NetApp Write-up
Ticker

NTAP

FYE

April

Price

$44.76

Shares outstanding (M)

281

Market cap

12,589

Cash

4,921

Cash / share

17.50

Cash (outside US)

4,496

Debt

2,405

Debt / share

8.55

Enterprise value ($M)

10,073

Short interest / float

3%

Dividend yield

1.72%

EPS (pro-forma diluted)

My estimates

P/E

PE ex-cash

Consensus

P/E

PE ex-cash

FY17

2.73

16.39

9.98

2.73

16.39

9.98

FY18e

3.22

13.89

8.46

3.03

14.77

9.00

FY19e

3.79

11.82

7.20

3.30

13.56

8.26

FY20e

4.16

10.77

6.56

3.54

12.64

7.70

Revenue

My estimates

EV/S

Consensus

EV/S

FY17

5519

1.83

5519

1.83

FY18e

5672

1.78

5633

1.79

FY19e

5821

1.73

5734

1.76

FY20e

5956

1.69

5800

1.74

My estimates

EV/EBITDA

Consensus

FY17

1112

9.06

1162

8.67

FY18e

1230

8.19

1239

8.13

FY19e

1377

7.32

1297

7.77

FY20e

1454

6.93

1332

7.56

EBITDA

EV/EBITDA

Recommendation
Though I think NTAP is a good company with a favorable position in the enterprise storage market and
rosy growth prospects, I’d be cautious in entering at these peak levels, especially when considering
risks associated with dependence on all-flash systems and the threat of the public cloud, even though
most valuation methods conducted imply at least ~15% upside by FY18.
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NTAP is a growing storage player that, after three years of trying to find its way, has recently found its
footing as a leading all-flash array vendor. Though it was late to the flash trend, NTAP has become one
of the key players in the $5.2B all-flash array (AFA) industry with a 23% market share. Though I project
revenue from the AFA segment to grow at a 15% CAGR through FY20, in part thanks to the astronomical
16% annualized growth of the AFA market as well as the ongoing migration of HDD customers to flash, I
also do recognize the risks involved in betting on a company whose only source of growth is a single
product. NTAP currently derives 22% of its total revenue from AFA, and I project that figure to grow to
39% by 2019. This makes NTAP incredibly vulnerable to minor disruptions in the AF space. My segment
revenue figure incorporates incremental share losses due to saturation and impeding competition from
EMC, SanDisk, and Oracle.
Another risk that is worth mentioning but hard to quantify is the rise of the public cloud. As is widely
known by now, companies like Amazon, Microsoft, and Dropbox have developed their own storage
technologies that allow customers to host data externally as opposed to building on premise data
centers. These providers either build out their own storage solutions or buy them for cheaper from
vendors typically headquartered in Taiwan, which significantly reduces overall demand for storage
devices developed by companies like NTAP. With 72% of respondents in a 2016 IDC survey indicating
they are either currently using or intending to use the public cloud for data storage/management, the
mass enterprise migration to the cloud is a very real threat that could alter NTAP’s business model.
Nevertheless, NTAP remains a high cash flow generative business with a strong shareholder return
program and clear strategy moving forward. In the near term NTAP will continue to ride on the success
of its all-flash array portfolio and may consider pushing out its new hyperscale offering more
aggressively. At the same time, it will benefit from a refresh cycle of its clustered ONTAP operating
system. From an operational perspective, margins should improve as promotional activity surrounding
all-flash and clustered ONTAP products declines and production continues to be optimized. These
factors, paired with a favorable buyback program should lead to mid to low double digit EPS growth
through FY20.
Though the stock has run up over 25% since the start of the year and 108% since its Jan-16 bottom,
consensus still appears to be relatively bearish and estimates imply high single digit EPS growth,
countering management guidance of low double digit growth. Based on my conservative topline growth
estimates of 3%/3%/2% in FY18/19/20 driven by declining market share in all-flash and legacy storage,
stable margins at 62%/63%/64% in FY18/19/20, and consistent buybacks, that bearish commentary
appears unwarranted. I see upside of 15% to $51.55 based on FY18 EPS of $3.22 and a 16x multiple.
Lastly, in the event of tax reform, NTAP would be able to repatriate the $4.5B (34% of market cap) in
cash stashed overseas. Management has signaled it would increase the dividend yield to 3% (from 1.7%
now), grow buybacks significantly and potentially trim the debt load. Assuming that NTAP retains $1.49B
in debt on its balance sheet (based on historical levels), that 50% of overseas cash goes towards
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buybacks, and that buybacks are spread over three years, the tax holiday could lead to 6% incremental
EPS accretion in FY18-19 and 8% in FY20.

Company overview
• Overview: NetApp Inc. (NTAP) is one of the world’s leading providers of networked storage (~15%
market share) and offers a multitude of systems to IT data-center customers. Offerings include its
FAS and E-Series family of products, recently acquired SolidFire Flash systems, OnCommand
management software, StorageGRID object storage, SteelStore backup appliance, and NetApp
Private Cloud services. It is also offers its storage systems as a Converged appliance called FlexPod
(in partnership with Cisco and VMware). It recently introduced a HyperConverged appliance, HCI,
integrates core storage and compute into a single, highly virtualized solution. The company offers
products as appliances, as a software solution on the two leading public clouds, Amazon Web
Services (AWS) and Microsoft Azure, and as part private cloud solutions (AWS, Azure and IBM
Softlayer).
• Segment breakdown:
o Product
▪ Disk/hybrid storage: 51% of FY17 product revenue and 28% of FY17 total
revenue projected to grow to 27% of product and 15% of gross revenue by
FY19. Disk/hybrid has historically been NTAP’s largest revenue-generator but
has slowly been displaced by all-flash arrays. Refresh cycle in data center
storage (moving from HDD to flash) provides ample opportunity as NTAP
transitions customers to newer technologies. Disk/hybrid revenue will continue
to decline as this transition takes place. Market shrinking at a -10% CAGR and
revenues from segment declining -12% annually.
▪ All-flash arrays: 41% of FY17 product revenue and 22% of FY17 total revenue
projected to grow to 69% of product and 39% of gross revenue by FY19.
Segment to grow at 15% CAGR through FY20. All-flash arrays are data center
storage devices that are faster and more reliable than traditional HDD storage.
Industry growing at a 16% CAGR, with the largest players being NTAP, EMC,
SanDisk, and Oracle. NTAP currently has 23% market share, up from 8% in FY15.
o Software and maintenance
▪ 17% of FY17 revenue. Made up mostly of ONTAP data center operating system.
Recent launch of new version (clustered ONTAP) boosting revenues in the near
term as most customers upgrade. Gross margins of 97%. Projecting revenues
from segment to grow at stable 1% annually.
o Services
▪ 28% of FY17 revenue. Made up of professional and support services. Revenues
to remain stable.
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•

Sources: NetApp generated 56% of its F2017 revenue from the Americas (44% Americas
commercial, 12% U.S. public sector), 32% in EMEA and the remaining 13% in Asia-Pac. By channel,
only 22% of NetApp’s F2017 revenues were from Direct sales, 5% from OEM partnerships and 73%
from Indirect sales/Distributors; of this Arrow and Avnet were the largest distributors for the
company and contributed 22% and 20% of sales, respectively.

•

Management: George Kurian (CEO) joined the company in 2011 and was named CEO in June 2015.
Prior to this role, he was SVP of the Data ONTAP group. Prior to joining NTAP, he was vice president
of the Application Networking and Switching Technology Group at Cisco. Holds BA in electrical
engineering from Princeton and MBA from Stanford. Under his leadership NTAP has shifted focus
towards the faster growing all-flash market and has worked to integrate acquisitions into the
portfolio, such as by deploying a HyperConverged infrastructure solution based on Solidfire
(company it acquired in 2016) technology.

Valuation
•
•

At 24x FY17 unadjusted PE, NTAP currently trades in line with its 3 and 5-year historical average of
24.8x and at a discount to the peer average of 32x.
NTAP is also cheaper than its peer group based on FY18e (14.7x vs. 23.7x peer average) and FY19e
(13.5x vs. 18.3x peer average) consensus EPS estimates, even though EPS is growing at a 12.47%
CAGR between FY16-18.
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•

A DCF analysis using a terminal EV/FCF of 11x (assuming it stays constant) and WACC of 12% yields a
PT of $56.39 with upside of 26%.
Terminal multiple method
PV of unlevered FCF
Terminal EV/FCF
Implied FCF growth rate
Terminal EV
Present value of terminal EV
Implied EV

4060
11
2.6%

13343
4921

(-) Debt

2405

(/) Diluted shares outstanding
Implied share price
Implied upside (downside)

26%

9283

(+) Cash
Implied equity value

Upside sensitivity

16303

15859
281

WACC

Terminal EV/FCF
9
10
11

12

13

10.5%

18%

25%

32%

39%

46%

11.0%
11.5%

16%
14%

23%
21%

30%
28%

37%
35%

44%
41%

12.0%
12.5%

12%
11%

19%
17%

26%
24%

32%
30%

39%
37%

13.0%
13.5%

9%
7%

15%
13%

22%
20%

28%
26%

34%
32%

56.39
26%

Guidance
1Q18 outlook
• Net revenues: $1.24-1.39 billion
• GAAP EPS: $0.30-0.38
• Non-GAAP EPS: $0.49-0.57
FY18 outlook
• Consolidated gross margin: 61-62%
• Non-GAAP gross margin: 62-63%
• Operating margin: 14-16%
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•
•
•

Non-GAAP operating margin: 18-20%
Effective tax rate: 23-24%
Non-GAAP effective tax rate: 19-20%

Bull Case
•

Strategic solutions to drive sustainable top line growth
o NTAP’s faster growing Strategic segment, which includes all-flash, clustered data ONTAP, Eseries, hybrid cloud solutions and OnCommand Insight, grew 17% y/y in FY17, representing 66%
of product revenue compared to 56% in FY16. As the company has stated, much of the
momentum is being driven by growth of the all-flash portfolio, which grew 174% from FY16 and
makes up 63% of strategic revenue. NTAP’s legacy (“mature”) business, which includes OEM
products, ONTAP 7-Mode, and HDD-based add-on products, declined 21% from FY16,
representing 34% of product revenue from 44%. As the company continues to reduce its
dependence on its mature business segments, sustainable revenue growth is more attainable.

•

All-flash and clustered ONTAP refresh in installed base to help sustain growth
o All-flash portfolio:
▪ Since the acquisition of Solidfire at the end of 2015 for $870M, NTAP has been pushing its
all-flash portfolio to its existing user base. This has presented a significant opportunity as
the company refreshes current HDD customers. Though NTAP was late in delivering allflash solutions, it has been incredibly successful in pushing them out and in Q4 the AFA (allflash array) business grew almost 140% y/y to an annualized net revenue run rate of $1.7B,
inclusive of all-flash FAS, EF and Solidfire products and services. With less than 10% of the
current install base having adopted all-flash, there remains opportunity for further
penetration.
▪ The table below shows industry-wide revenue from all-flash arrays and HDD-based arrays
from 2012-2020, and a five year rolling total for 2016 to 2020, based on data from Gartner
and JMP. Assuming storage products have five year refresh cycles on average, it’s possible
to use the five year rolling total to gain a general proxy for what percentage of total storage
arrays have been upgraded to all-flash. According to the data, that figure stands at 15% as
of 2017 and should grow to 39% by 2020.
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▪

▪

Based on company filings and IDC market data, NTAP has increased its all-flash array
market share1 from 15% in 2016 (based on $445M AF revenue) to 23% in 2017 (based on
$1219M AF revenue). Over the years NTAP has improved its competitive position with the
maturation of its all-flash products (through Solidfire acquisition) and its operating system,
clustered ONTAP, which will continue to drive market share gains.
I project revenue from NTAP’s all-flash portfolio to grow at a 15% CAGR through FY20 and
AF revenue to make up 39% of total revenue by FY19, up from 22% in FY17 (and 2% in
FY15). Market share will likely peak in FY18 as the market saturates as larger vendors like
IBM and HP, as well as specialized startups and eat into NTAP’s share.

FY15
All-flash array revenue

FY17

FY18e

FY19e

FY20e

FY21e

FY22e

131

445

1,219

1,834

2,289

2,532

2,701

2,822

2%

8%

22%

32%

39%

43%

45%

47%

Y/Y AF revenue growth

157%

241%

174%

50%

25%

11%

7%

7%

Market

1,605

3,062

5,228

7,632

10,396

12,048

13,494

14,843

8%

15%

23%

24%

22%

21%

20%

19%

% of total revenue

Market share

▪

1

FY16

Figure 1 below shows NTAP’s all-flash segment as % of product revenue, and figure 2
illustrates all-flash market size relative to NTAP’s market share.

Using market size data from IDC as opposed to Gartner
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Figure 1: Product revenue v. % of product revenue

Figure 2: All-flash market size v. NTAP market share
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Given the all-flash array segment could make up 39% of total revenue of FY19, total
revenue is incredibly sensitive to all-flash market share assumptions as illustrated by the
sensitivity analysis below.

2019 Revenue Sensitivity to
All-Flash
NTAP FY19 Market Share of All-Flash Array

FY19 All-Flash Market Growth

▪

3%

19%

20%

21%

22%

23%

24%

25%

25%

-6%

-4%

-2%

-1%

1%

3%

4%

30%

-4%

-3%

-1%

1%

3%

4%

6%

35%

-3%

-1%

0%

2%

4%

6%

8%

40%

-2%

0%

2%

4%

6%

8%

9%

45%

-1%

1%

3%

5%

7%

9%

11%

All flash market share gains from Dell-EMC: NTAP should also gain market share from EMC
after the Dell-EMC deal. JMP checks suggest that there continue to be challenges in
integrating the companies after the Sep. 2016 acquisition. For ex, sell-side checks suggest
EMC adopted the Dell reseller portal and quote configuration tool, which has been a
challenge for some resellers to use. Some resellers suggest issues with the tool have caused
severe delays in providing quotes to customers, leading some reps to abandon Dell EMC
where possible. JMP has also heard of concerns from resellers related to the potential
rationalization of the Dell EMC storage portfolio, where there is overlap. With Dell EMC
being the clear leader in the space, there is an opportunity for all of the storage vendors to
take share as the combined company works through integration pains. Notably, NetApp
management indicated the company is ripping and replacing a Dell EMC storage
deployment once every three days, on average. Dell-EMC market share of the external
storage systems market declined from 38% in 3Q15 to 34% in 3Q16 compared to NTAP’s
which increased from 14% to 19% in the same time period. Specifically, NTAP has been
closing the market share gap between NTAP/Dell-EMC in all-flash where EMC had an early
lead.
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Storage vendor market share

All-flash market share
120%
100%

56% 57% 57% 57% 59% 59% 60% 59% 63% 61% 64%

80%
60%

15% 13% 13% 11% 14% 11% 11% 9%
12% 11% 11%

40%

29% 30% 31% 33% 27% 30% 29% 32% 25% 28% 25%

20%

56% 62% 51% 48%

42% 45% 38% 39%

31% 33% 34%

15% 11% 13%
13% 11%
14%
12%
16% 19%
10% 9%
7% 13% 8% 14% 13% 23%
10%
7%
10%
6% 5%
40% 35%
28% 24% 31% 36% 31% 35% 35% 36% 31%

0%
1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16
EMC

o

•

NTAP

Other

1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16
EMC

NTAP

Pure Storage

Other

Clustered ONTAP:
▪ NTAP is in the process of refreshing its FAS system installed base, moving from ONTAP 7 to
clustered ONTAP. It had initially faced issues with moving its customer base to the newer
clustered ONTAP as the original version lacked the ability to do a live migration, but with
the latest version overcoming this launch misstep, NTAP appears to have regained
momentum in its product refresh. On its last earnings call mgmt noted that the company
had migrated 50% of the capacity and almost 50% of the FAS systems in its installed base to
clustered ONTAP. At the same time, in Q4, clustered ONTAP was deployed on 95% of FAS
systems shipped. Management has decided to provide more granularity in product trends
but expects the transition to the new operating system to be nonlinear. However, the
company remains confident that shift to clustered ONTAP will continue to be strong given
the demand from the existing installed base. This should also offset the increasing secular
pressures in IT spending (lower y/y growth in IT spend of 1.8% vs. 4.6% based on prop
checks), shift to cloud, and competition from newer companies, at least in the near-term.

Cost cuts to drive margins
o Gross margins:
▪ NTAP’s product gross margins have been pressured for the past year, largely because of a
higher-competitive pricing environment as the transition to flash opened up the potential
for customers to look at competitive offerings or delay purchases. For ex, in early FY16,
NTAP implemented transition support programs, temporary gear and incentives for
customers and channel partners to accelerate the shift to its newest OS (clustered ONTAP),
which put further pressure on GMs. As mentioned above, NTAP has significantly
strengthened its portfolio in all-flash. Therefore, while promotional activity should
continue, the company should slowly start moving off some of the more aggressive
discounting which will help stabilize product margins. Looking at the market more broadly,
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we’ve also seen HDD pricing continue to decline more dramatically than at the systems
level, which should also be a minor tailwind to product gross margins in 2018.
Figure 3: Storage pricing
1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16
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Enterprise HDD $/GB
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3Q15
4Q15
1Q16
2Q16
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1Q17
2Q17
3Q17
4Q17
1Q18e
2Q18e
3Q18e
4Q18e

0%
-10%

Figure 4: Product gross margins

▪

o

o
o

NTAP has moved away from custom-built hardware and has begun to use off-the-shelf
components in much of its hardware. This not only reduces costs of production but also
accelerates the pace at which NTAP can bring new products to market. For ex, according to
mgmt, the recent FAS hardware platforms were introduced at “three times lower cost of
introduction and three times faster.”
▪ I project gross margins of 62% in FY18, and improving incrementally by 1% annually based
on reduced production costs, guidance, and marginally higher software revenue mix.
Operating margins: At the same time, NTAP is reducing opex by consolidating the operations of
back end functions like customer support, payroll administration and other human resources
functions into a shared services platform. This has led the company to announce a 6%
headcount reduction in F2Q17, which follows the 12% reduction announced in F3Q16. This likely
means that the 13.5% operating margin in FY16 is a trough that is also supported by a $200M
opex cut in FY17. I model opex margins approaching 18% in FY18, closer to historicals but still
short of the 20% peak. Even after these reductions, NTAP’s opex will be roughly 45% of sales,
which is higher than other IT hardware companies like EMC (at time of acquisition) at ~40% and
Juniper at ~ 40%. Operating margins should gradually improve beyond FY18 and top the 20%
peak by FY20 as the remaining promotional activity, namely in clustered ONTAP, ceases.
EPS expansion: Cost reductions, coupled with an improving revenue trend will drive EPS
expansion of 18% in FY18.
Figure 5 below shows revenue stabilizing and growing at 3%/2%/2% in FY18/FY19/FY20, while
figure 6 shows operating margins expanding to 18%/20%/21% in F18/FY19/FY20.
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Figure 5: Revenue v. revenue growth

Figure 6: Operating profit v. operating margins
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NTAP Earnings Waterfall
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10%
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-10%
18%

Operating margin

2021
1%
1%
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Consolidation in storage space opens possibility of NTAP being acquired
o Though NTAP has been viewed as a potential acquisition target since 2015, a repatriation
holiday would significantly raise the odds of such an acquisition taking place. The rise of public
cloud has led to consolidation across different IT verticals, from storage to networking to
compute, as companies are trying to compete with the newer generation of hyperscale
competitors. This has led to M&A (Dell/EMC, HPE/Aruba, HPE/SimpliVity) and partnerships
(Cisco/Netapp, Lenovo/Juniper/Nimble, HPE/Arista). As a high-growth pure play on storage with
a significant install base and annuity revenue stream (software and services are close to 50% of
revenue), NTAP could be interesting to companies attempting to diversify into the data center
storage space or strengthen their position in all-flash. Potential acquirers include Cisco, HPE,
IBM, Lenovo and Dell. Cisco and Dell seem less likely to be interested: Cisco because of previous
mgmt commentary that they’re looking to acquisitions in the $3-7B range and Dell because of
their recent foray into storage through EMC.
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o

Precedent transactions: Using precedent transactions as a guide and applying the average
EV/sales multiple of 2.3x on NTAP’s FY17 sales of $5,519M, NTAP could be acquired for
$12,602M, implying a share price of $53.75 and upside of 20%.

Date
17-Apr-17
7-Sep-16

•

Target

Acquirer

Nimble Storage

HP

Transaction value ($M)

EV/Sales

EV/EBITDA

963

2.4

-7.19

EMC

Dell

64,671

2.6

11.57

12-May-16

SanDisk

Western Digital

17,763

1.0

3.99

27-May-16

Ruckus Wireless

Brocade Communications

1,075

2.7

46.39

16-Aug-16

Qlogic

Cavium

959

2.1

9.59

18-May-15

Aruba Networks

HP

2,381

2.9

30.34

Average

2.3

15.78

Median

2.5

10.58

Strong capital allocation with buybacks, dividends and M&A
o FCF: The company currently generates $2.9/share in free cash flow, or $811M. NTAP returned
over 110% of FCF to shareholders in FY17 and between 110-185% in the past 4 years.
o Buybacks: Since the inception of its buyback program in 2004, NTAP has bought back 110M
shares for $8.8B. The company still has $800M remaining on the $2.5B share buyback program
that was announced in February 2015, and will likely re-up when it’s finished. It intends to spend
the remaining portion by the end of May 2018. I model consistent $500M in yearly share
repurchases based on past trends and management guidance, which should provide $0.12 (or
7%) in incremental EPS accretion in FY18, and roughly 8% through FY20.
o Dividend: NTAP initiated its dividend program in 2014 and the payout has since grown at a
stable 1% annually. NTAP currently distributes $0.20/share, for a 1.7% yield.
2012

2013

2014

2015

2016

2017

2018e

2019e

2020e

2021e

2020e

0

0

202

207

210

208

210

212

214

216

219

(+) Buyback

600

590

1881

1165

960

705

600

500

500

500

500

Total capital returns

600

590

2083

1372

1170

913

810

712

714

716

719

(/) FCF

1055

1083

1128

1093

814

811

1080

1078

1129

1149

1226

% FCF returned

57%

54%

185%

126%

144%

113%

75%

66%

63%

62%

59%

Dividend payout

o

Repatriation/tax reform as a catalyst:
▪ NTAP has a gross cash balance of $4.9B, of which 91% is held overseas. Given NTAP has
34% of its market cap in net OUS cash, repatriation could serve as a catalyst for further
dividends and buybacks. Apart from increasing the dividend yield to 3%, mgmt hasn’t
provided much color on exact plans in the event of tax reform and a tax holiday. It did
however mention that it would focus on growing buybacks and could potentially trim the
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debt load. That said, based on CFO comments, in the short run NTAP will likely increase
debt to make up for the $750M tranche coming to maturity in December. Assuming that
NTAP retains $1.49B in debt on its balance sheet, that 50% of overseas cash goes towards
buybacks, and that buybacks are spread over three years, the tax holiday could lead to 6%
incremental EPS accretion in FY18-19 and 8% in FY19.
Year
FY18
FY19
FY20
FY21
FY22

o

EPS
3.22
3.79
4.16
4.57
4.92

y/y growth
18%
18%
10%
10%
8%

EPS w repatriation
3.38
4.18
4.91
5.63
6.10

y/y growth
24%
24%
18%
15%
8%

EPS delta
0.16
0.39
0.75
1.05
1.18

M&A: NTAP has been very selective in M&A over the years, with its largest acquisition being
flash storage company Solidfire, which it completed in February 2016 for $870M. With Solidfire,
the company gained another viable flash memory product, in addition to its FAS all-flash array
and EF systems, as well as access to the Service Provider market, where Solidfire had established
itself as a key vendor. The other recent acquisition of Riverbed’s Steelstore product line gave
NTAP a backup/archiving system favored by cloud vendors. It should be expected that NTAP will
continue to add to its product portfolio through acquisitions, likely in the hyperconverged space.
Selected NTAP transactions compiled by BAML are copied below.
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Bear Case
•

Secular shift towards public cloud to pressure NTAP business model
o Trend: A trend has emerged whereby enterprises are favoring using the public cloud for storage
as opposed to building their own on-premise data centers. Public cloud providers (ex. Amazon,
Microsoft and Dropbox) either build out their own storage solutions or buy them for cheaper
from vendors typically headquartered in Taiwan (ex. Quanta Computer and Wistron), which
significantly reduces demand for traditional data center storage vendors like NTAP. Given many
enterprises have or are considering migrating and given this is one of the only segments of the
storage market that is growing, the trend could prove to be a big problem for NTAP moving
forward.
o Data:
▪ An IDG survey on cloud computing done in 2016 shows that of the 925 enterprises
surveyed, 29% are currently migrating to or using the cloud, 43% are planning to migrate
(21% in NTM and 22% within 3 years) and 27% have no plans to migrate.
▪ According to IDC, worldwide spending on all public cloud computing will grow at a 19%
CAGR from $67B in 2015 to $162B in 2020 (storage could make up ⅓ of that).
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▪

o

•

The ODM (original design manufacturers) direct segment, which includes ODM storage
vendors selling directly to hyperscale data centers, accounted for 13.2% of global storage
spending in June FY17 according to IDC.
▪ In 3Q16 NTAP had a 2.8% market share of the global cloud IT infrastructure market vs.
25.4% for ODM direct vendors (IDC).
Rebuttal: This trend is partially offset by Netapp’s all-flash array (appeals to hybrid cloud
customers that seek both on and off prem storage services), and by Netapp making its ONTAP
data management software available across on and off premise storage by partnering or making
its solution compatible with cloud providers.

NTAP losing market share in NAS storage market
o The NAS market represented $6.1 billion of revenue in 2015. The mid-range market (ASP of
$25,000-250,000) represented 63% ($3.8 billion) of the overall NAS market revenue, while the
high end (ASP of $250,000+) is 17% ($1.07 billion) and entry level systems were 20% ($1.2
billion). Historically, NetApp has been the overall mindshare in this space and a leader in the
biggest segments of the market – mid-range and low-end. However, the company has lost share
over the past two years, going from 43% in 1Q14 to 21% in 2Q16, with EMC now the clear leader
in the NAS market. Part of the reason NTAP lost share was due to missteps in the initial launch
of its clustered ONTAP operating system, which delayed installed base refreshes and in some
cases gave way for newer companies to gain share. That said, most storage buyers today will still
typically think of NTAP first when it comes to purchasing NAS devices, particularly in SMBs,
which make up the lion’s share of the mid-range segment. This tendency has been attributed to
the widespread adoption of the technology when it was still nascent. Overall, NTAP had 21%
share in C2Q16, according to IDC, below competitor EMC’s 42% but a strong #2 position; all
other players have single digit percentage market share, but competition in the space should
remain tight.
o Low-end: In the low end ($0-25,000), NTAP has a leading position with 20% market share in
C2Q16, just behind EMC at 21% and well ahead of Oracle at 13%, according to IDC. Although,
emerging players have made some headway in gaining share.
o Mid-range: In the mid-range ($25,000-250,000) NAS market NTAP has been a key player with its
FAS-series products through direct and channel sales, as well as its reseller relationship with
IBM. However, NTAP has seen its dominance in this market decrease from 80%+ market share in
2002 to 22% in 2Q16, as EMC and storage startups have made a more concerted push into midrange NAS through a channel-friendly approach. Additionally, IBM and NetApp ended their
reseller agreement in 2014, which has given competitors an opportunity to gain share. In the
mid-range, EMC accounted for 45% of the market versus NTAP’s 22% in C2Q16.
o High-end: In high-end NAS ($250,000+), NTAP has minimal share at 8% of market in C2Q16, and
we expect the company to continue focusing on the low and mid-range markets.
o Rebuttal: Though NTAP’s market share in the overall NAS market is decreasing, all flash market
share is actually increasing. As the all-flash portfolio makes up a higher portion of revenue (from
22% currently), market share losses should flatten out.
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•

NTAP losing market share in SAN storage market
o The SAN market represents $15.3 billion of revenue in 2015. The mid-range market represented
51% ($7.8 billion) of the overall SAN market revenue, while the high end is 29% ($4.4 billion) and
entry level systems are 20% ($3.1 billion). EMC is the leading player with 20% of market revenue
in C2Q16, while NTAP was at 10%. NTAP has lost a few points of share over the years due to
increased competition in the low-end and mid-range.
o Low-end: In the low-end SAN market, NTAP share has declined to 13% in C2Q16 vs. 18% in
C2012. In the meantime, the newer storage companies have increased share to 57% in the
second quarter of 2016, from 45% in C2012, according to IDC data.
o Mid-range: In the mid-range market, both EMC and NTAP had seen their share decline, but
NTAP recovered some share in the last quarter was at #2 in C2Q16 with 15% share behind HP
Enterprise at 17% and IBM at 14%. The big share gainers over the past couple of years in this
segment have been HP and the newer storage companies. Although, the acquisition of Solidfire
should reverse the market share trends in this sub-market for NetApp.
o High-end: In high-end SAN, NetApp has negligible market share at less than 1%.
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•

Unanticipated tight NAND supply may slightly impact near-term demand
o NTAP faced a NAND (key component of flash hardware) shortage in 1Q17. This increased input
costs and reduced gross margins. The effect on GM was lessened as the company had stocked
up on supply and also passed some of the additional costs to customers, which slightly
diminished demand for flash products. As mgmt mentioned during the most recent earnings
call, higher NAND prices is something the company is still dealing with but it should dissipate
moving into F18. Going forward, unanticipated tight NAND supply may be a slight headwind to
revenue growth and gross margins.
o Rebuttal: Apart from stocking up on supply when prices are lower and passing on the additional
costs to consumers, there isn’t much NTAP can do to protect itself from higher input prices.
However, this is an industry-wide occurrence that appears to be widely understood by investors
and may thus not severely impact share price.

17

18

Earnings Model

19

Revenue build

20

Balance Sheet

21

Cash Flow Statement

4Q17 Earnings Transcript
Participants
CORPORATE PARTICIPANTS:
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
OTHER PARTICIPANTS:
Andrew James Nowinski
Analyst, Piper Jaffray & Co.
Brian J. White
Analyst, Drexel Hamilton LLC
Sherri A. Scribner
Analyst, Deutsche Bank Securities, Inc.
Aaron Rakers
Analyst, Stifel, Nicolaus & Co., Inc.
Jayson A. Noland
Analyst, Robert W. Baird & Co., Inc.
Kulbinder S. Garcha
Analyst, Credit Suisse Securities (USA) LLC
Simona K. Jankowski
Analyst, Goldman Sachs & Co.
Maynard J. Um
Analyst, Wells Fargo Securities LLC
Alex Kurtz
Analyst, Pacific Crest Securities
Steven Fox
Analyst, Cross Research LLC
Mark Kelleher
Analyst, D. A. Davidson & Co.
James Kisner
Analyst, Jefferies LLC
David Ryzhik
Analyst, Susquehanna Financial Group LLLP
Srini Nandury
Analyst, Summit Redstone Partners LLC
Kathryn Lynn Huberty
Analyst, Morgan Stanley & Co. LLC
Amit Daryanani
Analyst, RBC Capital Markets LLC
Rod Hall
Analyst, JPMorgan Securities LLC
Nehal Sushil Chokshi
22

Analyst, Maxim Group LLC
Simon M. Leopold
Analyst, Raymond James & Associates, Inc.
Mark Moskowitz
Analyst, Barclays Capital, Inc.
Eric Martinuzzi
Analyst, Lake Street Capital Markets LLC
Erik L. Suppiger
Analyst, JMP Securities LLC
Jim Suva
Analyst, Citigroup Global Markets, Inc.
John A. Lucia
Analyst, JMP Securities LLC
Wamsi Mohan
Analyst, Merrill Lynch, Pierce, Fenner & Smith, Inc.
Management Discussion Section
Operator
Good day, ladies and gentlemen, and welcome to NetApp's Fourth Quarter and Fiscal Year 2017 Results
Call. At this time, all participants are in a listen-only mode. Later, we will conduct a question-and-answer
session and instructions will be given at that time. [Operator Instructions]
I would now like to turn the call over to Ms. Kris Newton, Vice President, Corporate Communications
and Investor Relations. Ma'am, you may begin.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Hello, and thank you for joining us on our Q4 Fiscal Year 2017 Earnings Call. With me today are our CEO,
George Kurian; and CFO, Ron Pasek. This call is being webcast live and will be available for replay on our
website at netapp.com, along with the earnings release, our financial tables and guidance, a historical
supplemental data table, and the non-GAAP to GAAP reconciliation.
As a reminder, during today's call, we will make forward-looking statements and projections with
respect to our financial outlook and future prospects, such as our guidance for the first quarter and full
fiscal year 2018 and our expectations regarding future revenue growth, improved profitability, cash flow
and shareholder returns, all of which involve risk and uncertainty. We disclaim any obligation to update
our forward-looking statements and projections.
Actual results may differ materially from our statements and projections for a variety of reasons,
including the macroeconomic and IT spending environments, and our ability to successfully innovate in
the growth areas of the market, gain market share, expand our operating margin, and continue our
capital allocation strategy.
Please also refer to the documents we file from time to time with the SEC, specifically our most recent
Forms 10-Q, our Form 10-K for fiscal year 2016, and our current reports on Form 8-K, all of which can be
found on our website. During the call, all financial measures presented will be non-GAAP, unless
otherwise indicated.
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I'll now turn the call over to George.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Thanks, Kris, and good afternoon, everyone. The fourth quarter marked a strong finish to fiscal 2017 for
NetApp. Our continued focus and disciplined execution yielded yet another quarter of solid results on
the top and bottom lines. Revenue for the fourth quarter was at the high end of our guidance range with
both operating margin and earnings per share above our guidance. We have returned the company to
revenue growth, with improved profitability and earnings by innovating to redefine traditional markets,
bring enterprise-grade technology to emerging areas of the market, and meet the evolving needs of our
growing customer base, we are creating new opportunities for NetApp, gaining market share and
expanding our addressable market.
When I became CEO, I set three priorities for the business: pivot to the growth areas of the market;
reduce the cost structure of the company; maintain a robust capital allocation program. This intense
focus has helped us systematically improve our execution and drive efficiency through the business and
ultimately meet or beat our goals.
We have successfully delivered against each priority and have effectively completed the first phase of
our transformation. I'll provide more detail on this first phase, and then share some perspective on the
focus areas for the next.
Consistent with the plan we've laid out, the headwinds from mature solutions, add-on hardware, OEM
and ONTAP 7-Mode are lessening. In Q4, product revenue from mature solutions declined 7% year-overyear. Going into FY 2018, the transition from 7-Mode to Clustered ONTAP is largely behind us, and we
have renewed focus on hardware and software OEM opportunities. These both will further moderate
the decline in mature solutions. Strategic solutions, which position us to lead in the new era of IT, were
70% of net product revenue, up 24% year-over-year. By emphasizing our Data Fabric strategy and our
flash-enabled, cloud-integrated strategic solutions, we've driven a reacceleration of the business.
Our success in pivoting to the growth areas of the market is evident, not only in the shift of our product
revenue to strategic solutions, but also in the mix of our systems business, the majority of which now
comes from products in the high growth All-Flash Array market. We are in the early innings of the
movement to flash, and have a significant growth opportunity ahead as we penetrate our install base
and displace competitors' installations with our all-flash solutions.
Clustered ONTAP allows customers to modernize the infrastructure by replacing standalone silos of
storage and monolithic frame arrays with a scale-out, software-defined shared storage platform,
delivering seamless enterprise data management across flash, disk, public and private clouds. We have
successfully migrated over 50% of the capacity and almost 50% of the FAS systems in our large install
base to Clustered ONTAP. In Q4, Clustered ONTAP was deployed on 95% of FAS systems shift. And as I
noted earlier, the transition from 7-Mode to Clustered ONTAP is now behind us.
NetApp leads the industry in the transition to flash with cloud-integrated solutions that provide
unrivaled efficiency, speed, scale and data management. We strengthened our number two position in
calendar year 2016, and our growth continues to outpace the market and competitors both large and
small. We have entered into an agreement to acquire Plexistor, a company with technology and
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expertise in ultra low latency persistent memory. This differentiated the intellectual property will help
us further accelerate our leadership position and capture new application types and emerging
workloads.
For customers looking to modernize existing data centers, All Flash FAS deployed as both FAS
engineered systems and FlexPod Converged Infrastructure solutions is the clear choice. We have been
very successful replacing legacy frame array solutions from our competitors in Tier 1 SAN deployments,
accessing a new market for us by disrupting it with flash. In 2016, NetApp was the fastest growing of the
leading SAN suppliers, a clear indicator that we are moving outside of our traditional install base and
expanding our opportunity.
In Q4, our All-Flash Array business grew almost 140% year-over-year to an annualized net revenue run
rate of $1.7 billion, inclusive of All Flash FAS, EF and SolidFire products and services. We are winning
with flash and expanding our intellectual property in this market, positioning us for success in the
multiyear transition from disk to flash. The All Flash FlexPod and our momentum in the channel helped
to strengthen our number two position in the Converged Infrastructure market and contributed to the
44% year-over-year growth of FlexPod revenue reported in IDC's Quarterly Converged Systems Tracker
for calendar Q4 2016. We also recently acquired Immersive Partner Solutions, a cloud-based converged
infrastructure monitoring and compliance company. We will integrate this intellectual property into our
FlexPod solutions to help customers further simplify and automate lifecycle management and enhance
our leadership in the Converged Infrastructure market.
We are growing the SolidFire business at an accelerating pace through continued innovation and
expanded reach. The FY 2017 revenue performance of SolidFire was in line with the expectations we laid
out at the time of acquisition, and SolidFire was significantly less dilutive to our overall operating results
than we expected. On our last earnings call, we announced that we are further leveraging our SolidFire
investment and expanding our growth potential by developing the next-generation of hyperconverged
infrastructure. Development is on track, and we look forward to sharing more details later this quarter.
Enterprises, cloud service providers and partners choose NetApp because we enabled their hybrid cloud
strategies through our Data Fabric architecture. The NetApp Data Fabric delivers consistent and
integrated data management services and applications for data insight, access, control, protection, and
security, enabling customers to unleash the full power of their data. We displaced Dell EMC at a cloud
service provider with our All Flash FlexPod solution for its SAP HANA implementation. That customer
chose NetApp because of our value and industry-leading functionality. We helped the leading wine
producer and distributor realize the hybrid cloud strategy with the All Flash NetApp Private Storage for
Cloud, ONTAP Cloud, and OnCommand Insight to manage it all.
Key requirements of this transaction were a cloud strategy and the ability to manage complex
migrations. OnCommand Insight allows customers to look at disparate storage environments in their
data center and increasingly in the hybrid cloud to make decisions about where they want to optimize
resources. The strength and focus of OnCommand Insight allows us to displace legacy competitive
solutions, and it is now the leader in the Storage and Device Management market.
Ron will go into the details about our cost reductions, but I'm pleased to announce that we
overachieved in our goal of delivering a net run rate savings of roughly $130 million in OpEx and cost of
sales. More importantly, we've made good progress towards focusing the business, driving disciplined
portfolio management, and systematically generating more efficiencies, while setting a high bar for
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execution. Our capital allocation program includes the balance of shareholder returns and investment in
the business.
In FY 2017, we returned over $900 million to shareholders in the form of share buybacks and dividends.
Additionally, we made organic and inorganic investments to support the long-term growth of the
business like the development of our HCI solution and continued innovation in all-flash arrays and hybrid
cloud solutions.
Having successfully completed the first phase of our transformation, we will now drive the second
phase, delivering sustained growth in the fast growing parts of the market, while maintaining a focus on
margins and productivity. Again, we will focus on three priorities. First, we will expand our total
addressable market by growing our portfolio and the ways we deliver it. Strengthening our leadership
position in all-flash arrays and converge infrastructure markets, continuing to push into Tier-1 SAN
opportunities, introducing our HCI solution as well new cloud services and partnerships, reinvigorating
our OEM program and addressing new buyers in new ways.
Second, we will continue to make fundamental changes to drive productivity, enabling further
investment in the business while continuing to expand our operating margins. And third, we will
continue our robust capital allocation program, which includes a combination of shareholder returns
and investment for the long-term growth of the business.
FY 2017 was a pivotal year for NetApp, we started the year with bold commitments and we delivered
against all of them. We did what many said could not be done, return the company to growth while
simultaneously expanding operating margins.
With each successful step in our transformation, my confidence in our ability to create new
opportunities and execute against those opportunities grows. As an independent player of scale, our
openness creates a unique opportunity to partner broadly for successful customer outcomes. The mix of
our business is weighted more towards the fastest growing parts of the market than our traditional
competitors and we have significantly greater technology differentiation, customer relationships and
scale in those growth areas than the new players who are trying to address them.
As we enter FY 2018, we are building on a strong foundation and are without question, the best
positioned and the best executing in the industry.
I'll now turn the call over to Ron to walk through our Q4 and fiscal year 2017 financial performance and
go forward expectations. Ron?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Thanks, George, and good afternoon, everyone. As a reminder, I'll be referring to non-GAAP numbers
today unless otherwise noted. NetApp delivered a strong finish to fiscal 2017. Our results clearly
demonstrate the substantial progress we're making toward transforming the business, driving sustained
growth, and addressing the rapidly changing market. Before discussing our full year results and future
expectations, I'll provide detail on our performance in the fourth quarter.
Q4 net revenues were at the high end of our guidance at $1.48 billion. As we anticipated, the growth of
our strategic solutions more than offset the declines in our mature solutions and started driving net
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revenue growth in the second half of 2017. The year-over-year Q4 net revenue growth of more than 7%
is clear evidence of this dynamic.
Product revenue of $852 million grew over 12% year-over-year led by flash and the continued strength
of our strategic solutions. The combination of software maintenance and hardware maintenance and
other services revenues increased 1% year-over-year. Gross margin of 62.5% was 1 point better than Q3
and above our guidance range. Product gross margin of 48.9% increased about 3 points sequentially and
2 points year-over-year, reflecting improved sales discipline, fewer promotions and lower ENO reserves.
Software maintenance gross margin was roughly flat sequentially and increased just over 1 point on a
year-over-year basis. Hardware maintenance and other services gross margin decreased over 1 point
sequentially but increased over 2 points year-over-year, reflecting the benefits from our transformation
initiatives. Operating expenses of $690 million increased 7% sequentially reflecting higher variable
compensation due to higher-than-expected revenue growth. Despite slightly higher operating expenses,
our operating margin of 20.7% was above our guidance range.
Our effective tax rate for the fourth quarter was 22.1%, an increase of 3.5 points sequentially reflecting
a higher mix of U.S. profits. We ended the quarter with $278 million weighted average diluted shares
outstanding. EPS of $0.86 exceeded the high end of our guidance range by $0.02 as a result of higher
revenue and higher gross margin. Cash and balance sheet metrics remained healthy in the quarter. Our
cash conversion cycle improved 13 days year-over-year, reflecting 24 days of combined improvement in
DSO and DPO from our transformation initiatives partially offset by a 10-day increase in DIO.
Additionally, cash flow from operations grew 6% year-over-year to $365 million. Deferred and financed
unearned services revenue declined 1% year-over-year due to lower ASPs, and to a lesser extent,
execution issues within renewals. Free cash flow grew 5% year-over-year to $327 million.
Inventory returns decreased by nine turns on a year-over-year basis reflecting increased flash inventory
and timing. To reiterate, we're confident that we have secured adequate NAND supply to meet
anticipated demand for the remainder of this calendar year. We have a unique advantage through our
deep business and technical partnerships with our NAND and SSD suppliers. We partner to help them
bring their new technologies to market faster, and consequently, maximize our continuity of supply.
We repurchased $129 million of NetApp shares and paid $51 million in cash dividends during the
quarter. Finally, we ended the year with approximately $4.9 billion in cash and short-term investments,
with roughly 9% held by our domestic entities.
Now turning to our full year 2017 results. Net revenues of $5.52 billion were relatively flat compared to
fiscal 2016. Gross margin of 62.3% was relatively flat compared to the previous year and was within our
guidance range. Operating margin of 17.2% improved almost 4 points versus fiscal 2016, and was above
our guidance range of 15% to 17%.
In fiscal 2017, we took important, and in some cases, difficult steps that were necessary to lower our
cost structure and improve the alignment of our resources to our strategy. We committed to reducing
our cost structure across both cost of sales and OpEx, yielding a net annualized run rate savings of $130
million after investment in SolidFire and other growth areas of the business.
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I am pleased to report that we exceeded this commitment, achieving annualized net run rate savings of
approximately $140 million despite the impact of higher variable compensation in Q4. Our effective tax
rate was 19.2% and 1.5 points above expectations reflecting the higher mix of U.S. profits.
EPS of $2.73 for the full year increased 28% from 2016. We continued to deliver on our capital allocation
strategy through a combination of dividends and share repurchases in excess of $900 million we
returned over a 110% of free cash flow to shareholders this year. Additionally, we have completed over
$1.7 billion of a $2.5 billion repurchase program we announced in February of 2015. We remain firmly
committed to delivering shareholder value and are on track to complete the remaining $800 million by
the end of May 2018. Today I am pleased to announce a 5% increase in our next cash dividend to $0.20
per share which will be paid on July 26, 2017.
Now to guidance. I am confident that we're making the right investments to compete and win, not only
in the market segments where we are strong today, but also in the new high growth areas of the
market. We're making tough decisions and key investments to expand our TAM and drive strong
financial performance over the long term.
Looking ahead to fiscal 2018, we expect moderated revenue growth to ramp throughout the year
consistent with our normal seasonal trends. We are forecasting a gross margin range of 62% to 63% and
expect operating margin in the range of 18% to 20%. We are committed to delivering low double-digit
EPS growth and expect our effective tax rate for the year to be approximately 19% to 20%.
Additionally, we expect to continue generating meaningful free cash flow in the range of 17% to 19% of
revenues, enabling us to invest in growth as well as continue to return significant capital to our
shareholders in fiscal 2018. With that in mind, I'd like to take a moment to remind you of seasonal
trends relating to our operating margin. We typically build momentum through the fiscal year. As such,
Q1 is generally our softest quarter for operating margin, reflecting seasonally lower Q1 revenue, as well
as seasonally higher operating expenses mainly from salary adjustments.
That said, now on to guidance for the first quarter of fiscal 2018. We are forecasting a revenue range of
$1.24 billion to $1.39 billion. At the midpoint, this implies year-over-year revenue growth of
approximately 2%. We expect gross margins of approximately 62% to 63%. We're targeting Q1 operating
margins of 13.5% to 14.5%, reflecting the seasonality I just discussed.
We expect EPS to be between $0.49 and $0.57. This implies a 15% growth year-over-year at the
midpoint, which is consistent with our typical Q1 contribution to full year EPS, and consistent with the
long-term model of low double-digit EPS growth that I shared with you at our recent Analyst Day.
In closing, I'm very pleased with NetApp's performance in fiscal 2017. We've sharpened our focus,
accelerated our innovation, and are shifting the investments toward the fastest-growing parts of the
market, while accelerating our ability to deliver shareholder value through improved profitability and
cash flow. The substantial progress we've made drives my confidence in NetApp's growth potential and
future.
With that, I'll hand it back to Kris to open the call for Q&A. Kris?
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
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We'll now open the call for Q&A. Please be respectful of your peers and limit yourself to one question so
we can get to as many people as possible. Thanks for your cooperation. Operator?
Question And Answer Section
Operator
Thank you. [Operator Instructions] And our first question comes from the line of Andrew Nowinski with
Piper Jaffray. Your line is now open.
Andrew James Nowinski
Analyst, Piper Jaffray & Co.
All right. Great. Thanks for taking the question and great, great quarter again. So your product gross
margin improved nicely again this quarter, and I think you mentioned fewer promotions. Can you just
give us any color on the promotions that you're no longer using and then maybe [ph] weave in (24:58)
color on how you're competing against Dell EMC as it relates to pricing? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Sure. I think we hinted at this at our Analyst Day. There was a cDOT promotion we had run for quite
some time and we were very clear that it had pretty much run its course, and it in fact did. That
definitely helped. As well, I think there were a couple other things that contributed including better
sales execution and discipline, and we didn't have the charge that we had in Q3 of 2017 as well.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
We've also introduced a new class of high value products and ONTAP 9.1 software that continues to
differentiate our portfolio. So overall, strong new products differentiation there, continued sales force
discipline and execution, as well as removing the Clustered ONTAP migration program now that the
majority of the migrations are done.
With regard to EMC, as we said we have competitive programs in place and we see continued
momentum from those comparative programs. In Q4, we accelerated the rate of EMC takeouts to one a
day, and we mentioned that it was once every few days at the Analyst Day. I think in Q4 we've
accelerated that to once per day, representing the fact that we've got the best all-flash array portfolio in
the market.
Andrew James Nowinski
Analyst, Piper Jaffray & Co.
Great. Thanks a lot.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you, Andy. Next question.
Operator
Thank you. And our next question comes from the line of Brian White with Drexel Hamilton. Your line is
now open.
Brian J. White
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Analyst, Drexel Hamilton LLC
Yes, George. Could you talk a little bit about the trends you're seeing in the U.S. public spending vertical
for the quarter and maybe for orders moving forward? I know one of the big OEMs highlighted
weakness in that vertical over the past week. Thank you.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
We had a good quarter in public sector representing both market share gains, as well as execution by
our field organizations. I would tell you that the outlook for public sector depends on the budget that
the new administration passes. I think we have a broad book of business in the public sector market. So
my sense is that it's too early to tell but defense is probably strengthened and civilian is probably
hampered a little bit by the – if the budget passes the way it's shaped. But we've got a broad book of
business and we continue to demonstrate leadership and execution in that market.
Brian J. White
Analyst, Drexel Hamilton LLC
Great. Thanks.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Brian. Next question.
Operator
And our next question comes from the line of Sherri Scribner with Deutsche Bank. Your line is now open.
Sherri A. Scribner
Analyst, Deutsche Bank Securities, Inc.
Hi, thanks. Ron, you mentioned that you expect revenue growth to moderate – be – I think you said
moderating revenue growth through the year. Can you talk a little bit about what that means exactly. I
think the midpoint of your guidance is just 1.6% revenue growth. Is revenue going to accelerate as we go
through the year or is it going to be kind of in these same levels? How are you thinking about that as we
progress through the year? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
What I try to say, Sherri, is coming off of Q4 where we grew 7%, down to Q1 where we're seeing a
roughly 2% year-over-year growth, we do expect that to accelerate through the year.
Sherri A. Scribner
Analyst, Deutsche Bank Securities, Inc.
Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Sherri. Next question.
Operator
And our next question comes from the line of Aaron Rakers with Stifel. Your line is now open.
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Aaron Rakers
Analyst, Stifel, Nicolaus & Co., Inc.
Yeah, thank you. At the Analyst Day, you talked a little bit about the penetration rate of your customer
base that shifted to all-flash, I'm curious if you could give us an update with regard to that, and how we
should think about that looking at over the next 12 months, where you think that possibly could go.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
I think we're in the early innings of the transition to all-flash. I would tell you, our total opportunity is,
not only within our install base, where all-flash systems are less than 10% of our large and growing
install base, but also in displacing competitor frame arrays and legacy storage environments. So we are
in the early stages of a multi-year transition from disc to flash, and we feel very well positioned to
capitalize on that market transition.
We are the fastest growing vendor in the all-flash array market, outpacing our competitors large and
small. I think if you look at our numbers, we're up 140% year-over-year as compared to others who are
in the 30% range. And if you look quarter-on-quarter, we're up 24% as opposed to them down
sequentially in the same range. So we feel very, very good about our portfolio.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Aaron. Next question.
Operator
Our next question comes from the line of Jayson Noland with Robert W. Baird. Your line is now open.
Jayson A. Noland
Analyst, Robert W. Baird & Co., Inc.
Okay, great. I wanted to ask on the revenue guidance, you mentioned, accelerate through the year, can
you grow product revenue for F 2018?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Well, coming off a quarter in Q4 where we did, yes, absolutely. That is the plan.
Jayson A. Noland
Analyst, Robert W. Baird & Co., Inc.
For the full year F 2018 over F 2017, though?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Absolutely.
Jayson A. Noland
Analyst, Robert W. Baird & Co., Inc.
Okay. Thank you.
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Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Jayson. Next question.
Operator
And our next question comes from the line of Kulbinder Garcha with Credit Suisse. Your line is now
open.
Kulbinder S. Garcha
Analyst, Credit Suisse Securities (USA) LLC
Thank you for the question. I guess, given where you are guiding, it looks like operating margins for the
first quarter, you'd have to exit the year probably at peak levels in the low 20%s, I think. Is that the
trajectory we should think about or is there more of a step up sooner in the year? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Well, Kulbinder, as you saw this year we started out quite low as well and accelerated from 12% in Q1 of
2017 to over 20% in Q4 of 2017. So yeah, that is the seasonality I was addressing in my prepared
remarks, so absolutely.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Kulbinder. Next question.
Operator
Thank you. And our next question comes from the line of Simona Jankowski with Goldman Sachs. Your
line is now open.
Simona K. Jankowski
Analyst, Goldman Sachs & Co.
Hi, thank you. Just a couple of follow-ups on that also. In terms of the outperformance in product gross
margins in the quarter, is an element of that driven by increasing prices to pass through some of the
NAND cost increases? And then Ron, for the first quarter, you talked about the OpEx seasonality, is
there a seasonality relative to gross margin you'd point us to or a mix impact? And then finally, from a
long-term perspective, what is the natural product gross margin that you think is realistic for you guys.
Can you get back to the low 50%s range? Thank you.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah. So the first part of your question, Simona. So yeah, I think what we had indicated was that we did
raise prices in many of our flash products as a result of NAND prices increasing to us. And so in many
cases, we did pass that along. The only seasonality you'll see in gross margin relates sometimes to Q2 on
a product basis, we see year-end public sector revenue and margin go up, otherwise it's not that cyclical.
I'd hesitate to give us a long term guide on product margin, it is certainly our intent and I mentioned this
at the Analyst Day, that we should be doing better than we are and that is part of our AOP or annual
operating plan for FY 2018.
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Simona K. Jankowski
Analyst, Goldman Sachs & Co.
Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Simona. Next question?
Operator
Our next question comes from the line of Maynard Um with Wells Fargo. Your line is now open.
Maynard J. Um
Analyst, Wells Fargo Securities LLC
Hi, thanks. Can you just talk about the change in your go to market that you talked about in your Analyst
Day. How much have you done and any qualitative or quantitative thoughts you can share on what
you're seeing? And then similarly, with the compensation structure changes, have you seen any
disruptions or any kind of turnover in sales that have been outside the norm? Thanks.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
I think first of all, the confidence in our employees, customers and reseller partners is exceptionally
good. I think the turnaround has been seen positively by everybody and we are attracting the world's
best talent in NetApp.
I think in terms of the compensation plan, the coverage model and some of the things that we talked
about at the Financial Analyst Day, we recently implemented that at the start of May, which is the plan
for the new fiscal year, fiscal 2018, and so we're going to play that out through the course of this year. I
think we entered the year with a really strong capacity number in terms of quota bearing heads, which is
what we had said that as part of transformation we're going to redeploy investment from non-quota
bearing roles to quota bearing roles.
So we feel really good. The momentum in the product portfolio demonstrated market share gains and
the right amount of capacity to execute our game plan for this year. And as I mentioned, we intend to
grow product revenue year-on-year this year accelerating through the course of the year.
Maynard J. Um
Analyst, Wells Fargo Securities LLC
Great. Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you, Maynard. Next question.
Operator
Our next question comes from the line of Alex Kurtz with Pacific Crest Securities. Your line is now open.
Alex Kurtz
Analyst, Pacific Crest Securities
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Yeah. Thanks for taking the question and I apologize if you already touched on this. But when you look
at your all-flash growth, can you help us quantify how much of that is coming from the install base
refresh over maybe the last nine months or so and how much of that is net new customer growth?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
We are gaining new customers, new workloads in existing customers, and the two of them are
represented by the fact that we are based on public market data from IDC, for example, the fastest
growing major SAN vendor, fiber channel stores vendor, which is a net new market for NetApp. We have
converted a small percentage, as I mentioned, of less than 10% of our install base to all-flash arrays. So
the majority of our growth is coming from outside our install base.
Alex Kurtz
Analyst, Pacific Crest Securities
Okay. All right. Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you, Alex. Next question.
Operator
Our next question comes from the line of Steven Fox with Cross Research. Your line is now open.
Steven Fox
Analyst, Cross Research LLC
Thanks. Good afternoon. I'm just a little confused on the gross margin guidance, so you're talking about
doing 62% to 63% in the first quarter, and then also for the full year even though you're talking about
accelerating sales growth. Can you just walk us through some of the puts and takes between Q1 and say
the full year guidance? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah. I mean, so we generally see Q1 as fairly flat to Q4. We have a little higher mix of services revenues
which usually helps gross margin. However, we do have NAND cost still increasing, so that's a little bit of
a headwind. As I mentioned in the Analyst Day, I think that will start to dissipate later in the year and
certainly into next year. We're maintaining a fairly conservative range for the year where we're trying
some new things with compensation in the sales force, and we want to see them take hold so there –
we'll see how that goes I think it can only be upside.
Steven Fox
Analyst, Cross Research LLC
Great. Thank you very much.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Steve. Next question.
Operator
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And our next question comes from the line of Mark Kelleher with D.A. Davidson. Your line is now open.
Mark Kelleher
Analyst, D. A. Davidson & Co.
Great. Thanks for taking the question. You talked about reinvigorating your OEM program, can you
maybe talk a little bit about what your plans are there?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
I think it's too early to comment. I think we do see the opportunity to access new markets and new
geographies using both software as well as hardware. So we've succeeded in some of the Smart City
projects that are going on in the Asia-Pacific region using a new type of integrator that combines NetApp
storage with other components of a broad-based Smart City solution, that's one example. We'll
communicate more through the course of the year as news becomes available, but in the broad context
is, the combination of software assets from NetApp like ONTAP Select or SolidFire software, as well as
the opportunity to create new solutions through new pathways, and makes us believe that OEM is no
longer a place which declines, but rather flattens out or starts to grow moderately.
Mark Kelleher
Analyst, D. A. Davidson & Co.
Okay. Thanks.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Mark. Next question.
Operator
And our next question comes from the line of Jane Kisner with Jefferies. Your line is now open.
James Kisner
Analyst, Jefferies LLC
It's James not Jane, just to make sure. So on the – just a clarification and a sort of question on – you
mentioned, I think, excess amounts of inventory helping product margin, I want to make sure that that
was still helping non-GAAP product margin and maybe you could quantify how much that helped. And
then just separately on just the – congrats on the minus 7% better mature solutions declines, are there
any particular pieces in that business that outperformed that really helped you with that – I guess to say
it differently, what's the product line that did the best year-over-year that drove that result? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah. So on the – all I was really trying to point out is we had that as a headwind in Q3. It certainly
wasn't there in Q4. The main pieces of benefit were of course better sales execution and the removal of
the promo for cDOT.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
I think with regard to the mature solutions, I think first of all, we had said that as the three components
of mature solutions were add-on storage, OEM and 7-Mode, and they are increasingly becoming a
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smaller part of our overall business. So the year-on-year declines in them are frankly smaller than they
would be. The preponderant majority of that business is OEM and add-on storage at this point, and
therefore those will not be, as I said, subject to the same rate of declines.
7-Mode is now a much, much smaller percentage of our business. If you think about the shipments out
of the factory, they're 95% Clustered ONTAP and so we think that mature overall as we had said many
times, will be a place of stability or very modest decline going forward.
James Kisner
Analyst, Jefferies LLC
Thanks very much.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
All right. Thank you, James. Next question?
Operator
Thank you. And our next question comes from the line of Mehdi Hosseini with Susquehanna. Your line is
now open.
David Ryzhik
Analyst, Susquehanna Financial Group LLLP
Hi, thanks so much. This is David Ryzhik for Mehdi Hosseini. Your anticipation for accelerating product
growth throughout the year, does that include new products such as hyperconverged ramping? And the
second part of my question is, regarding cDOT migration, what is the strategy with legacy 7-Mode
installations given that you're kind of signaling that it's behind us. What is the strategy if any? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
So in respect to ramp of new products, yes. In fact, SolidFire continues to ramp in the year and some
other new products that will come along.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
So we feel good about the portfolio we have to-date, that have – we have just finished a very strong
quarter. We think that many of the solutions that we sold this quarter have expanded potential and
we'll continue to demonstrate additive innovations to the portfolio over the course of the year, stay
tuned. With regard to the customer base, and the partner channel on Clustered ONTAP, we have
migrated a substantial percentage of that customer base as we've communicated to clustering from 7Mode. We have also trained our partner channel and trained our customers to achieve those migrations
themselves. So we've given them tools, methodologies and allowed them to shadow us as we've helped
them do the migrations.
The remainder of those migrations will happen at the pace that customers take on IT projects. They will
be a part of the broader IT agenda of customers and so we feel very good. We've got the big percentage
of our install base migrated, we have seen real success with both Clustered ONTAP and all-flash
Clustered ONTAP called All-Flash FAS, and we think that we've established a compelling value
proposition for customers to migrate over the remainder of the install base.
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David Ryzhik
Analyst, Susquehanna Financial Group LLLP
Great. Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you, David. Next question.
Operator
Our next question comes from the line of Srini Nandury with Summit Redstone. Your line is now open.
Srini Nandury
Analyst, Summit Redstone Partners LLC
All right. Thank you for taking my question. Congratulation on a good quarter. You mentioned on the call
that you're taking out EMC once a day, what products are you displacing, are those primarily Dell
products or EMC, or both?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
We are displacing the EMC products, primarily VMAXs and VNXs, as we tear out old SAN environments
and replace them with All Flash FAS. We are also looking forward to displacing old Isilon environments
with ONTAP 9.2. So we...
Srini Nandury
Analyst, Summit Redstone Partners LLC
All right. Thank you, George.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you, Srini. Next question?
Operator
Thank you. And our next question comes from the line of Katy Huberty with Morgan Stanley. Your line is
now open.
Kathryn Lynn Huberty
Analyst, Morgan Stanley & Co. LLC
Thanks, good afternoon. Ron, how should we think about operating expense trend for the full year fiscal
2018 in light of R&D for adjacent markets, and some of the go-to-market investments you talked about
at the Analyst Day?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah. So, what I mentioned at Analyst Day for the three-year period, it would have been roughly flat. I
also mentioned, we would see a slight bump in 2018, as we will see, given we need to give people raises,
but other than that, it's really pretty much flat to what we would have expected.
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Kathryn Lynn Huberty
Analyst, Morgan Stanley & Co. LLC
Okay. Thank you.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Let me clarify one additional thing, Katy, what we're clear was that we'll continue to do transformation,
that we would be using that as a tool to disinvest and reinvest in the business, so that the reinvestment
is not all incremental.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Katy. Next question?
Operator
And our next question comes from the line of Amit Daryanani with RBC Capital Markets. Your line is now
open.
Amit Daryanani
Analyst, RBC Capital Markets LLC
Thanks a lot, guys. I guess, just a question on the component shortages, and maybe I missed this, but
can you quantify what headwind did component shortages or price increases have for you in the April
quarter, and how do you think over that headwind in July, and if I understand the structure of your –
securing the NAND supply dynamic properly, is it fair to think you've secured the supply but pricing
could still fluctuate and could still kind of have a margin impact?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
That's right. I was hinting at that last quarter, we do secure the supply for the remainder of the calendar
year, but we only do pricing for the next 90 days in advance. So, it was about 1 point headwind in the Q4
quarter, it's about 0.5 point as we entered Q1.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
All right. Thanks, Amit. Next question?
Operator
Our next question comes from the line of Rod Hall with JPMorgan. Your line is now open.
Rod Hall
Analyst, JPMorgan Securities LLC
Yeah. Thanks for the question. I just wanted to check on the competitive dynamic, a couple of questions
actually on this. One is Dell EMC significantly increased their channel program at the beginning of the
year, especially focused on storage. So, I wonder if you could comment on whether you're seeing any
impacts from that and then just kind of how that's playing out in the market.
And then I also wanted to talk a little bit about all these price increases. Do you expect others to do the
same, and what do you think the impact on market demand is going to be? Your customer is going to
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pause spending as we get toward the back end of this year, as they think about NAND eventually
clearing and prices coming back down, or do you think people will [indiscernible] (45:20)?
And then lastly on NAND, I just want to ask that again, I mean, the data point in the quarter suggested
stabilization is not going to happen in the back end of this year as people have thought, at least some of
the suppliers are now pushing out supply-demand breakeven into middle or even into next year. So, I
wonder if you're thinking that things are going to stabilize at the end of the year, maybe it's a little bit
optimistic, just like to get your comments on that.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Okay. That's a lot of questions, but let me take them in sequence. With regard to EMC channel
programs, we have a strong group of channel partners that do a lot of business with NetApp that are
focused on NetApp. I think the success of our All Flash FAS products, the success of our competitive
programs, the success of FlexPod in an all-flash configuration are all indications of the strength of our
channel and the focus that we have. I think EMC may sweep up some of the marginal partners, but
they're not the core focus of our channel program.
The second is, with regard to the pricing dynamics in customers, we are uniquely positioned with
Clustered ONTAP to enable customers to move workloads between an all-flash configuration and a
hybrid flash configuration that combines flash with disk seamlessly. So we are able to provide customers
the choice of both. We did see strength in our hybrid flash platform this quarter as well, but it's too early
to tell whether that was a reflection of pricing. It's – it would be remiss of me to speculate on what other
people would do. I think we felt that it was important for us to stay consistent to prior practice and
future practice that we pass through to customers, the increases in component costs as well as the
decreases in component costs as they happen.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
With respect to NAND suppliers, remember, we have strategic relationships with suppliers that allow us
and afford us different dynamics and perhaps other people in the marketplace. So what I said today and
previously are still consistent. So, we see our supply being in good shape and should free up later in the
year and into next year.
Rod Hall
Analyst, JPMorgan Securities LLC
Okay. Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Okay. Thanks, Rod. Next question?
Operator
Our next question comes from the line of Nehal Chokshi with Maxim Group. Your line is now open.
Nehal Sushil Chokshi
Analyst, Maxim Group LLC
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Thank you. Good quarter. The driver on the pullback of the year-over-year growth for the July quarter, I
mean, you had 7% year-over-year growth for the April quarter and you're guiding at a midpoint of 2%, is
there a story behind why you're guiding for that pullback on that growth? And I do have a follow-up as
well.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Nothing other than what we indicated at the Analyst Day is that we really are giving realistic, and in
some cases, conservative estimates, and we want to make sure we meet or beat every commitment
we've made as we have the last four quarters. [indiscernible] (48:30)
Nehal Sushil Chokshi
Analyst, Maxim Group LLC
Okay. Is it possible that the year ago comps is a lot easier than what was for the April quarter, and that's
one of the things that's going into that conservatism as well?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Actually, the year ago Q1, Q1 of 2017 was actually a pretty good quarter. It really was flat for product
revenue, it was down slightly on services only because we had a 13-week quarter versus 14-week the
year before, so, if anything, it's a more difficult compare.
Nehal Sushil Chokshi
Analyst, Maxim Group LLC
That's what I meant. Okay. Sorry. And then my follow-up is that it looks like revenue from direct
pathways took a step back in terms of year-ago growth profile all indirect accelerated. So, is there a
story behind what seems to be two different tales for these two different pathways for market?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
No. Nothing substantive there. I think it's just to make some transactions, timing of transactions, I don't
think there's anything systematic. I think we've had a good progress with our channel partners, and
we've seen strength in terms of total product revenue growth across both. FlexPod, in particular, we had
a really strong year and second half of the year, in particular, with FlexPod through the FlexPod
advantage and All Flash FAS program. So, I would say that it's probably reflects more the strength of the
indirect channel through that model.
Nehal Sushil Chokshi
Analyst, Maxim Group LLC
Okay. Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you, Nehal. Next question?
Operator
Thank you. And our next question comes from the line of Simon Leopold with Raymond James. Your line
is now open.
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Simon M. Leopold
Analyst, Raymond James & Associates, Inc.
Great. Thank you. First, I just wanted to clarify within the guidance, I think it seems to imply your
operating expenses rise sequentially. And just looking at prior year, sales and marketing sometimes
moves up, sometimes moves down on what is typically a seasonally lower revenue quarter. Could you
help us understand any of the moving parts that might be influencing OpEx in your July guidance? And
then in terms of the broader question, I wanted to ask about the longer-term strategy in terms of allflash, because you've got hyper-converged product coming to market in three different all-flash
platforms. Is there some thought about trying to consolidate those platforms or looking for more
synergies or are the synergies there and just not well appreciated? Thank you.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah. So, on the walk on OpEx from Q4 to Q1, it's simply the fact that we're giving people raises. We are
down in Q1 2018 versus Q1 a year ago. And again, we're doing some disinvestments and reinvestments,
so that is the really simple explanation. That's it.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
With regard to your second question, I would say, we have very clear swim lanes and use cases that we
describe for our All-Flash Array platforms, and that allows customers to make ongoing purchase
decisions with confidence in these road maps. With regard to offerings of both the ONTAP and SolidFire,
I would just tell you, we've had a tradition of making ONTAP and SolidFire available as standalone
systems as part of Converged Infrastructure, software and as-a-service models, and what you'll see with
SolidFire is it's offering in a hyper-converged form factor, so it's consistent with practice. Our customers
like the fact that they can operate a storage environment across all these use cases, it gives them a huge
return on both training as well as automation and management and monitoring infrastructure, unlike
our competitors who have a different operating system for every single use case.
Simon M. Leopold
Analyst, Raymond James & Associates, Inc.
Great. Thank you. That's very helpful.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
All right. Thanks, Simon. Next question?
Operator
And our next question comes from the line of Mark Moskowitz with Barclays. Your line is now open.
Mark Moskowitz
Analyst, Barclays Capital, Inc.
Yeah, thanks, good afternoon. Just want to build off of Rod's question from earlier regarding
competitive dynamics. It seems like it could be more than just Dell EMC if we're not mistaken in terms of
pure storage starting to gain momentum of FlashBlade and also HP Enterprise acquiring Nimble, it just
seems like NetApp now is in the crosshairs of a lot of different targets here or bullseyes [ph] and you
had (51:35) players out there. Is this part of the reason why you're being little more cautious in the
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guide and not really providing a full-year revenue outlook, because you could have a lot more
[indiscernible] (52:53)?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Not at all. I think we feel real confident, right. If you look at the strategic portfolio, it's accelerated
through the year, both in terms of its size as a percentage of our business, as well as growth rate. Just
take a look, last quarter, it was up 22% on product revenue, strategic product revenue this quarter, 24%,
last year it was 14% at this time. So we feel real good about the product portfolio. I think there's two
things, right. I think one is, we want to make sure that when we give you guidance, we can achieve those
estimates, and it's really that. And then the second is, we continue to watch the macro, and as we get
more color through the course of the year, we'll certainly give you a better outlook as it becomes
available, but it has got nothing to do with competitive dynamics.
If you look at our market share numbers in All-Flash Arrays, we're outpacing all these guys. I would tell
you that some of the competitor moves our desperation moves to catch us rather than us feeling
worried about them.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
All right. Thank you, Mark. Next question?
Operator
And our next question comes from the line of Eric Martinuzzi with Lake Street. Your line is now open.
Eric Martinuzzi
Analyst, Lake Street Capital Markets LLC
Yeah. I may have missed this earlier, but what was the head count, where did you finish the head count
with for FY 2017 and what's your expectation for head count for – sorry, finished for FY 2017 and your
expectation for FY 2018?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
So we do not plan to add any net new head count in FY 2018, we finished the year at 10,103 employees.
Eric Martinuzzi
Analyst, Lake Street Capital Markets LLC
Got it. Thanks.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Eric. Next question?
Operator
Thank you. And our next question comes from the line of Erik Suppiger with JMP. Your line is now open.
Erik L. Suppiger
Analyst, JMP Securities LLC
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Yeah. Can you just expand on the Plexistor acquisition, how big was that?
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
It's a small number of employees, it is factored into the operating margin guidance that we gave you. So,
it will not be dilutive to operating margins, and at this point, we're not disclosing the terms of the
transaction.
Erik L. Suppiger
Analyst, JMP Securities LLC
Okay. Thank you.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thanks, Erik. Next question?
Operator
Our next question comes from the line of Jim Suva with Citigroup. Your line is now open.
Jim Suva
Analyst, Citigroup Global Markets, Inc.
Thank you very much. Maybe I'm doing my math wrong or something, but can you help me out, is your
EPS guidance range bigger now than it has been historically in the past, and if my math is correct, can
you help us understand why a bigger range?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah. What we did last year was had a big range to revenue, but it wasn't mirrored in EPS, so all I did
was make them equal. So that it's more in line with the broader range we had established for revenue.
Jim Suva
Analyst, Citigroup Global Markets, Inc.
Gotcha. Thank you so much.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah.
Jim Suva
Analyst, Citigroup Global Markets, Inc.
Gotcha.
Operator
Thank you. And our next question comes from John Lucia with JMP Securities. Your line is now open.
John A. Lucia
Analyst, JMP Securities LLC

43

Hey, guys, thanks for taking my question. I just wanted to clarify on the revenue growth acceleration
throughout FY 2018, is that total revenue, product revenue or both?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Both.
John A. Lucia
Analyst, JMP Securities LLC
Okay. And just be clear, again, you expect an acceleration every single quarter, so that Q4 has the
highest growth rate, correct?
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
That would be our – well, not necessary growth rate, but it would have our highest – it would be our
highest revenue in quarter for the year, and that would be our traditional seasonal pattern. Yes.
John A. Lucia
Analyst, JMP Securities LLC
Okay. And then with respect to the NAND supply, you said that NetApp is well-positioned, because you
have the ability to sell the hybrid and bring the price down, given the [ph] HCD (55:27) components. Are
customers really adjusting their purchasing decisions because of a slight price increase? It seems like if a
customer settles on – in all-flash solution that's a kind of a long-term strategic decision that wouldn't be
influenced or changed to go to a hybrid solution by short-term pricing increases, so if you could
elaborate on that, that would be helpful.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Yeah, you know, flash still has – even with an increase in the cost of an SSD on a dollar per gigabyte
basis, flash still has compelling advantages from a total cost of ownership, right, density, power
consumption, operational benefits. So there's a lot of other reasons why people would continue to
choose flash.
I think what we find is, we continued to have the benefit that when we position our solution to
customers, they can buy it to an architecture that ensures them against material moves in the price,
right. Unlike our competitors who only have an all-flash storage system, we can go and then tell our
customer, buy our Clustered ONTAP architecture, and you know what, if supplies of flash goes up
substantially for a period of time, you can deploy a disk-based solution or a hybrid solution for those
discretionary workloads that absolutely do not need an all-flash environment, right? And that's really
how we position it. Flash continues to have material advantages over disk from a total cost of ownership
perspective that needs to be factored into the calculations.
John A. Lucia
Analyst, JMP Securities LLC
Okay. Thank you very much.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
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Thanks, John. Next question?
Operator
Thank you. And our last question comes from the line of Wamsi Mohan with Merrill Lynch. Your line is
now open.
Wamsi Mohan
Analyst, Merrill Lynch, Pierce, Fenner & Smith, Inc.
Yes. Thanks. Ron, sorry if I missed this, but can you just comment on the OpEx seasonality through the
course of the year? Thanks.
Ronald J. Pasek
Executive Vice President and Chief Financial Officer, NetApp, Inc.
Yeah, I mean, as I said, we see a little bump up in Q1 simply because we're giving people raises. Absent
that, what you tend to see is it follow the essentially variable comp, which will be higher in the second
half of the year, and that's really about it. Again, we're in a net zero head count growth environment, so
you shouldn't see any growth in head count causing any cyclicality in OpEx.
Wamsi Mohan
Analyst, Merrill Lynch, Pierce, Fenner & Smith, Inc.
Okay. Thanks.
Kris Newton
Vice President, Corporate Communications & Investor Relations, NetApp, Inc.
Thank you. Yeah, thank you, Wamsi. I'll turn it back to George for closing comments.
George Kurian
President, Chief Executive Officer & Director, NetApp, Inc.
Thanks, Kris. We successfully completed the first phase of our transformation. We've delivered against
all our commitments for fiscal year 2017 and returned the company to growth with expanded earnings
growth. We are well-positioned for sustained growth going forward. The majority of our systems
business is in the high growth All-Flash Array market, and the market is in the early days of the shift
from disk to flash.
Our compelling hyper-converged infrastructure solution will leapfrog the first generation HCI products
by bringing HCI to the enterprise with cloud integration and the ability to run multiple workloads on a
shared infrastructure. And we continue to expand our opportunity through organic and inorganic
innovation.
Entering the next phase of our transformation, we've been focused on three priorities: expanding our
opportunity with continued emphasis on the growth areas of the market, the ways we deliver our
solutions, and reaching new buyers; making fundamental changes to enable reinvestment in the
business, while continuing to drive the expansion of our operating margins as we demonstrated this
year; and continuing our robust and balanced capital allocation program.
Thank you to all our partners and shareholders for supporting us during this period of transition. And I
want to say a special thank you to the NetApp team for leading into transformation and accelerating our
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turnaround. I'm proud of our progress, and especially of you, our world-class team. I look forward to
talking to you again next quarter.
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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