloitte and with senior
Autonomy financial personnel to review Autonomy’s financial statements and to discuss
significant accounting risks, including revenue recognition and disclosure. Consistent with LLK.
best practice, Dr. Lynch did not attend these meetings. Each meeting included a session without
Autonomy management present.  Each quarter, Deloitte and Autonomy provided the Audit
Committee with a detailed report analyzing all significant accounting decisions for the quarier or

year.

From these reports, it is evident that Autonomy’s accounting policies were subject 1o
close review by Deloitte and the Audit Committee. Deloitte and the Audit Committee paid
particularly close attention to revenue-recognition 1ssues, as evidenced by the fact that revenue
recognition was identified as a key focus in Deloitie’s reports to the Audit Committee. In each
case, the Auwdit Committee approved Autonomy’s financial statements and Deloine issued
ung)ualified audit opinions on Autonomy’s linancial stalements.

- Ohar submission on all these issues is, of course, necessarily limited by HP's refiesal 1o share relevant
docunsents and Information.

s Autonomy had 0o quanerly reporting requirement under LLK., kaw,
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W, Autonomy's Accounting Was P'roper

We understand that HP has alleged five broad categories of accounting imegulantics
based on:

(1}  Autonomy's disclosure of, and accounting for, hardware sales;

(2)  Autonomy’s recognition of revenue on the sale of sofiware licenses 1o value
added resellers;

(3)  Autonomy’s accounting for purchases from customers;
(4)  Autonomy’s recognition of revenue in hosting arrangements; and
(5)  Autonomy’s classification of original equipment manufacturer (“OEM”) revenue.

HP's allegations are false. We set forth below the relevant accounting standards and
principles at issue. A full understanding of those standards and principles will demonstrate that:
{1} Autonomy’s accounting and disclosure complied with IFRS — the standards under which
Autonomy reported its financials; (2) Deloitte ensured compliance with those standards in all
material respects; and (3) HP's elaims of accounting improprieties are bascless,

A Hardware Sales

Like many software companies, Autonomy sold hardware, and had done so for most of
its existence. There is nothing improper aboul a software company also selling hardware.
Following the 2008 global financial crisis, as pant of a commercial strategy to develop and
maintain direct relationships with financial institutions and hardware suppliers, Autonomy began
making discounted hardware sales to significant existing and prospective software cuslomers.

We understand that HP has alleged that: (1) Autonomy made “low-end hardware sales™
while “counting those sales as software revenue.™'; (2) Autonomy misrepresented that it was “a
pure software r.:umpan].:“" when il, in fact, generated substantial revenue from hardware sales;
and (3} Awtonomy artificially inflated its gross margin by allocating a portion of its costs for
hardware as marketing expenses. These allegations are false. They cssentially reflect a dispute
over whether it was proper for Autonomy to report its limited hardware revenue in the same
category as its software sales and whether Autonomy appropriately accounted for the costs
associated with those hardware sales, which, because Autonomy fully expensed all costs, had no
impact on Autonomy's net profit.

hitp:denlbook, nytimes.com 20121 1/20M-p-takes-hig-hit-on-accounting-impropricties-at-awtonomy;
bty Fwwrw, businessweoek com/mews/ 201 2- 1 1-20/h-p-misses- forecasi-¢ites-autonomy-in-8-dot-Sh-
writedowndp2.

B hitp: Hfdealbook nytimes.com/201 271 1/200h-p-takes-big-hit-on-accounting-improprictics-at-autonomy!.
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1. Disclosure

Autonomy did not count hardware sales as software sales. Autonomy properly reperted
all of its revenue in the catepory, “Sale of Goods,” and had no obligation 1o separately disclose
hardware sales.

Under IFRS 8, a particular revenue strcam should be separately disclosed where two
elements are met: (1) the revenue stream qualifies as an operating segment under [FRS 8.5-8,10;
and {2) the revenue stream exceeds the quantitative threshold established by IFRS 813" An
operating segment, as defined by IFRS 8.5-8.10, is a corporate component that (n) engages in
business activities, and may thercby cam revenues and incur expenses; (b) has operating results
that are regularly reviewed by the chief corporate decision maker; and (c) yields discrete
financial information.” A corporale activity whose revenues “are only incidental” to the
corporation’s business is conclusively not an operating segment.”’

Autonomy's hardware sales did not qualify as an eperating segment for three reasons.
First, Autonomy did not operate a separate hardware sales division. Second, hardware sales
were nol subject to scparate review by Dr. Lynch. Third, Autonomy’s hardware sales were
incidental sales made to drive core software sales. As a result, Autonomy had no obligation 1o
separately disclose its hardware sales and it, like many software companies that also sell
hardware, reported all sales in a single operating scgment.

The evidence will show that Autonomy’s hardware sales were fully disclosed to, and
reviewed by, Deloitte and the Audit Committec, Deloitte concurred with Autonomy
management's decision 1o disclose its revenues as a single segment.

Although Autonomy had no obligation w0 provide separately segmented hardware sales
data, it did disclose that it, like most other software companies, sold some hardware. Such sales
were disclosed in a number of forums including in Autonomy’s 2010 Annual Report and
Accounts, where it discussed its sale of ap?jims and noted that its license revenues reflected
hardware costs, and in product datasheets.” Nonctheless, Autonomy's hardware sales were a
small fraction of its total revenue in any financial year.

2. Pure Software Company

Autonomy did not mislead the market by referring 10 itself as a “pure sofiware
company.” The phrase “pure software company,” as used by Autonomyy, is a term of arl in the

- See IFRS 811

» Sew [FRS 8.5, Operating Segmenis.

- See IFRS 8.6,

“ .il:'\ﬂ‘ Autonomy Corporation ple, Annual Report and Accounts for the year ended 31 Decernber 2010, at 12,
1.
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software industry, The term did not signify that Autonomy did not sell hardware.”  Instead,
Autonomy repeatedly used the term to distinguish itself from other software companies that
derive a significant portion of their revenuc from the provision of services.” As Autonomy’s
2010 Annual Report, which was vetted by Deloitte, explained:

Autonomy is one of the very rare examples of a pure sofiware model. Many
software companies have a large percentage of revenues that stem  from
professional services, because they have to do a lot of customisation work on the
product for every single implementation. In contrast, Autonomy ships a standard
product that requires litde tailoring, with the necessary implementation work
cnrri:dj;:ul by approved partners such as IBM Global Services, Accenture and
others.

3. Accounting for H |

Autonomy expensed all costs associated with its hardware sales and appropriately
accounted Tor all costs as marketing and cost of goods sold.

Autonomy’s hardware sales were strategic, discounted sales intended to stimulate
software sales. Under IFRS, there is no particular standard applicable to cost accounting.
Instead, the more general accounting principles outlined in IAS 8 guide cost accounting.
Pursuant 1o 1AS 8.10, the underlying substance of a transaction should be considered when
accounting for costs, Accordingly, to the extent a hardware transaction contains a marketing
component, that component may be attributed to marketing. Autonomy properly applicd thal
principle to its own hardware sales, appropriately booking the costs of any marketing element.
Autonomy booked the remaining costs of any hardware 1o cost of goods sold.

The evidence will show that Autonomy’s atiribution of a portion of costs associated with
hardware sales to marketing was transparently discussed with, and reviewed by, Deloitte, who
ensured that such accounting complied with IFRS. This accounting treatment had only a minor
effect on annual pross margin, which was within the disclosed normal fluctuation. And because
Autonomy fully expensed its hardware costs to marketing and cost of goods sold, Autonomy’s
hardware accounting had no impact on net profit or camings per share.

i ]

As discussed sbove, Auonomy made clear thad i, like many sollware companics, sold spme hardware,

See, g, Press Release, “Autonomy Corporation ple Announces Interim Results for the Six Months Ending
30 June 2011, ot 4; Press Release, “Autonomy Corporation ple Trading Update for Quarter Ended 31
March 2011, at 2; Autonomy Corporation ple, Annual Reporl amd Accoamts for the year ended 31
December 20010, & 16,

Ly Autonomy Corporation ple, Annual Report and Accoumts for the year ended 31 December 2010, a2 13.
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B Value Added Resellers

Autonomy, like many other companies in the sofiware industry, sold its products to value
added resellers, or VARs™ The term VARs frequently refers to companies that buy a product
{such as sofiware) to resell that product to an end user.

Thete are a variety of reasons why companies, like Autonomy, conduct business with
VARs. Some VARs provide implementation, customization, or first-line support services to
customers, or are looking for an opportunity to do so. Some bring product expertise, existing
customer contacts, or geographic reach. Some have necessary government clearance. Other
VARs, such as those certified under the Small Business Association’s § &(a) program, are an
important channel for 1.8, government contractors that have small business subcontracting
obligations. Through investment in a strategic relationship with a VAR, and the cultivation of its
employees' product expertise, a company could gain a valuable sales and marketing partner.
Because of the value of a strong VAR relationship, it often makes economic sense to sell through
a VAR, even ot a cost 1o margin,

For VARs, there are significant benefits to working with a company like Autonomy. A
VAR could eam a profit on the onward sale itself, obtain the opportunity to provide support
services to the end user, and develop its own independent relationship with new customers.

We understand that HP has alleped that Autonomy falsified software license transactions
with some VARs to accelerate Autonomy’s revenue recognition.  This is not so. Autonomy’s
transactions with VARs had commercial substance and were appropriately accounted for in
accordance with [FRS and, in particular, 1AS 18.7

I IASI8

HP"s VAR allegations appear to be premised on a fundamental misunderstanding of IFRS
revenue recognition requirements.  Following the write-down announcement, HP CFO Cathie
Lesjak indicated that sales to VARSs “weren't in some sense, real sales, beeause there was no end
user.™™® P and Lesjak are incorrect,

There is no [FRS revenue recognition requirement that, following the sale to a VAR,
there be a subsequent sale to an end user, or even that an end user be identified at the ume of a

- See American Institute of Centified Public Accountants (“AICPA™) Audil Guide: Auditing Review in
Certain Industrics [AAF-REV] 2011, m 2.16 ("Software developers, including providers of shrink-wrapped
software, aften distribute their producs throwgh resellers . . . ) (emphases added).

" We note that there are differences in revenue recognition accounting under [FRS and US, GAAP. IFRS is
generally principle-based, while US. GAAP & rule-based. And, a3 a result, there are circumstances where
revenue may be recognized earlier under IFRS than under U5, GAAP. Aulonomy's transactions with
VARs were appropriately accounted for under IFRS, the standard to which il was held in publishing its
accounls.

- htp= el Iihingsd com!201 21 1200what-exactly-hippened-at-autonomy.
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sale to a VAR, For revenue recognition purposes, it is the VAR that 15 Autonomy’s cuslomer,
not any potential ultimate end user. A sale to a VAR may be recognized so long as the five
elements of TAS 18 are satisfied:

(a) the entity has transferred to the buyer the significant risks and rewards
of ownership of the goods; (b) the entity retains neither continuing
managerial involvement to the degree usually associated with ownership
nor effective control over the goods sold; (¢) the amount of revenue can be
measured reliably: (d) it is probable that the economic benelits associated
with the transaction will flow to the entity; and () the costs incurred or Lo
be incurred in respect of the iransaction can be measured reliably.™

The propriety of any revenue recognition decision is assessed based on the knowledge and
circumstances at the time of the recognition decision and pot with the benefit of hindsight.

2. Autonomy’s Revenue Recognition Policy

Consistent with [FRS and [AS 18, Autonomy’s revenue-recognition policy provided that
sales of IDOL product to a VAR were recognized when the software licenses subject to the sale
had been “delivered in the current period, no right of return policy exist{ed], collection [wajs
probable and the fee [wa]s fixed and determinable.”™™ The policy did not require scll-through 1o
an end user before recognizing revenue from a sale 1o a VAR, This policy was approved by
Deloitie and the Audit Committee and disclosed in the “Notes to Consolidated Financial
Statements™ section of Autonomy's Annual Report.”

3. Autonomy Properly Applied lts Revenue Recognition Policy

Autonomy’s revenue-recognition policy led to the appropriate recognition of revenue
under the five element TAS 18 test.

First, Autonomy transferred the significant risks and rewards of software ownership 1o
each VAR upon delivery of the software license key. Autonomy transacted with VARs pursuant
to non-recourse agreements, under which neither the fixed price for a license nor the obligation
to pay was contingent on a VAR's eventual resale of the license (o an end user. Thus, each VAR

- IAS 18.14. CF IAS 1820 (Rendering of Services) (“When the ouvicome of a tmnsaction imvolving ihe
rendering of services can be estimated reliably, revenue associated with the transaction shall be recognised
by reference to the stage of completion of the transaction ai the end of the reporting period.  The outcome
of o transsction can be estimted reliably whes all the following conditions are satisfied: {a) the amount of
revenue can be measured reliably; (b) it is probable that the economic benefits assocated with the
transaction will flow 1o the entity; (e) the stage of completion of the ransaction st the end of the reporting
period can be measured reliably; and (d) the coss incurred for the transaction and the costs to complate the
transsction can be measured reliably. ™).

- Autonomy Corporation ple, Annual Report and Accounts for the year ended 31 December 2010, Note
HeMi), at 51.

a3 ;ﬂl_
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assumed the risk of not selling the sofiware (o an end user. As a further precaution, it was
Deloitte’s policy 1o obtain revenue confirmation directly from the VAR before approving
Autonomy's recognition of revenue for deals over $1 million. Those letters confirmed that the
VARs were on risk and that no side agrecments, written or oral, were in place.

Second, Autonomy did not retain continuing managerial involvement to the degree
usually associated with ownership or effective control over the goods sold. Autonomy
relinquished control over the use of that software and the VAR assumed the risks and rewards of
ownership. Any post-V AR-sale involvement by Autonomy did not amount to the type consistent
with ownership or control that this element contemplates. IFRS does not prohibit contact with an
end user after a sale to a VAR, [t permits certain post-sale contact with an end user and it is
commonplace, for a variety of reasons, for software companies to maintain contact with an end
user following a sale to a reseller. A reseller can designate the company it purchased from as its
negotiating agent. A transaction with a reseller may be only one pant of a larger contemplated
deal, A company may also have a long-running relationship with the end user that is important
to maintain. Such post-sale contact would not affect revenue recognition when the company has
passed the risks and rewards of ownership to the VAR,

Third, Autonomy's sales to VARs were fixed with regard 1o price at the time of sale and
were not contingent upon future events, Thus, Autonomy was able to reliably measure revenue al
the time of each sale.

Fourth, Autonomy recognized revenue on a sale to a VAR only where it was probable,
ie, more likely than not, that Autonomy would be paid by the VAR, Autonomy asscssed
collectability according to each VAR's creditworthiness based on third party credit reports,
payment history, and the strength of the VAR’s balance sheet, Autonomy did not consider a
VAR's exposure to an end user's credit risk in making this determination. In other words,
Autonomy determined whether a VAR was creditworthy in its own right.  Autonomy did not
recognize revenuc on transactions with VARs when their ability to pay was conlingeni on a
successful resale.

Fifth, Autonomy maintained records of all sales and thus reliably measured costs.

4. Posl Recognition Events

On a few oceasions, following a sule to a VAR and the decision to recognize revenue, a
VAR unexpectedly did not ultimately complete their anticipated onward sale. This could occur
because no end user purchased the software at all, because Autonomy entered into a direct
traneaction with the anticipated end user, or because the VAR decided 1o sell 1o another VAR,
Those subsequent events do not undercul the appropriateness of recognizing revenue at the time
of sale to the VAR, This is because, as discussed above, there is no end user requirement for
revenue recognition and because the propriety of revenue recognition is assessed based on the
circumstances at the time of recognition, and not in hindsight.

While, at times, VARs used the lack of an onward sale to try to excuse a failure of
payment of 1o negotiate extended payment terms, these tactics did not affect the VAR's
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obligation to pay, or the propriety of recognizing revenue at the time of sale to the VAR,
Deloitte was aware of this issue, It tracked VAR payment histories and, appropriately,
considered VAR payment histories when assessing the propriety of revenue recognition.

3 Purchases from Customers

We understand that HP alleges that Autonomy improperly accounted for its purchases
from customers, including VAR customers. We understand HP makes two claims. First, i
claims that Autonomy did not apply fair value to its purchases from customers. Second, it claims
that, in some unidentified instances, Autonomy improperly accounted for those transactions on a
gross, as opposed to a net, basis.

As an initial matter, it is common for companies in the technology sector to both sell 1o,
and buy from, another company. Indeed, it is our understanding that HP itsell engages in such
transactions. Om the small number of oceasions when Autonomy did so, it properly accounted
for them. IAS 18 permits revenue recognition in these circumstances based on the fair value of
consideration received for a sale, so long as the sale has commercial substance and is not merely
an exchange of goods or services of a similar nature and value.

In instances where Autonomy both bought from and sold to a customer, the exchanges
hac commercial substance and involved dissimilar goods and services. As a result, Autonomy
properly recognized revenue from a sale based on its fair value and netting was not required.

Deloitie ensurcd that these elements were met on purchases from customers. Deloitie
diligently evaluated the commercial substance of, and fair value allocated to, any goods or
services purchased from VARs. To do so, it considered reports from Autonomy, obtained guotles
from third-party suppliers, and, on some occasions, even ulilized its own information technology
experts, Through this process, Deloitte ensured deals were negotiated at arm’s length and
received appropriaie accountling treatment.

D. Hosting

We understand that HP has alleged that Autonomy restructured multi-year data hosting
agreements to include discounted up-front license fees and recognized those fees up front in lieu
of traditional monthly payments that would be recognized ratably. We further understand that
HP has alleged that this gave investors the impression thal Autonomy’s revenues came from
higher-margin software license transactions. This is a surprising allegation because the market
generally values services-derived revenue streams maore highly than license revenue. Contrary to
these allegations, Autonomy's accounting for hosting revenue appropriately reflected the
commercial substance of the hosting arrangemenits and was proper.

Autonomy began offering hosting products after it purchased Zantaz in 2007, After
acquiring Zantaz, Autonomy embedded its own IDOL software into Zantaz's hosted producis,
which greatly increased their functionality. At the time, storage costs had dropped precipitously
as data storage had become increasingly commoditized. Autonomy’s storage cosls were even
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cheaper, as its advanced technology allowed lower storage rates. Autonomy offered its
customers hosting products in two models, both of which were disclosed to the market. ™

First, Autonomy offered its customers hosting products under the “software-as-a-service™
model, Under this model, customers would pay a data capture fee (due on day one), for which
their data would be uploaded 10 a data center, and an archiving fee, cither for the period of their
contract or on a monthly “pay-as-you-go™ basis, which represented the software “rental.” Under
the software-as-a-service model, the data capture fee was recognized up front when the service
was provided and the archiving fee was recognized ratably over the period or on a usage basis.
There is no allegation that this revenue was recognized improperly.

Second, Autonomy offered its customers the ability 1o purchase a software license and
the option 1o archive the data with Autonomy or at another location of their choosing. For these
transactions, Aulonomy recognized revenue on the license component up front at the time of the
sale and any archiving and after-sale support component ratably. It determined the fair value of
each component through the residual method. Under that method, the fair value of the data
storage component was determined based on the standard rate for data and the fair value of the
license component was calculated based on the difference between the total sales price and the
data storage component. This was appropriate under 1AS 18.9, IFRIC 13.BC14, and IAS
18.1E11 because: (1) the separation of these components correctly reflected the substance of the
arrangement, as Autonomy sold each component separately; (2) the residual method is a proper
method to determine fair value: and (3) each component was recognized in accordance with [AS
18, as Autonomy deferred revenue recognition on the components for which it had an ongoing
obligation.

There was a strong commercial rationale for Autonomy's decision to offer customers
hosting licenses. Sofiware-as-a-service customers made no commitment to Aulenomy and could
cancel ot any time. In contrast, license sales helped to safeguard the relationship between
Autonomy and its customers. Customers that buy such licenses make a commitment 1o
Autonomy and are therefore incentivized to invest in, and develop, their infrastructure around its
software. This. in turn, made the likelihood of a long-term commitment to Autonomy higher and
afforded Autonomy significant opportunity 1o up-sell additional IDOL functionality.

For customers, a license purchase offered two distinet advantages. It offered protection
from sharp rate increase and also allowed customers, if they chose, to host their data themselves
or with a provider of their choosing.

The evidence will show that Autonomy’s accounting treatment for these transactions was
reviewed and approved by Autonomy’s Audit Committee. Additionally, Deloitte reviewed these
transactions and ensured that all related accounting complied with IFRS. And, as discussed in
more detail below, HP Finance itself was aware of, and approved, Autonomy’s hosting-related

accounting,
- See Autonomy Corporation ple, Annual Report and Accounts for the year ended 31 Decemnber 2010 at 12,
51, n2e(i).
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E.  OEM

We understand that HP has alleged that Autonomy falsely classified revenue as OEM
revenue.

An OEM sale is one in which a company licenses technology — in this case, Autonomy's

- in order to embed that technology in their own products. Given the “almost magical” nature of
Autonomy's core product, IDOL, other companies frequently sought to embed Autonomy’s
technology in their own products through a variety of contractual arrangements. Following these
sales, Autonomy would have the opportunity to “up-sell” additional functionality to cither the
original OEM purchaser (i.¢., the entity that embedded IDOL into its own product) or directly to
the entity that had purchased the product from Autonomy’s OEM customer. Any follow-on
license sale — whether 1o the original OEM customer or to that OEM customer’s custoter — was
considered OEM derived revenue by Autonomy because the follow-on sale occurred as a result
of (i.¢., was derived from) the initial OEM sale.

While there is no official OEM revenue accounting definition, Autonomy properly
diselosed the basis for its OEM revenue reporting, 1t disclosed that: (1) OEM sales occurred in a
variety of forms; (2) its OEM revenue figures captured all sales that “derived” from OEM sales;
and (3) its figures were a matler of accounting judgment.

" ® B -

In sum, Autonomy's hardware, rescller, customer purchase, hosting, and OEM
disclosures and accounting were appropriate and, as confirmed by Delodite, compliant with
IFRS. Deloitte has categorically denied “any knowledge of any accounting misrepresentations in
Autonomy’s linancial statements,”™ and we have no reason to believe anything other than that
Deloitte continues 1o believe that Autonomy’s accounts represented a “true and fair™ view of the

company.
V1. " im= I Mot Support the Clai

As discussed sbove, HP has not offered an explanation for the $5 billion write-down
figure despite repeated requests. But, even if FIP’'s allegations were credited, they do not support
the massive claimed write-down. None of the allegations would materially affect Autonomy's
valuation.

First, there was no fictitious revenue. If Autonomy had been booking fictitious revenue,
its bad debts would have been abnormally high and there likely would have been cash missing.
This was not the case. Autonomy’s bad debt, which was reviewed in detail by Deloitte, was
stable and in line with industry levels. There has been no report of any cash missing.

4 hatp: fdealbook. nytimes.com201 271 12 1deloitie-denies-knowledge-of-fraud-at-autonomy,_r<0.
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While HP has claimed that Autonomy falsely “ereated] revenue™ through sales 1o
VARs, those allepations largely concern the timing of revenue recognition, not the receipt of
revenue. And, in any event, the reseller deals at issue concern a small number of the thousands
of deals Autonomy conducted each year during the relevant time period, and a small fraction of
Autonomy’s total revenues. They could not account for the claimed write-down.

Second, there is no allegation that Auwlonomy’s operating profit on thal revenue was
inaccurate, HP's hardware allegations, which were a fraction of Autonomy’s total revenues, do
not affect operating profits as all expenses, including marketing expenses, are deducted to
caleulate operating pmli'r_'"'

Third, the allegations would not have had any effect on Autonomy’s historic cash flow,

Independent analysis agree that the $5 billion write-down could not have been caused by
the accounting allegations. Bloomberg News columnist Jonathan Weil put it plainly, “HP's
explanation [of the write-down] doesn’t make any sense.”™ Lynn Tumer, former chief
accomntant for the SEC, said of HP, “What they've said to date about the fraud doesn’t
correspond to why half the value in the company disappeared.”™ CEO and Editor of Business
Insider Henry Blodget wrote, “atiributing $5 billion of the writedown 1o the raud just doesn’t
make sense.” Anup Srivastava, an assistani professor at the Kellogg School of Management at
Morthwestern University, said “1 can’t justify s

We believe any reduction in Autonomy's value post-acquisition was caused by HP's own
failure to effectively develop and integrate Autonomy. As discussed above, the value of
Autonomy 1o HP was highly dependent on apgressive anticipated synergies. HP's failure to
realize such synergies would have resulted in lower operating margins, slower growth, and a
reduction in projected future cash flows. Further, the combined effect of HP stock’s fall in
trading value and headwinds against synergies and marketplace performance would have
increased the rate used to discount Autonomy's projected future cash flows. These factors would
causc a significant reduction in Autonomy’s value unrelated to any alleged accounting
improprieties.

e a1 )

H hitp=/fwww8 bp.com/us'en hp-news press-release htmiTid=13342634 UgY_A9JDIOU.

™ Morcover, if Autonomy had reported its hardware sales as a separate operating segment, it would have

ncreased Autonomy's gross margin on s software sales,

ca hitpziwww. bloomberg com'mews 2012-11-2 1/hp-s-explanation-s1ill-makes-no-sense. hml.
o hittpefweww. mercurynews.comici 22044970/ bi-opens-criminal-probe-hewlet-packard -deal-british.
. hinp-ddealbook.oytimes.com/2012/1 1/2 1idoes-hewletts-big-charge-add-up.

CONFIDENTIAL HP_DER3_00014824



Case3:12-cv-06003-CRB Document435-24 Filed08/31/15 Page24 of 26

Mr. Ralph C. Ferrara .
Desemir 17,3013 Steptoe
Page 23

VII. HP Was Aware Of Autonomy's Acconnting Well Before the Write-Down

The timing of HPs allegations, first asserted following the write-down in November
2012, over a year after the acquisition, further undercut the credibility of HP’s claims. By the
time of the write-down, HP had controlled Autonomy's books and records for fourieen months
and raised no concerns W0 senior Aulonomy management.

HP has attempted to explain away this delay. It has suggested that it did not discover the
claimed fraud ecarlier because of a lack of access to documents, opaque financial records, and
because it did not discuss the accounting at issue with Deloitte. According to HP General
Counsel John Schultz, *Autonomy did not have sitting on a shell’ somewhere a set of well-
maintained books that would walk you through what was actually happening from a financial
perspective inside the company.”™ HP CE( Meg Whiitman said, “We didn’t go in and question
Deloitte and say, *Are vou appropriately accounting for the revenues and the operating profits™*

Those statements are belied by the record.  As demonstrated below, HP had access to the
relevant records (which were readily available and straightforward), consulted with Deloitte on
Autonomy's accounting from the outsel, and, more fundamentally, was well-aware of
Autonomy's accounting long in advance of the November 2012 announcement.  These
statements are particularly incredulous given that Deloitte’s reports to the Audit Committee
clearly demonstrate that Autonomy was fully transparent with its auditors, who carefully
considered and described in detail each of the accounting issucs underlying the allegations. We
urge the Board to read these reports. We guestion whether they were reviewed by HP senior
management prior to their remarks in connection with the write-down.

Prior to the acquisition, HP underwent a pre-transaction due diligence process with a
team of advisors including accountants from KPMG, lawyers from Freshiields LLP and Gibson,
Dunn & Crutcher LLP, and bankers from Barclays and Perella Weinberg Partners. Following
the write-down, former CEO Apotheker described that process as “meticulous and thorough.™'

As of October 3, 20011, HP kept and controlled Auonomy's books and records and
Autonomy Finance reported directly wo HP, not Autonomy management. Immediaiely following
the acquisition, Ernst & Young on behalf of HP independently reviewed Deloitie’s audit files on
Autonomy, covering most of the matters now raised. KPMG, Emst & Young, and HP's own
Mergers, Acquisition Divestitures, and Outsourcing team all reviewed Autonomy’s finance
journals on the opening balance sheet, converted Autonomy’s accounts so that they conformed 1o
U.S. GAAP, and completed a revenue and 1ax analysis, HP had full access to line item level trial
balances and HP Finance reviewed detailed financial information. No concerns were raised by

HP at that time.
ol htp:fvwoww. reaters.comdanicle 201 2§ F200us-hp-resula-idUSBRESAJOOBIO12ZE 120,
i htp:fwww. businessinsider.com'meg-whitrman-blames-deloine-for-autonomy-2011 3-lFinzz2mvolimbM.

|

httpzdblogs. wsj.comiigits2012/1 1720 eo-apatheker-due-diligence-of-auonomy-was-meticulous.
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With respect to hardware sales, such sales were no surprise o HP. Following the write-
down, HP General Counsel John Schultz claimed ignorance of Autonomy’s “low-end hardware
sales,” and, in particular, Dell sales.™ His claim too is belied by the record. Immediately
following the acquisition, HP had access to Deloitte’s reports to Autonomy's Audil Commiitee
and trial balances, Deloitne’s Q3 2009 w Q2 2011 repons to the Audit Committee discussed
Autonomy’s discounted hardware sales, including its Dell sales, and their accounting treatment.
They specifically discussed the cost allocation of the sales and that the revenue was disclosed as
part of Autonomy’'s single scgment disclosure. And Autonomy’s trial balances explicitly broke
out hardware revenue under the title "HARDWARE REVENUE.” In addition, HP was aware
that Autonomy continued making the same type of hardware sales post-acquisition.

Similarly, with respect to reseller sales, following the acquisition, HP and its advisors
undertook a thorough and detailed examination of Autonomy’s receivables and its history of
provisioning and write-offs. HP Finance scrutinized Auionomy's reseller sales and revenue
récognition practices as part of ils accounting reconciliation process. HP Finance also focused
on reseller transactions in connection with customary pest-acquisition efforts to write-down pre-
acquisition debts. And, again, HP had access to Deloitte’s reports to the Audit Commitice.
Those reports specifically discussed Autonomy's VAR accounting and significant purchases
from VARs.

With respect to hosting sales, Autonomy continued to structure hosting transactions post-
acquisition in the same manner as pre-acquisition. The appropriate accounting for such deals
was considered and discussed by HP Finance, which ook no issue with Autonomy's pre-
acquisition hosted accounting, and other key personnel. While HP Finance ultimately departed
from Autonomy’s recognition policy, the evidence will show it did so for busincss, not
ACCOUnlIng, reasons.

Notably, in January 2012, afler HP had full access 1o Autonomy's books and records, and
audit work papers, HP commissioned an independent asset valuation that confirmed HP's 311
billion asset valuation.

&2

htip:derlbook. nytimes om0 1271 172 0= p-takcs-big=-hit-on-accounting-impropriciics-at-
putonomy’?_r=0; hitpelwew businesswesk.commews 200 2-1 1-20h-p-misses-forecast ¢ ites-mnonomy-in-
&-dot-8b-writedowndfipl.
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VIIL. In lis Rush to Blame Autonomy, HP Made Reckless Statements

In its rush fo blame Autonomy, HP and its senior management made a number of reckless
and unsupportable statements. Fundamentally, HP and its senior management recklessly blamed
Autonomy's accounting for the wrile-down and failed to disclose its own failure o properly
develop and integrate Autonomy. As demonstrated above, Autonomy’s accounting was, in fact,
proper, nol the cause of the write-down, and was disclosed to HP a year before the write-down.
HP’s statements were also misleading because, even if its underlying factual allegations were
eredited, those allegations would not support the massive claimed write-down.

+ & ® ®

For all these reasons, the Commitiee should carefully consider the credibility and
viability of HP's ¢laims, We submit that, with appropriate independent consideration and
evaluation by the Committee, the Committee will conclude that HI's allegations are falsc,

Very truly yours,

@Mk‘\u\lﬁam‘

Reid H. Weingarien
Michelle L. Levin
STEPTOE & JoHNsON LLP

Christopher J. Morvillo
CrLirrorD CHANCE US LLP

Attorneys for Dr, Michael Lynch
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