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PRESENTATION
Operator
Good day, ladies and gentlemen, and welcome to the First Quarter 2018 Earnings Conference Call. (Operator Instructions) As a reminder, this call
is being recorded.
I would now like to turn the call over to Traci Tsuchiguchi. You may begin.

Traci Tsuchiguchi
Thank you, and good afternoon, everyone. Welcome to CA Technologies' First Quarter 2018 Earnings Call. Joining me today are Mike Gregoire, our
Chief Executive Officer; and Kieran McGrath, our Chief Financial Officer. Mike and Kieran will offer some prepared remarks, and then we'll open up
the call for a Q&A session. These prepared comments were previously recorded, and this conference call is being broadcast on Wednesday, August
2, over the telephone and the Internet. The information shared in this call is effective as of today's date and will not be updated. All content is the
property of CA Technologies and is protected by the U.S. and international copyright laws and may not be reproduced or transcribed in any way
without the express written consent of CA Technologies. We consider your continued participation in this call as consent to our recording.
During this call, both GAAP and non-GAAP financial measures will be discussed. Reconciliations of non-GAAP financial measures to the most directly
comparable GAAP financial measures are included in the earnings release, which was filed on Form 8-K earlier today as well as in our supplemental
earnings materials, all of which are available on our website at ca.com/invest.
Today's discussion will include forward-looking statements subject to risks and uncertainties, and our actual results could differ materially from
these forward-looking statements. Please refer to our SEC filings, including our annual report on Form 10-K for a detailed discussion of potential
risks. Please note that our second quarter quiet period begins at the close of business on September 15, 2017. Please note that all comparisons are
year-over-year and as reported unless otherwise indicated.
So with that, let me turn the call over to Mike.

Michael P. Gregoire - CA, Inc. - CEO & Director
Good afternoon, and thank you for joining us. Before we begin the discussion of our Q1 performance, we recognize that there have been rumors
and speculation around M&A transactions. Our policy is not to comment on rumors and speculation. We are confident in the progress that we have
made towards achieving sustainable, profitable growth over the medium-term planning horizon. We believe that we have a strategy in place that
will result in long-term value for our shareholders. Management and the board regularly evaluate and pressure test our assumptions and consider
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risk-adjusted strategies to realize long-term shareholder value. We will not respond to any questions about rumored M&A transactions or speculate
about future transactions.
Now turning to our first quarter performance. I am pleased that the momentum from fiscal year 2017 continued into our first fiscal quarter. Revenue,
operating margin, earnings and CFFO all came in above our expectations. Following strong performance in fiscal 2017, our first quarter revenue
and earnings results have given us a great start to the new year. Our Q1 performance increases our confidence, and we are very pleased to be in a
position to raise our fiscal 2018 guidance.
The upside relative to our expectations was driven largely by better-than-anticipated performance from our recent acquisitions as well as continued
discipline around expense control. As expected, all of our bookings-related metrics, including new sales, were significantly impacted by the very
difficult compare relative to the year-ago period. Recall that in the first quarter of fiscal 2017, we renewed a large system integrator early at the
customer's request. It's worth mentioning that even outside of the large SI, our renewal portfolio in the quarter was smaller than in the year-ago
period. While new sales were down because of this dynamic, total new sales, Enterprise Solutions new sales and organic Enterprise Solutions new
sales all outperformed the year-over-year decline in the renewal portfolio. Our renewal yield in the quarter was in the mid-90s.
Mainframe new sales were particularly impacted by the difficult year-over-year compare. That said, we are very pleased with the continued strong
performance from newer products, like Data Content Discovery and Mainframe Operations Intelligence.
The pivot we have made towards more of a solutions-based sale is gaining traction as we are now more succinctly articulating our ability to help
customers solve specific challenges. Our focus on quality, our zero defect policy and our SKU simplification efforts with our Mainframe business
unit reflect our ongoing commitment to drive continuous improvement.
The investments we are making in customer experience and customer success has consistently increased CA's Net Promoter Score, or NPS, an
industry standard measure of customer loyalty. In Q1, CA's NPS score improved dramatically compared to the year-ago period. The percentage of
customers that consider CA to be a strategic partner increased, our customer satisfaction scores continue to rise and customers are rating our
product quality higher.
Leading industry analysts are also recognizing CA's innovative product development and strong ability to execute. In the quarter, CA was positioned
as a leader in the June 2017 Gartner Magic Quadrant for Access Management, Worldwide. The report evaluated CA's broad identity and Access
Management portfolio along with the company's ability to execute and completeness of vision. CA was also named a leader in the May 2017 Gartner
Magic Quadrant for Project Portfolio Management, Worldwide. The report evaluated CA Project and Portfolio Management and positioned CA
highest in the leaders quadrant for Ability to Execute. Also in the quarter, CA was named a leader in the April 2017 Gartner Magic Quadrant for
Enterprise Agile Planning Tools. This report evaluated CA Agile Central, an enterprise class platform purpose-built for scaling agile development
practices. This recognition is great validation of the work our development teams are doing every day.
In the quarter, our API Management team, which delivered very strong new sales growth, released new versions of API Developer Portal and API
Management SaaS. By integrating the data analytics engine that exited the CA Accelerator, our VC-like technology incubator, the total cost of
ownership is lowered. Its single, cloud-native code base enables same-day delivery for SaaS, hybrid cloud and on-premise versions. The team also
launched a Microservices Solution to help developers and enterprise architects create and deploy Microservices and manage the APIs that connect
and orchestrate Microservices. Docker container deployment options are now available across a number of products within the API Management
portfolio, and expanded integrations have been made across CA's product portfolio to address management, security and advanced monitoring
of APIs for modern architectures across any enterprise or cloud environment.
Now turning to our recent acquisitions. As I mentioned earlier, we are very pleased with the rate and pace of integration and the Q1 performance
of both Automic and Veracode. This upside relative to our expectations drove better-than-expected performance for CA overall in our fiscal first
quarter. To date, the Automic team has already built integrations across a number of CA products, including Agile Central, Continuous Delivery
Director, Service Desk, Test Data Manager, BlazeMeter and Service Virtualization. There will be more to come. Campaigns are now underway to
promote these solutions to both historical Automic customers and historical CA customers to leverage existing relationships and cross-sell.
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The response we've seen in these early days is very encouraging. The Automic platform integrated across CA's portfolio is highly synergistic and
has the opportunity to create tremendous value. Similarly, the Veracode development team has been working very closely with its CA counterparts
to further build out its platform to complement CA's portfolio and accelerate volume across the Veracode platform. The strategic alignment with
the Veracode acquisition is ideal as it sits squarely at the intersection between DevOps and Security. We are very happy with the progress made
so far, and we're thrilled by the opportunities that lie ahead.
After making some minor tweaks to the sales organization at the beginning of the quarter, we did not see any meaningful consequences to sales
productivity. As expected, new sales for the Enterprise sales group, formerly referred to as our Platinum sales team, plus our largest Named customer
group declined year-over-year due to the large SI that renewed in the year-ago period. New sales for the Enterprise customer group were significantly
impacted by Mainframe capacity. We are pleased that both the public sector and the global commercial accounts grew new sales at a healthy clip.
As we've said in the past, we are an agile organization. Following the pivot we made in the sales organization last quarter, we are actively looking
for opportunities to improve the way in which we operate. We are wholly committed to the concept of continuous improvement and are convinced
that we can drive even stronger profitability and cash flow in the years ahead.
I'd also like to be the first to invite you to CA World in Las Vegas. It's a great opportunity to see the breadth of our product portfolio, talk to our
customers and spend time with the broader executive team. We will host an analyst event there on November 15. We hope to see many of you
there.
Overall, I'm very pleased with our first quarter performance and our ability to take our full year guidance higher. As the momentum from the very
strong fiscal Q4 and fiscal year 2017 has continued into the early part of fiscal 2018, we have increased confidence that these positive data points
are beginning to form a trend.
With that, I'll turn the call over to Kieran to review our first quarter financials and full year guidance. Thank you.

Kieran J. McGrath - CA, Inc. - Executive VP & CFO
Thank you, Mike. Before we get started with the quarter review, please note that all comparisons are year-over-year and as reported, unless otherwise
indicated.
This afternoon, I'm going to focus my comments on the key business drivers and performance indicators for the quarter. The balance of our financial
details can be found in our supplemental and press release.
As Mike mentioned, overall, we were very pleased with our fiscal first quarter performance. Revenue, operating margin, EPS and CFFO all came in
above our expectations.
As noted on our last quarter's earnings call, we faced a very difficult compare in the first quarter of fiscal 2018 due to the renewal of a large transaction
with a system integrator in the first quarter of fiscal 2017. This was particularly evident in all of our bookings-related metrics, including new sales
in the quarter. Renewal portfolio size and duration heavily influenced booking metrics, given the opportunity renewals provide to generate new
product sales.
Q1 total new sales were down in the mid-20s, and organic new sales were down in the mid-30s. Excluding the impact of the large SI, total new
sales were up approximately 10%, and organic new sales were down in the high single digits. Total organic new sales, excluding the large SI, were
impacted by the lighter renewal portfolio compared to the year-ago period and commensurate lower Mainframe capacity. The total renewal
portfolio was down in the high 50s compared to the year-ago period. As we have stated in our prior earnings calls, the year-over-year fluctuations
in our renewal bookings vary on a quarterly basis due to the timing and duration of large transactions. As Mike mentioned, even excluding the
large SI, the size of the renewal portfolio was lower by approximately 30% as reported and high 20s in constant currency. Our renewal yield for the
quarter was in the mid-90s percent range.
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Organic new sales declined year-over-year across all regions due to the lighter renewal portfolio in the quarter compounded by the large SI renewal
in the year-ago period. Within our segments, Mainframe new sales were down in the mid-50s. Mainframe new sales were negatively impacted by
the size of the renewal portfolio and related capacity sales in the period. Nevertheless, we are very pleased with the ongoing strength of our
organically developed Mainframe products like Data Content Discovery and Mainframe Operations Intelligence, both of which contributed to
Mainframe new product sales in the quarter.
Enterprise Solutions new sales were down in the low single digits and organically were down in the low 20s. Excluding the impact from the large
SI, organic Enterprise Solutions new sales were up slightly in the quarter in spite of the lighter renewal portfolio. We believe this dynamic demonstrates
the recent improvements we've made, both from a product and go-to-market perspective, are beginning to materialize.
As Mike mentioned, the recent acquisitions of Automic and Veracode performed very well in the quarter and exceeded our expectations. We are
very pleased by the rate and pace of both product and operational integrations and are enthusiastic about the opportunities that lie ahead for
both acquisitions.
Total revenue for the first quarter was $1.025 billion, up 3% as reported and up 4% in constant currency. Acquisitions contributed approximately
6 points to total revenue growth in the quarter.
From a segment perspective, Enterprise Solutions revenue was up 12% both as reported and in constant currency. Mainframe Solutions revenue
was down 3% as reported and down 2% in constant currency, in line with our longer-term expectation for the overall Mainframe market.
Services revenue was down 3% as reported and down 2% in constant currency. As our solutions have become easier to install, deploy and manage,
by design, our Services revenue has been impacted. That said, we believe the rate of decline in Services revenue will begin to abate in the second
half of the year.
Total revenue backlog was up 2%, while current revenue backlog improved 6%, both as reported and in constant currency. Around 4% of the
current backlog increase can be attributed to the acquisitions of Automic and Veracode. The remaining 2% was driven by organic factors, including
the size of the renewal portfolio coming due in the next 12 months.
As we've said on prior earnings calls, we expect the current revenue backlog will grow with more consistency after we demonstrate multiple
quarters of new sales growth while maintaining a low 90s renewal yield.
Q1 GAAP operating margin was 26%, and non-GAAP operating margin was 37%. Segment operating margin in the quarter was 65% for Mainframe
Solutions, 8% for Enterprise Solutions and 1% for Services.
In the quarter, Enterprise Solutions margins were impacted by acquisition-related factors. Mainframe margins came in above our longer-term
target. This reflects company-wide efforts to decrease corporate-level expenses that result in generally improved margins across all segments as
well as the revenue mix shift and associated expenses to the Enterprise Solutions segment.
Our Q1 GAAP tax rate was 25%, and our non-GAAP tax rate was 28%. Q1 GAAP diluted earnings per share was $0.42, down 11% as reported and
down 4% in constant currency. Q1 non-GAAP diluted earnings per share was $0.61, down 5% as reported and down 3% in constant currency.
Our Q1 CFFO was $298 million, up 54% as reported and up 52% in constant currency. The improvement in CFFO is primarily attributable to
single-installment cash payments, which were $194 million in the quarter and up meaningfully over the prior year.
We ended the first quarter with approximately $44 million in net cash. We paid $107 million in dividends in the quarter. We did not execute any
share repurchases in the quarter. As such, we have $650 million remaining of our original $750 million share repurchase authorization. We continue
to expect that we will at least offset dilution with our share repurchase program.
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With regard to ASC 606, the new revenue recognition standard that we intend to adopt in the first quarter of our fiscal 2019, you will see in our
10-Q filing tomorrow that we currently plan to use the modified retrospective transition method. Additionally, as we mentioned last quarter, we
are simultaneously considering ways in which to improve the transparency and simplicity of the metrics we provide on a regular basis to best
reflect the ongoing performance of our business.
Now turning to guidance. Guidance is based upon exchange rates on the last day of the preceding quarter, which was June 30, 2017. No additional
material acquisitions are assumed in our guidance. Given the continued momentum and the outperformance of most key metrics relative to our
expectations in the first quarter, we are pleased to raise our guidance for the full year.
For the full year, we now expect total revenue to increase by approximately 4%, both as reported and in constant currency. This translates to
reported revenue of $4.20 billion to $4.23 billion and compares to our previous guidance of up 2% to 3% as reported and up 3% to 4% in constant
currency.
In terms of revenue linearity throughout the year, we expect the year-over-year growth rate in constant currency will be between 3% and 4% in
the first half of the fiscal year, with the second half of the year average in constant currency between 4% and 5%. We expect our full year GAAP
operating margin to be between 26% and 27% and our non-GAAP operating margin to be between 36% and 37%. We expect our GAAP and
non-GAAP tax rate to be between 28% and 29%. We expect our GAAP diluted earnings per share to decrease 8% to 5%, both as reported and in
constant currency. This translates to GAAP earnings per share of $1.70 to $1.76 and compares to our previous guidance of down 10% to 7% as
reported and down 8% to 6% in constant currency.
Non-GAAP diluted earnings per share is expected to be down 2% to flat, both as reported and in constant currency. This translates to reported
non-GAAP earnings per share of $2.42 to $2.48, and compares to our previous guidance of down 5% to 3% as reported and down 4% to 2% in
constant currency.
At the end of the year, we expect approximately 412 million shares outstanding and a weighted average diluted share count of approximately 415
million shares. Cash flow from operations is expected to be up 1% to 5% as reported and flat to up 4% in constant currency. This translates to cash
flow from operations of $1.09 billion to $1.14 billion and compares to our previous guidance of down 2% to up 2%, both as reported and in constant
currency.
With that, we'll open it up for questions.

QUESTIONS AND ANSWERS
Operator
(Operator Instructions) Our first question comes from Raimo Lenschow of Barclays.

Mohit Gogia - Barclays PLC, Research Division - Research Analyst
This is Mohit Gogia filling in for Raimo. So you guys have been sort of like talking about pushing for selling outside the renewal cycle over the last
few quarters, and I'm just wondering if you can discuss how that initiative went on this quarter? If you can talk -- discuss that.

Michael P. Gregoire - CA, Inc. - CEO & Director
Great. Well, thank you very much, Mohit. Yes, this is something we've been really focusing on, is our ability to sell outside the renewal. And as we've
mentioned in the prepared comments, our renewal portfolio was approximately 60% smaller year-over-year in Q1. And even excluding the large
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SI deal, which we talked a lot about, our renewal portfolio was 30% smaller. I'm very pleased with how the sales team performed in selling outside
of the renewal. And in fact, freestanding new sales were up organically and up significantly overall. So well done by the sales team.

Operator
Our next question comes from John DiFucci of Jefferies. (Operator Instructions) Our next question comes from Sterling Auty of JPMorgan.

Ugam Kamat - JP Morgan Chase & Co, Research Division - Analyst
This is Ugam Kamat on for Sterling Auty. So last quarter, you talked about changing your go-to-market motion from Platinum goal to towards more
of Enterprise and Commercial. Did you see any particular disruption from that particular change? And any particular sales change that happened
across the Enterprise accounts?

Michael P. Gregoire - CA, Inc. - CEO & Director
No, I mean, basically, as I said in my prepared remarks, it was pretty seamless. This is something we've been thinking about and evolving over a
long period of time. And these changes were more driven by how we saw the sales team perform in the different layers of accounts and the kind
of support and products that we want to put into those accounts. So I think it was a pretty seamless transition if you could even call it that.

Ugam Kamat - JP Morgan Chase & Co, Research Division - Analyst
Okay. And on the Mainframe portion, you talked about lower Mainframe sales from lower capacity. Can you remind us when is the next IBM refresh
for the hardware? And any particular catalyst that you think can drive the Mainframe growth from here?

Michael P. Gregoire - CA, Inc. - CEO & Director
Yes, sure. The -- IBM's already announced the new mainframe hardware cycle. It's out and you can check their website for the press release of when
all of the different components are going to be available, but we should see that at the back half of this calendar year. From our experience, there's
usually a lag of several quarters since it's generally available before we start seeing capacity increases. I also think that, that probably had a little
bit to do with some of the softness in Mainframe capacity that happened in the last quarter. With respect to anything happening in Mainframe, I
think you're seeing a few things that are going our way. As both Kieran and I pointed out in our prepared remarks, we had 2 products that were
organically built that are selling very well and we tend to be on the right side of competitive replacements and have been for the last several
quarters.

Operator
(Operator Instructions) Our next question comes from Michael Turits of Raymond James.

Michael Turits - Raymond James & Associates, Inc., Research Division - MD of Equity Research and Infrastructure Software Analyst
Congratulations on the raise this quarter and next quarter and also raise in the guide. If you could talk a little bit about -- and again, I missed some
of the prepared remarks, but on the Security side of the business, how that's coming together. And there's been, I think, an increased emphasis on
Identity in particular, both with the -- both in general and also getting some help from some of the companies that have recently become public
in that space. So how has that market changed? And then -- and I also -- if you didn't mention it before, what was the inorganic contribution towards
the revenue backlog into revenue?
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Michael P. Gregoire - CA, Inc. - CEO & Director
Sure. I'll hit the first part in Security, and that'll give Kieran a little bit of time to dig up the revenue backlog answer. Yes, Security is a big focus for
us. It's a big part of our portfolio. And we are highly, highly competitive in that space. There's a lot of players in that space. Some of them have
become public and we welcome them to the ongoing issues of being public, which means you have to be very specific about what your product
does and you can't really expand -- extrapolate the performance of your products. Having said that, we spend an awful lot of time on R&D. And if
you take a look at various analyst reports, we're in the upper quadrant in every aspect of ability to perform, Ability to Execute as well as a leadership
position with respect to innovation. The ones that I would call out in particular with respect to Security is our Privileged Identity Management. As
you've mentioned, Michael, this is an extraordinarily important piece of technology. We think we have a competitive edge with respect to product
functionality and, most importantly, product scale. One of the reasons why we win so much with that product is we have an unbelievable reference
base, and the references we have are very large multinational huge deployments. So when it comes to scale and the functionality required to scale,
I think you see us at the top tier. The other area is an area that we've been dominating for an awful long time, and that's the whole concept of Single
Sign On. We also launched a product that not only does Single Sign On for on-prem, but we have Single Sign On in the cloud. So this puts us in a
unique position to really pay attention to customers and what customers want, whether they want to be managing that Single Sign On or that
Identity Management solution holistically in their own data centers, whether they want to be managing it in the cloud or, in many cases, what
we're seeing is a hybrid environment, where they'll use our product both in the cloud and on-prem, depending on the usage and what that
application is doing and the security in and around that application. With respect to backlog, I'll pass it over to Kieran.

Kieran J. McGrath - CA, Inc. - Executive VP & CFO
Yes. Michael, so overall, just to recap for you, our total revenue actually had a contribution of 6 points from the acquisitions revenue in aggregate.
ES revenue actually had 14 points of growth from the acquisitions. Our revenue backlog was up 6 points, of which 4 points of that was actually
attributable to the acquisitions. And our billing backlog -- or booking, rather, total actually had 2 points of contribution from the acquisitions as
well.

Michael Turits - Raymond James & Associates, Inc., Research Division - MD of Equity Research and Infrastructure Software Analyst
Just a clarification. Is that on the current revenue backlog and current billings backlog?

Kieran J. McGrath - CA, Inc. - Executive VP & CFO
Yes, that's right. Current.

Operator
There are no further questions. I'd like to turn the call back over to Mike Gregoire for any closing remarks.

Michael P. Gregoire - CA, Inc. - CEO & Director
Great. Well, thank you very much for taking the time to meet with us today. We really are pleased with the momentum we've had coming out of
our fiscal 2017, and it's carried into the early part of fiscal 2018, with revenue, operating margin, EPS and CFFO all coming in above our expectations.
Our increased guidance reflects our strong performance in Q1 and our confidence in the coming quarters. Looking ahead, we will continue to find
ways to optimize our business and drive long-term sustainable growth and shareholder value. Thanks again, and good night.
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Operator
Ladies and gentlemen, thank you for participating in today's conference. This does conclude the program, and you may all disconnect. Everyone,
have a great day.
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