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PART I — FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (Unaudited)

NETAPP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In millions)
(Unaudited)

 

   
October 28,

2011   
April 29,

2011  
ASSETS    

Current assets:    
Cash and cash equivalents   $ 2,269.0   $ 2,757.3  
Short-term investments    2,372.6    2,417.4  
Accounts receivable, net of allowance of $0.4 million and $0.5 million at October 28, 2011 and April 29, 2011,

respectively    625.2    742.6  
Inventories    163.3    108.5  
Other current assets    399.9    339.4  

Total current assets    5,830.0    6,365.2  
Property and equipment, net    1,046.1    911.6  
Goodwill    904.0    760.3  
Other intangible assets, net    279.1    53.0  
Other non-current assets    444.9    408.7  

Total assets   $ 8,504.1   $ 8,498.8  
LIABILITIES AND STOCKHOLDERS’ EQUITY    

Current liabilities:    
Accounts payable   $ 273.2   $ 232.8  
Accrued compensation and related benefits    271.3    437.2  
Other current liabilities    331.1    325.8  
1.75% Convertible Senior Notes Due 2013    0.0    1,150.4  
Short-term deferred revenue    1,246.7    1,226.6  

Total current liabilities    2,122.3    3,372.8  
1.75% Convertible Senior Notes Due 2013    1,175.8    0.0  
Other long-term liabilities    211.1    192.9  
Long-term deferred revenue    1,191.9    1,088.3  

Total liabilities    4,701.1    4,654.0  
Commitments and contingencies (Note 15)    
1.75% Convertible Senior Notes Due 2013    0.0    114.6  
Stockholders’ equity:    

Common stock (462.9 and 473.3 shares issued at October 28, 2011 and April 29, 2011, respectively)    0.5    0.5  
Additional paid-in capital    4,210.9    3,970.3  
Treasury stock, at cost (104.3 shares at October 28, 2011 and April 29, 2011)    (2,927.4)   (2,927.4) 
Retained earnings    2,512.0    2,674.0  
Accumulated other comprehensive income    7.0    12.8  

Total stockholders’ equity    3,803.0    3,730.2  
Total liabilities and stockholders’ equity   $ 8,504.1   $ 8,498.8  

See accompanying notes to condensed consolidated financial statements.
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NETAPP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except per share amounts)
(Unaudited)

 
   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   
October 28,

2011   
October 29,

2010  
Revenues:      

Product   $ 1,016.2   $ 824.8   $ 1,981.9   $ 1,562.3  
Software entitlements and maintenance    198.0    176.7    396.2    350.9  
Service    292.8    249.5    587.1    491.5  

Net revenues    1,507.0    1,251.0    2,965.2    2,404.7  
Cost of revenues:      

Cost of product    460.7    324.3    898.1    634.5  
Cost of software entitlements and maintenance    5.6    3.5    10.9    6.9  
Cost of service    127.7    106.7    246.3    209.0  

Total cost of revenues    594.0    434.5    1,155.3    850.4  
Gross profit    913.0    816.5    1,809.9    1,554.3  

Operating expenses:      
Sales and marketing    454.1    382.8    908.9    737.0  
Research and development    199.7    156.6    398.3    306.1  
General and administrative    65.1    64.2    130.2    120.4  
Restructuring and other charges    0.0    0.1    0.0    0.1  
Acquisition-related expense    1.7    0.0    3.9    0.3  

Total operating expenses    720.6    603.7    1,441.3    1,163.9  
Income from operations    192.4    212.8    368.6    390.4  
Other expense, net:      

Interest income    8.3    9.5    18.9    19.3  
Interest expense    (16.4)   (18.6)   (35.8)   (37.2) 
Other income (expense), net    (0.4)   (1.4)   (0.7)   0.8  

Total other expense, net    (8.5)   (10.5)   (17.6)   (17.1) 
Income before income taxes    183.9    202.3    351.0    373.3  
Provision for income taxes    18.3    26.9    45.9    47.2  
Net income   $ 165.6   $ 175.4   $ 305.1   $ 326.1  
Net income per share:      

Basic   $ 0.46   $ 0.49   $ 0.83   $ 0.92  
Diluted   $ 0.44   $ 0.45   $ 0.78   $ 0.85  

Shares used in net income per share calculations:      
Basic    361.5    359.1    365.9    355.8  
Diluted    376.0    391.7    390.8    383.0  

See accompanying notes to condensed consolidated financial statements.
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NETAPP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)
(Unaudited)

 
   Six Months Ended  

   
October 28,

2011   
October 29,

2010  
Cash flows from operating activities:    

Net income   $ 305.1   $ 326.1  
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization    136.9    82.3  
Stock-based compensation    121.1    82.0  
Accretion of discount and issuance costs on notes    25.2    25.9  
Deferred income taxes    (71.2)   (29.6) 
Tax benefit from stock-based compensation    79.1    49.8  
Excess tax benefit from stock-based compensation    (84.7)   (41.6) 
Other non-cash items, net    (3.2)   10.2  

Changes in assets and liabilities, net of acquisition of businesses:    
Accounts receivable    115.6    21.4  
Inventories    (18.3)   31.0  
Other operating assets    (12.5)   33.9  
Accounts payable    45.6    (18.6) 
Accrued compensation and other current liabilities    (173.1)   (96.1) 
Deferred revenue    126.9    28.2  
Other operating liabilities    18.3    28.2  

Net cash provided by operating activities    610.8    533.1  
Cash flows from investing activities:    

Purchases of investments    (1,306.6)   (1,650.1) 
Redemptions of investments    1,347.0    1,055.3  
Purchases of property and equipment    (191.6)   (83.5) 
Acquisition of businesses, net of cash acquired    (480.0)   (74.9) 
Other investing activities, net    2.0    0.0  

Net cash used in investing activities    (629.2)   (753.2) 
Cash flows from financing activities:    

Issuance of common stock    51.9    236.1  
Repurchase and retirement of common stock    (600.0)   0.0  
Excess tax benefit from stock-based compensation    84.7    41.6  
Other financing activities, net    1.6    (2.0) 

Net cash provided by (used in) financing activities    (461.8)   275.7  
Effect of exchange rate changes on cash and cash equivalents    (8.1)   10.5  
Net increase (decrease) in cash and cash equivalents    (488.3)   66.1  
Cash and cash equivalents:    

Beginning of period    2,757.3    1,705.0  
End of period   $ 2,269.0   $ 1,771.1  

See accompanying notes to condensed consolidated financial statements.
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NETAPP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. The Company
Headquartered in Sunnyvale, California, NetApp, Inc. (“we”, “us”, or “the Company”) is a supplier of enterprise storage and data management software

and hardware products and services. Our solutions help global enterprises meet major information technology challenges such as managing storage growth,
assuring secure and timely information access, protecting data and controlling costs by providing innovative solutions that simplify the complexity
associated with managing corporate data.

2. Condensed Consolidated Financial Statements
Fiscal Year — We operate on a 52- or 53-week year ending on the last Friday in April. The first and second quarters of fiscal 2012 and 2011 were each

13-week periods.

Basis of Presentation — The accompanying unaudited condensed consolidated financial statements have been prepared by the Company, and reflect
all adjustments, consisting only of normal recurring adjustments that are, in the opinion of management, necessary for a fair presentation of our financial
position, results of operations, and cash flows for the interim periods presented. The statements have been prepared in accordance with accounting principles
generally accepted in the United States of America (GAAP) for interim financial information and in accordance with the instructions to Form 10-Q and Rule
10-01 of Regulation S-X. Accordingly, the statements do not include all information and footnotes required by GAAP for annual consolidated financial
statements, and should be read in conjunction with the Company’s audited consolidated financial statements as of and for the fiscal year ended April 29,
2011 contained in the Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on June 23, 2011. The results of
operations for the three and six months ended October 28, 2011 are not necessarily indicative of the operating results to be expected for the full fiscal year or
future operating periods.

Financial Statements Presentation — Certain prior period amounts have been reclassified in the accompanying condensed consolidated financial
statements to conform to current year presentation.

3. Significant Accounting Policies
There have been no significant changes in our significant accounting policies for the six months ended October 28, 2011, as compared to the

significant accounting policies described in our Annual Report on Form 10-K for the fiscal year ended April 29, 2011.

Accounting Standards Recently Adopted
Revenue Recognition

In October 2009, the Financial Accounting Standards Board (FASB) amended the accounting standards for revenue recognition to exclude tangible
products containing software components and non-software components that function together to deliver the tangible product’s essential functionality from
the scope of the software revenue recognition guidance. Concurrently, the FASB also amended the accounting standards for multiple deliverable revenue
arrangements to:
 

 •  provide updated guidance on whether multiple deliverables exist, how the deliverables in an arrangement should be separated, and how the
arrangement consideration should be allocated among its elements;

 

 •  require an entity to allocate revenue in an arrangement that has separate units of accounting using best estimated selling prices (BESP) of
deliverables if a vendor does not have vendor-specific objective evidence (VSOE) of fair value or third-party evidence of selling price (TPE); and

 

 •  eliminate the use of the residual method and require an entity to allocate revenue using the relative selling price method to the separate units of
accounting.

We elected to early adopt these standards in the fourth quarter of fiscal 2011, and the standards were applied retrospectively from the beginning of
fiscal 2011 for new and materially modified revenue arrangements originating after April 30, 2010. Previously reported quarterly results have been adjusted
to reflect the adoption of these standards and differ from the originally reported results.
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The majority of our products are hardware systems containing software components that function together to provide the essential functionality of the
product. Therefore, our hardware systems and software components essential to the functionality of the hardware systems are considered non-software
deliverables and therefore are not subject to industry-specific software revenue recognition guidance.

Our product revenue also includes revenue from the sale of non-essential software products. Non-essential software products may operate on our
hardware systems, but are not considered essential to the functionality of the hardware. Non-essential software sales generally include a perpetual license to
our software. Non-essential software sales continue to be subject to the industry-specific software revenue recognition guidance. For arrangements within the
scope of the new guidance, a deliverable constitutes a separate unit of accounting when it has standalone value and there are no customer-negotiated refunds
or return rights for the delivered elements.

For transactions entered into or materially modified after April 30, 2010, we recognize revenue in accordance with the new accounting standards when
applicable. Certain arrangements with multiple deliverables may continue to have software deliverables that are subject to the existing software revenue
recognition guidance along with non-software deliverables that are subject to the new standards. The revenue for these multiple element arrangements is
allocated to the software deliverables and the non-software deliverables as a group based on the relative selling prices of all of the deliverables in the
arrangement using the selling price hierarchy set forth in the standards.

For our non-software deliverables, we recognize revenue based on the new standards and allocate the arrangement consideration based on the relative
selling price of the deliverables. For our non-software deliverables, we use BESP as our selling price. For our software entitlements and support services, we
generally use VSOE as our selling price. When we are unable to establish selling price using VSOE for our software entitlements and support services, we use
BESP in our allocation of arrangement consideration.

VSOE of fair value for elements of an arrangement is based upon the normal pricing and discounting practices for those services when sold separately.
In determining VSOE, we require that a substantial majority of the selling prices for an element fall within a reasonably narrow pricing range, generally
evidenced by a substantial majority of such historical stand-alone transactions falling within a reasonably narrow range. In addition, we consider major
service type, customer classifications, and other variables in determining VSOE.

When VSOE cannot be established, the Company attempts to establish the selling price of each element based on TPE. TPE is determined based on
competitor prices for similar deliverables when sold separately. Generally, our go-to-market strategy differs from that of our peers and our offerings contain a
significant level of differentiation such that the comparable pricing of products with similar functionality cannot be obtained. Furthermore, we are unable to
reliably determine what similar competitor products’ selling prices are on a stand-alone basis. Therefore, the Company is typically not able to determine TPE
for our products or services.

When we are unable to establish selling price of our non-software deliverables using VSOE or TPE, we use our BESP in our allocation of arrangement
consideration. The objective of BESP is to determine the price at which we would transact a sale if the product or service were sold on a stand-alone basis.
BESP is determined for a product or service by considering multiple factors, including, but not limited to, cost of products, gross margin objectives, historical
pricing practices, customer classes and distribution channels. In determining BESP, we require that the majority of the selling prices fall within a reasonable
pricing range, generally evidenced by a majority of such historical transactions falling within a reasonable range.

We regularly review VSOE, TPE, and BESP and maintain internal controls over the establishment and updates of these estimates.

For sales of software deliverables after April 30, 2010 and for all transactions entered into prior to the first quarter of fiscal year 2011, we recognize
revenue based on software revenue recognition guidance. Under the software revenue recognition guidance, we use the residual method to recognize revenue
when a multiple element arrangement includes one or more elements to be delivered at a future date and VSOE of fair value of all undelivered elements
exists. In the majority of our contracts, the only element that remains undelivered at the time of delivery of the product is software entitlements and
maintenance (SEM) and/or service. Under the residual method, the fair value of the undelivered elements is deferred and the remaining portion of the contract
fee is recognized as product revenue. If evidence of the fair value of one or more undelivered elements does not exist, all revenue is generally deferred until
the earlier of when delivery of those elements occurs or when fair value can be established. In instances where the only undelivered element without fair
value is SEM, the entire arrangement is recognized ratably over the maintenance period.
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Recent Accounting Standards Not Yet Effective
In September 2011, the FASB issued a revised accounting standard intended to simplify how an entity tests goodwill for impairment. The revised

standard will allow an entity to first assess qualitative factors to determine whether it is necessary to perform the two-step quantitative goodwill impairment
test. An entity will no longer be required to calculate the fair value of a reporting unit unless it determines, based on a qualitative assessment, that it is more
likely than not that its fair value is less than its carrying amount. This guidance is effective for us beginning in our first quarter of fiscal 2013. We do not
expect this guidance to have a material impact on our consolidated financial statements.

In June 2011, the FASB issued new guidance on the presentation of comprehensive income. Specifically, the new guidance requires an entity to
present components of net income and other comprehensive income in one continuous statement, referred to as the statement of comprehensive income, or in
two separate, but consecutive statements. The new guidance eliminates the current option to report other comprehensive income and its components in the
statement of stockholders’ equity. While the new guidance changes the presentation of comprehensive income, there are no changes to the components that
are recognized in net income or other comprehensive income under current accounting guidance. This new guidance is effective for us beginning in our first
quarter of fiscal 2013 and is required to be applied retrospectively. There will be no impact to our results as the guidance relates only to financial statement
presentation.

In May 2011, the FASB issued new guidance for fair value measurements to provide a consistent definition of fair value and ensure that the fair value
measurement and disclosure requirements are similar between GAAP and International Financial Reporting Standards. The guidance changes certain fair
value measurement principles and enhances the disclosure requirements, particularly for level 3 fair value measurements. The guidance is effective for us
prospectively beginning in the fourth quarter of fiscal 2012, and we are currently evaluating the impact of adoption on our consolidated financial statements.

Use of Estimates
The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting periods. Such estimates include, but are not limited to, revenue recognition, reserve and allowances;
inventory valuation and purchase order accruals; valuation of goodwill and intangibles; restructuring reserves; product warranties; self-insurance; stock-
based compensation; loss contingencies; investment impairments; income taxes, and fair value measurements. Actual results could differ from those
estimates.

4. Statements of Cash Flows
Supplemental cash flows and non-cash investing and financing activities are as follows (in millions):

 
   Six Months Ended  

   
October 28,

2011    
October 29,

2010  
Non-cash Investing and Financing Activities:     

Reclassification of equity component of convertible debt   $ 114.6    $ 0.0  
Acquisition of property and equipment on account   $ 41.0    $ 36.4  
Acquisition of property and equipment through long-term financing   $ 2.5    $ 12.6  
Options assumed from acquired business   $ 0.0    $ 3.3  

Supplemental Cash Flow Information:     
Income taxes paid, net of refunds   $ 22.7    $ 11.8  
Interest paid, (net of capitalized interest of $1.0 million and $0.0 million, respectively)   $ 10.3    $ 11.3  

5. Business Combinations
Fiscal 2012 Acquisition

On May 6, 2011, we completed the acquisition of certain assets related to the Engenio external storage systems business (Engenio) of LSI Corporation
(LSI). We paid LSI $480 million in cash and also assumed certain liabilities related to Engenio. During the three years following the acquisition, LSI will pay
us a total of $13.0 million to service certain LSI customer warranties. This acquisition enables us to address growing customer requirements in the areas of
high bandwidth and intensive analytics workloads such as video, including full-motion video capture and digital video surveillance, as well as high-
performance computing applications, such as genomics sequencing and scientific research.
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The purchase price was allocated to Engenio’s net tangible and intangible assets as of the date of acquisition based on various fair value estimates and
analyses, including work performed by third-party valuation specialists.

The following are the preliminary estimated fair value of assets acquired and liabilities assumed as of the closing date (in millions):
 

Current assets   $ 49.8  
Property and equipment    33.3  
Identified intangible assets    272.1  
Goodwill    143.7  
Other assets    9.3  

Total assets acquired    508.2  
Current liabilities    (20.9) 
Other liabilities    (7.3) 
Total purchase price   $480.0  

As this was an asset acquisition, U.S. goodwill is deductible for income tax purposes. The goodwill is comprised of expected synergies in utilizing
Engenio’s technology in the Company’s products and channels (and vice versa), reduction in future combined research and development expenses, and
intangible assets, such as acquired workforce, that do not qualify for separate recognition.

Adjustments may be made to the allocation of the purchase price during the measurement period to reflect adjustments related to facts existing at the
time of the acquisition.

The identified intangible assets as of the date of acquisition, which are amortized on a straight-line basis over their estimated useful lives, consisted of
the following (in millions, except useful life):
 

   
Fair

Value    
Useful Life

(Years)  
Developed technology   $216.0     5  
Customer contracts/relationships    45.0     2  
Trademarks and trade names    7.0     2  
Order backlog    2.5     0  
Covenant not to compete    1.6     3  
Total identified intangible assets   $272.1    

Our consolidated net revenues for the three and six months ended October 28, 2011 included $182.4 million and $339.5 million, respectively,
attributable to Engenio since the acquisition. Due to continued integration of the combined businesses since the date of acquisition, it is impracticable to
determine the earnings contributed by Engenio.

The following unaudited pro forma condensed combined financial information gives effect to the acquisition of Engenio as if it were consummated on
May 1, 2010 (the beginning of the comparable prior annual reporting period). Due to historically differing fiscal year ends of the Company and Engenio, the
unaudited pro forma condensed combined financial information for the three and six months ended October 29, 2010 is based on the historical results of the
Company for the three and six months ended October 29, 2010 and the historical results of Engenio for the three and six months ended October 3, 2010.

The unaudited pro forma condensed combined financial information is presented for informational purposes only, is not intended to represent or be
indicative of the results of operations of the Company that would have been reported had the acquisition occurred on May 1, 2010 and should not be taken
as representative of future condensed consolidated results of operations of the combined company (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Net revenues   $ 1,507.0    $ 1,431.2    $ 2,973.8    $ 2,753.9  
Net income   $ 165.8    $ 177.8    $ 311.7    $ 316.2  

A nonrecurring adjustment of $5.6 million has been reflected in the unaudited pro forma condensed combined information with the effect of increasing
net income for the six months ended October 28, 2011 and decreasing net income for the six months ended October 29, 2010 to present the impact on cost of
sales from the step-up in inventory as if the acquisition occurred on May 1, 2010.
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Acquisition-related expense in our condensed consolidated statements of operations was:
 

   
Three Months

Ended    
Six Months

Ended  

   
October 28,

2011    
October 28,

2011  
Acquisition-related expense   $ 1.7    $ 3.9  

For the six months ended October 28, 2011 acquisition-related expense consisted of due diligence and legal charges of $0.7 million directly related to
the acquisition of Engenio and $3.2 million of one-time integration charges related to the combined business.

Fiscal 2011 Acquisitions
During fiscal 2011, we acquired two privately held companies, Akorri Networks, Inc. (Akorri), and Bycast Inc. (Bycast). Akorri, headquartered in

Massachusetts, is a provider of data center management software focused on performance and capacity analytics for virtualized, shared information
technology infrastructures. The Akorri acquisition extends our offering by adding performance capacity analytics to provide customers greater visibility
across the entire IT stack, resulting in further improvement in IT efficiency and flexibility through functions that help control, automate, and analyze their
shared IT infrastructure. Bycast, headquartered in Vancouver, Canada, develops and sells software designed to manage petabyte-scale, globally distributed
repositories of images, video and records for enterprises and service providers. The Bycast acquisition extends our position in unified storage by adding an
object-based storage software offering, which simplifies the task of large-scale storage and improves the ability to search and locate data objects.

The following table summarizes the purchase price components and equity interests acquired (in millions):
 

   Akorri   Bycast  

Acquisition dates   
January 31,

2011   
May 13,

2010  
Percentage of equity interest acquired    100%   100% 
Total purchase price   $ 62.3   $ 83.8  
Cash component of purchase price   $ 62.3   $ 80.5  
Fair value of vested options assumed   $ 0.0   $ 3.3  
Purchase price held in escrow to secure obligations of acquired entity   $ 7.9   $ 13.1  
Release of escrow (number of years subsequent to acquisition date)    1.5    1.5  

We paid the remaining purchase price of Bycast of $13.1 million held in escrow in November 2011.

A summary of the purchase price allocation as of the respective acquisition dates is as follows (in millions):
 

   Akorri    Bycast  
Cash   $ 0.7    $ 5.7  
Identified intangible assets    22.0     23.6  
Goodwill    23.3     56.0  
Deferred income taxes    9.9     (3.9) 
Other assets, net    6.4     2.4  
Total purchase price   $62.3    $83.8  

Due to continued integration of the combined businesses since the date of acquisition, it is impracticable to determine the revenue and earnings
contributed by Akorri and Bycast. As Akorri and Bycast were acquisitions of businesses, goodwill is not deductible for income tax purposes.

The results of operations of the acquired entities are included in our condensed consolidated statements of operations from their respective acquisition
dates. Pro forma results of operations have not been presented because the acquisitions were not material to our results of operations.

6. Goodwill and Purchased Intangible Assets
Goodwill and identified intangible assets are summarized as follows (in millions):

 
Goodwill:   
April 29, 2011   $760.3  
Additions    143.7  
October 28, 2011   $904.0  
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   October 28, 2011    April 29, 2011  

   
Gross
Assets    

Accumulated
Amortization  

Net
Assets    

Gross
Assets    

Accumulated
Amortization  

Net
Assets  

Identified Intangible Assets:           
Developed technology   $282.1    $ (51.1)  $231.0    $66.1    $ (23.2)  $42.9  
Customer contracts/relationships    59.5     (20.0)   39.5     12.0     (4.6)   7.4  
Trademarks and trade names    14.7     (7.7)   7.0     7.7     (5.5)   2.2  
Covenants not to compete    2.2     (0.6)   1.6     0.6     (0.1)   0.5  
Total identified intangible assets   $358.5    $ (79.4)  $279.1    $86.4    $ (33.4)  $53.0  

Amortization expense for identified intangible assets is summarized below (in millions):
 
   Three Months Ended    Six Months Ended     

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010    
Statements of  Operations

Classifications
Developed technology   $ 14.0    $ 3.3    $ 27.9    $ 7.7    Cost of product revenues
Customer contracts/relationships    6.4     0.8     15.4     1.6    Sales and marketing
Trademarks and trade names    1.1     0.3     2.3     0.6    Sales and marketing

Covenants not to compete    0.2     0.0     0.4     0.0    
Sales and marketing /
Research and development

  $ 21.7    $ 4.4    $ 46.0    $ 9.9    

As of October 28, 2011, future amortization expense related to identifiable intangible assets is as follows (in millions):
 

Fiscal Year   Amount  
Remainder of 2012   $ 43.0  
2013    84.2  
2014    52.0  
2015    50.7  
2016    46.9  
2017    2.3  
Total   $279.1  

7. Balance Sheet Detail
Cash and cash equivalents (in millions):

 

   
October 28,

2011    
April 29,

2011  
Cash   $ 1,061.7    $1,169.1  
Cash equivalents    1,207.3     1,588.2  

  $ 2,269.0    $2,757.3  

Inventories (in millions):
 

   
October 28,

2011    
April 29,

2011  
Purchased components   $ 29.8    $ 7.5  
Work-in-process    0.5     0.1  
Finished goods    133.0     100.9  

  $ 163.3    $108.5  

Other current assets (in millions):
 

   
October 28,

2011    
April 29,

2011  
Deferred tax assets, net   $ 205.4    $145.7  
Prepaid expenses and other current assets

   190.0     188.4  
Short-term restricted cash    4.5     5.3  

  $ 399.9    $339.4  
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Property and equipment (in millions):
 

   
October 28,

2011   
April 29,

2011  
Land   $ 206.1   $ 204.7  
Buildings and building improvements    417.3    406.2  
Leasehold improvements    82.5    79.3  
Computers, production, engineering and other equipment    585.5    475.5  
Software    286.8    270.4  
Furniture and fixtures    69.0    61.5  
Construction-in-progress    156.3    91.9  

   1,803.5    1,589.5  
Accumulated depreciation and amortization    (757.4)   (677.9) 

  $ 1,046.1   $ 911.6  

Software includes capitalized internal-use software development costs. The net book value of computer software is as follows:
 

   
October 28,

2011    
April 29,

2011  
Computer software   $ 82.3    $ 88.3  

Other non-current assets (in millions):
 

   
October 28,

2011    
April 29,

2011  
Auction rate securities   $ 56.0    $ 65.1  
Restricted cash    2.7     2.8  
Deferred tax assets, net    213.3     213.2  
Other non-current assets    172.9     127.6  

  $ 444.9    $408.7  

Short-term and long-term deferred revenue (in millions):
 

   
October 28,

2011    
April 29,

2011  
Product   $ 51.3    $ 106.2  
SEM and service    2,387.3     2,208.7  

Total   $ 2,438.6    $2,314.9  
Reported as:     

Short-term   $ 1,246.7    $1,226.6  
Long-term    1,191.9     1,088.3  

Total   $ 2,438.6    $2,314.9  

8. Financial Instruments and Fair Value
The accounting guidance for fair value measurements provides a framework for measuring fair value on either a recurring or nonrecurring basis

whereby the inputs used in valuation techniques are assigned a hierarchical level. The following are the hierarchical levels of inputs to measure fair value:
Level 1: Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.
Level 2: Inputs reflect quoted prices for identical assets or liabilities in less active markets; quoted prices for similar assets or liabilities in active

markets; inputs other than quoted prices that are observable for the assets or liabilities; or inputs that are derived principally from or corroborated by
observable market data by correlation or other means.

Level 3: Unobservable inputs reflecting our own assumptions incorporated in valuation techniques used to determine fair value. These
assumptions are required to be consistent with market participant assumptions that are reasonably available.

We consider an active market to be one in which transactions for the asset or liability occur with sufficient frequency and volume to provide pricing
information on an ongoing basis, and view an inactive market as one in which there are few
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transactions for the asset or liability, the prices are not current, or price quotations vary substantially either over time or among market makers. Where
appropriate, our own or the counterparty’s non-performance risk is considered in determining the fair values of liabilities and assets, respectively.

Investments
The following is a summary of our investments as of October 28, 2011 and April 29, 2011, respectively (in millions):

 
   October 28, 2011    April 29, 2011  
       Gross Unrealized   Estimated        Gross Unrealized   Estimated  
   Cost    Gains    Losses   Fair Value   Cost    Gains    Losses   Fair Value 
Corporate bonds   $1,990.0    $ 5.1    $ (3.8)  $1,991.3    $1,643.2    $10.2    $ (0.6)  $1,652.8  
Auction rate securities    58.8     1.0     (3.8)   56.0     69.2     0.4     (4.5)   65.1  
U.S. treasury and government debt securities    237.4     0.0     (0.6)   236.8     661.9     0.6     (0.7)   661.8  
Commercial paper    35.0     0.0     0.0    35.0     5.0     0.0     0.0    5.0  
Municipal bonds    0.0     0.0     0.0    0.0     1.5     0.0     0.0    1.5  
Certificates of deposit    117.4     0.2     (0.1)   117.5     96.3     0.0     0.0    96.3  
Money market funds    1,199.3     0.0     0.0    1,199.3     1,539.6     0.0     0.0    1,539.6  
Equity funds    23.6     0.0     0.0    23.6     20.2     0.0     0.0    20.2  
Private equity fund    1.0     0.0     0.0    1.0     1.3     0.0     0.0    1.3  
Total debt and equity securities   $3,662.5    $ 6.3    $ (8.3)  $3,660.5    $4,038.2    $11.2    $ (5.8)  $4,043.6  

The following table presents the contractual maturities of our debt investments as of October 28, 2011 (in millions):
 

   Cost    Fair Value 
Due in one year or less   $ 728.0    $ 728.6  
Due in one through five years    1,651.8     1,652.0  
Due after ten years*    58.8     56.0  

  $2,438.6    $2,436.6  
 
* Consists of auction rate securities which have contractual maturities of greater than 10 years.

Fair Value of Financial Instruments
The following table summarizes our financial assets and liabilities measured at fair value on a recurring basis as of October 28, 2011 (in millions):

 

   Total    

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)    

Significant
Other

Observable
Inputs

(Level 2)    

Significant
Unobservable

Inputs
(Level 3)  

Assets         
Corporate bonds   $1,991.3    $ 0.0    $1,991.3    $ 0.0  
U.S. treasuries and government debt securities    236.8     0.0     236.8     0.0  
Commercial paper    35.0     0.0     35.0     0.0  
Certificates of deposit    117.5     0.0     117.5     0.0  
Money market funds    1,199.3     1,199.3     0.0     0.0  
Auction rate securities    56.0     0.0     0.0     56.0  
Equity funds    23.6     23.6     0.0     0.0  
Private equity fund    1.0     0.0     0.0     1.0  
Foreign currency contracts    3.0     0.0     3.0     0.0  

Total   $3,663.5    $ 1,222.9    $2,383.6    $ 57.0  
Liabilities         

Foreign currency contracts   $ 7.2    $ 0.0    $ 7.2    $ 0.0  
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Reported as (in millions):
 

   Total    

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)    

Significant
Other

Observable
Inputs

(Level 2)    

Significant
Unobservable

Inputs
(Level 3)  

Assets         
Cash equivalents   $1,207.3    $ 1,199.3    $ 8.0    $ 0.0  
Short-term investments    2,372.6     0.0     2,372.6     0.0  
Other current assets    3.7     3.7     0.0     0.0  
Other non-current assets    79.9     19.9     3.0     57.0  

Total   $3,663.5    $ 1,222.9    $2,383.6    $ 57.0  
Liabilities         

Other current liabilities   $ 7.2    $ 0.0    $ 7.2    $ 0.0  

The unrealized losses on our available-for-sale investments in corporate bonds were caused by market value declines as a result of the economic
environment, as well as fluctuations in market interest rates. Because the decline in market value is attributable to changes in market conditions and not
credit quality, and because we neither intend to sell nor are likely to be required to sell these investments prior to a recovery of par value, we do not consider
these investments to be other-than temporarily impaired as of October 28, 2011.

The table below provides a reconciliation of the beginning and ending balance of our Level 3 auction rate securities measured at fair value on a
recurring basis using significant unobservable inputs as of October 28, 2011 and October 29, 2010 (in millions):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   
October 28,

2011   
October 29,

2010  
Balance at beginning of period   $ 56.3   $ 67.4   $ 65.1   $ 69.0  
Total unrealized gains (losses) included in other comprehensive income    0.4    (0.6)   1.3    (1.4) 
Settlements    (0.7)   (0.6)   (10.4)   (1.4) 
Balance at end of period   $ 56.0   $ 66.2   $ 56.0   $ 66.2  

All of our auction rate securities (ARSs) are classified as long-term investments and are backed by pools of student loans guaranteed by the U.S.
Department of Education. As of October 28, 2011, we recorded cumulative net temporary impairment charges of $2.8 million within accumulated other
comprehensive income (AOCI). Prior to the three months ended October 28, 2011, we estimated the fair value for each individual ARS using an income
(discounted cash flow) approach that incorporates both observable and unobservable inputs to discount the expected future cash flows. Key inputs into the
discounted cash flow analysis include managements’ expectation of when the principal amount will be recovered either through redemption at par, a
refinancing event by the issuer and/or marketability adjustments. As of October 28, 2011, we added the market approach to the valuation technique in order
to incorporate secondary market activity into our estimated fair value for each individual ARS. This change had no material impact on the valuation of our
ARS portfolio. Based on our ability to access our cash and other short-term investments, our expected operating cash flows, and our other sources of cash, we
do not intend to sell these investments prior to recovery of value. We will continue to monitor our ARS investments in light of the current debt market
environment and evaluate our accounting for these investments.

9. Financing Arrangements
1.75% Convertible Senior Notes Due 2013

On June 10, 2008, we issued $1,265.0 million aggregate principal amount of 1.75% Convertible Senior Notes due 2013 (the Notes). The Notes are
unsecured, unsubordinated obligations of the Company. Interest is payable in cash semi-annually at a rate of 1.75% per annum. The Notes will mature on
June 1, 2013 unless repurchased or converted in accordance with their terms prior to such date. The Notes may be converted, under the conditions specified
below, based on an initial conversion rate of 31.40 shares of common stock per $1,000 principal amount of Notes (which represents an initial effective
conversion price of the Notes of approximately $31.85 per share), subject to adjustment as described in the indenture governing the Notes.
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The Notes are not redeemable by us prior to the maturity date. In the event of a fundamental change (as defined in the indenture for the Notes), holders
of the Notes may require us to repurchase all or a portion of their Notes at a repurchase price equal to 100% of the principal amount of the Notes plus accrued
and unpaid interest, if any, to, but excluding, the fundamental change repurchase date.

The holders of the Notes may convert their Notes until the close of business on the scheduled trading day immediately preceding the maturity date if
any of the following conditions are met: (1) during the five business day period after any five consecutive trading day period (the measurement period) in
which the trading price of the Notes for each day in the measurement period was less than 98% of an amount equal to (i) the last reported sale price of our
common stock multiplied by (ii) the conversion rate for the Notes on each such day; (2) during any calendar quarter (and only during such calendar quarter) if
the last reported sale price of our common stock for 20 or more trading days in a period of 30 consecutive trading days ending on the last trading day of the
immediately preceding calendar quarter exceeds 130% of the applicable conversion price in effect for the Notes on the last trading day of such immediately
preceding calendar quarter; or (3) upon the occurrence of specified corporate transactions set forth in the indenture for the Notes. On or after March 1, 2013,
until the scheduled trading day immediately preceding the maturity date, holders of the Notes may convert their Notes regardless of the foregoing conditions.
Upon conversion, a holder will receive cash in an amount equal to the lesser of the conversion value and the principal amount of the Notes, and any shares of
our common stock for any conversion value in excess of the principal amount of the Notes, if any. Holders of the Notes who convert their Notes in connection
with a fundamental change will, under certain circumstances, be entitled to a make-whole premium in the form of an increase in the conversion rate.

Our common stock price did not exceed the conversion threshold price of $41.41 per share set forth for the Notes for at least 20 trading days during the
30 consecutive trading days ended September 30, 2011. Accordingly, as of October 28, 2011, the Notes were not convertible at the option of the holder and,
therefore, the carrying value of the Notes was classified as long-term debt and the difference between the principal amount and the carrying value of the Notes
is reflected as equity on our condensed consolidated balance sheet.

Our common stock price exceeded the conversion threshold for the Notes for at least 20 trading days during the 30 consecutive trading days ended
March 31, 2011. Accordingly, as of April 29, 2011, the Notes were convertible at the option of the holder and, therefore, the carrying value of the Notes was
classified as short-term debt. Since the Notes were convertible at the option of the holder and the principal amount would have been required to be paid in
cash, the difference between the principal amount and the carrying value of the Notes was reflected as convertible debt in mezzanine on our condensed
consolidated balance sheet as of April 29, 2011.

The determination of whether or not the Notes are convertible must continue to be performed quarterly. Consequently, the Notes may be convertible in
future quarters, and therefore may be classified as short-term debt, if the conversion thresholds are met in such quarters. Additionally, since the Notes would
be convertible at the option of the holder and the principal amount would be required to be paid in cash, the difference between the principal amount and the
carrying value of the Notes would be reflected as convertible debt in mezzanine on our condensed consolidated balance sheets.

Upon conversion of any Notes, we deliver cash up to the principal amount of the Notes and, with respect to any excess conversion value greater than
the principal amount of the Notes, shares of our common stock. As of October 28, 2011, shares issued related to the Notes were minimal. Based on the closing
price of our common stock of $41.59 on October 28, 2011, the if-converted value of our Notes exceeded their principal amount by approximately $387.0
million.

The following table reflects the carrying value of our convertible debt as of October 28, 2011 and April 29, 2011, respectively (in millions):
 

   
October 28,

2011   
April 29,

2011  
1.75% Convertible Notes Due 2013   $ 1,265.0   $1,265.0  
Less: Unamortized discount    (89.2)   (114.6) 
Net carrying amount of Notes   $ 1,175.8   $1,150.4  
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The following table presents the amount of interest cost recognized (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011   
October 29,

2010    
October 28,

2011   
October 29,

2010  
Contractual coupon interest expense   $ 5.5   $ 5.5    $ 11.0   $ 11.0  
Amortization of debt discount    12.8    12.0     25.4    23.9  
Amortization of issuance costs    1.1    1.0     2.2    2.0  
Less capitalized interest    (3.5)   0.0     (3.5)   0.0  

Total interest expense recognized   $ 15.9   $ 18.5    $ 35.1   $ 36.9  

We capitalize interest on facility assets under construction and on significant software development projects.

The following table reflects the remaining debt discount and issuance costs as of October 28, 2011 (in millions):
 

Remaining debt discount   $ 89.2  
Remaining issuance costs    7.7  
Remaining life of the Notes (years)    1.6  

Note Hedges and Warrants
Concurrent with the issuance of the Notes, we purchased Note hedges and sold warrants. The separate Note hedge and warrants transactions are

structured to reduce the potential future economic dilution associated with the conversion of the Notes.
 

 

•  Note Hedges: As of October 28, 2011 and April 29, 2011, we had arrangements with counterparties to buy up to approximately 31.8 million
shares, subject to anti-dilution adjustments, of our common stock at a price of $31.85 per share, subject to adjustment. The Note hedge
transactions will expire at the earlier of (1) the last day on which any Notes remain outstanding or (2) the scheduled trading day immediately
preceding the maturity date of the Notes. Upon exercise of the Note hedges, we have the option to receive cash or shares of our common stock
equal to the difference between the then market price and the strike price of the hedges.

 

 

•  Warrants: As of October 28, 2011 and April 29, 2011, we had outstanding warrants for others to acquire, subject to anti-dilution adjustments,
39.7 million shares of our common stock at an exercise price of $41.28 per share, subject to adjustment, on a series of days commencing on
September 3, 2013. Upon exercise of the warrants, we have the option to deliver cash or shares of our common stock equal to the difference
between the then market price and the strike price of the warrants.

As of October 28, 2011, we were subject to potential dilution on the approximately 20% unhedged portion of our Notes upon conversion, if on the date
of conversion, the per-share market price of our common stock exceeds the conversion price of approximately $31.85.

As of October 28, 2011, receipts of shares related to the Note hedge transactions were minimal and no cash or shares were delivered related to the
warrant transactions.

Fair Value of Notes
As of October 28, 2011, the approximate fair value of the principal amount of our Notes, which includes the debt and equity components, was

approximately $1,761.5 million, or 139% of the face value of the Notes, based upon quoted market information.

Other Long-Term Financing Arrangements
The following presents the amounts due under other long-term financing arrangements (in millions):

 

   
October 28,

2011    
April 29,

2011  
Current portion of other long-term financing arrangements   $ 8.1    $ 5.5  
Non-current portion of other long-term financing arrangements    5.2     6.0  

  $ 13.3    $ 11.5  
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10. Stockholders’ Equity
Stock Options

A summary of the combined activity under our stock option plans and agreements is as follows (in millions, except for the exercise price and term):
 

   
Number of

Shares   

Weighted-
Average
Exercise

Price    

Weighted-
Average

Remaining
Contractual Term

(Years)    

Aggregate
Intrinsic

Value  
Outstanding at April 29, 2011    24.5   $ 26.62      
Options granted    2.0    51.71      
Options exercised    (1.8)   22.86      
Options forfeitures and cancellations    (0.3)   31.44      

Outstanding at October 28, 2011    24.4   $ 28.92     4.10    $ 349.3  
Options vested and expected to vest as of October 28, 2011    23.4   $ 28.43     4.03    $ 342.8  
Exercisable at October 28, 2011    14.9   $ 24.79     3.31    $ 255.2  

The aggregate intrinsic value of stock options represents the pre-tax difference between the exercise price of stock options and the market price of our
stock on that day for all in-the-money options. Additional information related to our stock options is summarized below (in millions, except per share
information):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Weighted-average fair value per share granted   $ 13.77    $ 15.21    $ 16.96    $ 13.70  
Weighted-average fair value per share of options assumed in acquisition    N/A     N/A     N/A    $ 21.15  
Intrinsic value of options exercised   $ 6.8    $ 104.1    $ 50.6    $ 214.6  
Proceeds received from the exercise of stock options   $ 7.7    $ 97.3    $ 42.7    $ 224.9  
Fair value of options vested   $ 20.3    $ 26.5    $ 38.7    $ 54.5  

There was $93.2 million of total unrecognized compensation expense as of October 28, 2011 related to options. The unrecognized compensation
expense will be amortized on a straight-line basis over a weighted-average remaining period of 2.3 years.

The following table summarizes activity related to our restricted stock units (RSUs) (in millions, except for the fair value):
 

   
Numbers of

Shares   

Weighted-
Average

Grant Date
Fair Value 

Outstanding at April 29, 2011    10.1   $ 35.79  
RSUs granted    4.9    49.85  
RSUs vested    (1.7)   24.15  
RSUs forfeitures and cancellations    (0.4)   38.99  

Outstanding at October 28, 2011    12.9   $ 42.50  

RSUs are converted into common stock upon vesting. Upon the vesting of RSUs, we primarily use the net share settlement approach, where a portion of
the shares are withheld and retired as settlement of statutory employee withholding taxes and decreases the shares issued to the employee by a corresponding
value. The number and value of the shares netted for employee taxes are summarized in the table below (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Shares withheld for taxes    0.1     0.0     0.6     0.5  
Fair value of shares withheld and retired   $ 2.5    $ 1.1    $ 27.8    $ 19.6  

As of October 28, 2011, there was $366.7 million of total unrecognized compensation expense related to RSUs. The unrecognized compensation
expense will be amortized on a straight-line basis over a weighted-average remaining vesting period of 2.8 years.
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Employee Stock Purchase Plan — Under the Employee Stock Purchase Plan (ESPP), employees are entitled to purchase shares of our common stock at a 15%
discount from the quoted market price of our common stock at certain specified dates over a two-year period. Additional information related to our purchase
rights issued under the ESPP is provided below (in millions, except per share information):
 

   Six Months Ended  

   
October 28,

2011    
October 29,

2010  
Weighted-average fair value per right granted   $ 15.88    $ 11.79  
Shares issued under the ESPP    1.1     2.8  
Weighted-average price of shares issued   $ 39.17    $ 11.08  

There were no ESPP shares issued during the three months ended October 28, 2011 and October 29, 2010.

Stock-Based Compensation Expense
Stock-based compensation expense included in the condensed consolidated statements of operations for the three and six months ended October 28,

2011 and October 29, 2010, respectively, is as follows (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Cost of product revenues   $ 1.4    $ 0.8    $ 2.5    $ 1.7  
Cost of service revenues    4.2     3.1     8.1     7.0  
Sales and marketing    30.4     17.3     59.0     37.9  
Research and development    18.2     9.2     34.2     20.3  
General and administrative    8.8     7.3     17.3     15.1  

Total stock-based compensation expense   $ 63.0    $ 37.7    $ 121.1    $ 82.0  

The following table summarizes stock-based compensation associated with each type of award (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Employee stock options   $ 14.7    $ 13.0    $ 29.2    $ 25.9  
RSUs and restricted stock awards    38.9     18.0     73.3     37.8  
ESPP    9.4     6.7     18.6     18.3  

Total stock-based compensation expense   $ 63.0    $ 37.7    $ 121.1    $ 82.0  

Total income tax benefits associated with employee stock transactions and recognized in stockholders’ equity were as follows (in millions):
 

   Six Months Ended  

   
October 28,

2011    
October 29,

2010  
Income tax benefits associated with employee stock transactions   $ 79.1    $ 49.8  

Valuation Assumptions
The fair value of each award is estimated on the date of grant using the Black-Scholes option pricing model, assuming no expected dividends and the

following weighted-average assumptions:
 

   Stock Options  
   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   
October 28,

2011   
October 29,

2010  
Expected term in years    4.8    4.8    4.8    4.8  
Risk-free interest rate    0.97%   1.40%   1.55%   1.95% 
Volatility    41%   37%   36%   37% 

 
18



Table of Contents

   ESPP  
   Six Months Ended  

   
October 28,

2011   
October 29,

2010  
Expected term in years    1.2    1.2  
Risk-free interest rate    0.25%   0.46% 
Volatility    35%   39% 

No new employee purchase rights were granted under the ESPP during the three months ended October 28, 2011 and October 29, 2010.

Stock Repurchase Program
During the six months ended October 28, 2011, 14.4 million shares of our common stock were repurchased as described below. Since the May 13, 2003

inception of our stock repurchase program through October 28, 2011, we repurchased a total of 118.7 million shares of our common stock at an average price
of $29.70 per share, for an aggregate purchase price of $3.5 billion. As of October 28, 2011, our Board of Directors had authorized the repurchase of up to
$4.0 billion of common stock under this stock repurchase program, and $0.5 billion remains available under these authorizations. The stock repurchase
program may be suspended or discontinued at any time.

Accelerated Share Repurchase Agreements
On July 8, 2011, we entered into a collared accelerated share repurchase agreement (ASR) with Bank of America, N.A, under which we prepaid $200.0

million to purchase shares of our common stock. The aggregate number of shares ultimately purchased was determined based on the volume weighted-
average share price of our common stock over a specified period of time. The contract was settled in August 2011. The total number of shares repurchased and
retired under this ASR was 4.1 million shares at a weighted-average price of $48.30.

On August 19, 2011, we entered into a new ASR with Wells Fargo Bank, National Association (Wells Fargo), under which we prepaid $400.0 million to
purchase shares of our common stock. The aggregate number of shares ultimately purchased was determined based on the volume weighted-average share
price of our common stock over a specified period of time, subject to certain provisions that establish a minimum and maximum number of shares that may be
repurchased. On August 25, 2011, Wells Fargo delivered 10.3 million minimum shares, which were retired immediately. The contract was settled on
November 17, 2011, and we received an additional 0.2 million shares at this time. The total number of shares repurchased and retired under this ASR was
10.5 million shares at a weighted-average price of $38.08.

The value of the contracts was allocated to the cost of the shares repurchased and to the value of the ASR forward contracts as follows for the six
months ended October 28, 2011 (in millions):
 

   

Shares of
Common

Stock   

Additional
Paid-in
Capital   

Retained
Earnings   

Total
Repurchase

Activity  
Repurchase and retirement of common stock    (14.4)  $ (123.7)  $(467.1)  $ (590.8) 
Value of ASR forward contracts     (9.2)    (9.2) 

Total cash payment    (14.4)  $ (132.9)  $(467.1)  $ (600.0) 

Comprehensive Income (Loss)
The components of accumulated other comprehensive income, net of related immaterial tax effects, were as follows (in millions):

 

   
October 28,

2011   
April 29,

2011  
Accumulated translation adjustments   $ 8.5   $ 11.6  
Accumulated unrealized gain (loss) on available-for-sale investments    (2.0)   3.4  
Accumulated unrealized gain (loss) on derivatives qualifying as cash flow hedges    0.5    (2.2) 
Total accumulated other comprehensive income   $ 7.0   $ 12.8  
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The components of comprehensive income, net of related immaterial tax effects, were as follows (in millions):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   
October 28,

2011   
October 29,

2010  
Net income   $ 165.6   $ 175.4   $ 305.1   $ 326.1  
Change in currency translation adjustments    (2.1)   3.7    (3.1)   4.2  
Change in unrealized gain on available-for-sale investments    (6.2)   4.3    (5.4)   6.4  
Change in unrealized gain (loss) on derivatives qualifying as cash flow hedges    0.1    (1.9)   2.7    (2.4) 

Comprehensive income   $ 157.4   $ 181.5   $ 299.3   $ 334.3  

11. Derivatives and Hedging Activities
We use derivative instruments to manage exposures to foreign currency risk. The maximum length of time over which forecasted foreign denominated

revenues are hedged is six months. The notional value of our outstanding currency forward contracts that were entered into to hedge forecasted foreign
denominated sales and our foreign currency denominated balance sheet monetary asset and liability exposures consisted of the following (in millions):
 

   
October 28,

2011    
April 29,

2011  
Cash Flow Hedges     

Euro   $ 152.8    $104.0  
British Pound Sterling    36.1     20.9  

Balance Sheet Contracts     
Euro    192.7     253.7  
British Pound Sterling    39.2     70.8  
Australian Dollar    51.3     34.4  
Canadian Dollar    20.9     56.0  
Other    51.3     52.6  

As of October 28, 2011 and April 29, 2011, the fair value of our short-term foreign currency contracts was not material. Certain of these contracts are
designed to hedge our exposure to foreign currency denominated monetary assets and liabilities and are not designated as hedging instruments. Accordingly,
changes in the fair value of these instruments are recognized in earnings during the period of change. Gains on derivatives not designated as hedging
instruments were not material for any period presented. Net deferred gains and losses recognized into AOCI related to changes in the fair value of our foreign
currency contracts that are accounted for as cash flow hedges were not material for any period presented. We did not recognize any gains and losses in
earnings due to hedge ineffectiveness for any period presented. The amount of gains reclassified from AOCI into income was not material for any period
presented.

12. Income Taxes
Our effective tax rates for the periods presented were as follows:

 
   Six Months Ended  
   October 28, 2011  October 29, 2010 
Effective tax rates    13.1%   12.6% 

Our effective tax rates reflect the impact of a significant amount of our earnings being taxed in foreign jurisdictions at rates below the U.S. statutory tax
rate. As of October 28, 2011, we had $135.5 million of unrecognized tax benefits, of which $103.9 million has been recorded in other long-term liabilities.

We are currently undergoing income tax audits in the United States and several foreign tax jurisdictions. The rights to some of our intellectual property
(IP) are owned by certain of our foreign subsidiaries, and payments are made between U.S. and foreign tax jurisdictions relating to the use of this IP in a
qualified cost sharing arrangement. In recent years, several other U.S. companies have had their foreign IP arrangements challenged as part of Internal
Revenue Service (IRS) examinations, which have resulted in material proposed assessments and/or litigation with respect to those companies.

During fiscal year 2010, the IRS commenced the examination of our fiscal 2005 through 2007 federal income tax returns, and, in addition, the
California Franchise Tax Board began the examination of our fiscal 2007 and 2008 California income tax returns. These audits are currently in progress.
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On September 17, 2010, the Danish tax authorities issued a decision concluding that distributions declared in 2005 and 2006 from our Danish
subsidiary, for which we have not paid or accrued any taxes, are subject to Danish at-source dividend withholding tax. We believe the assessment is without
merit and have appealed this assessment decision with the Danish National Tax Tribunal. An oral hearing before the Danish National Tax Tribunal will occur
on December 14, 2011.

If the ultimate determination of income taxes or at-source withholding taxes assessed under the current IRS audits or under audits being conducted in
any of the other tax jurisdictions in which we operate results in an amount in excess of the tax provision we have recorded or reserved for, our operating
results, cash flows and financial condition could be adversely affected.

In April 2010, our Dutch subsidiary received a favorable tax ruling from the Dutch tax authorities effective May 1, 2010 that replaced the previous
Dutch tax ruling that expired on April 30, 2010. This ruling resulted in both a lower level of earnings subject to tax in the Netherlands and an extension of
the expiration date to April 30, 2015.

On December 17, 2010, the Tax Relief Unemployment Insurance Reauthorization, and Job Creation Act of 2010 (the Act) was signed into law. Under
the Act, the federal research credit was retroactively extended for amounts paid or incurred after December 31, 2009, and before January 1, 2012. Unless
extended again, the federal research credit will expire on December 31, 2011.

13. Net Income per Share
The following is a calculation of basic and diluted net income per share for the periods presented (in millions):

 
   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Numerator:         

Net income   $ 165.6    $ 175.4    $ 305.1    $ 326.1  
Denominator:         

Shares used in basic computation    361.5     359.1     365.9     355.8  
Dilutive potential shares related to employee equity award plans    7.8     15.9     9.8     15.7  
Dilutive impact of assumed conversion of Notes    6.7     12.4     11.1     9.4  
Dilutive impact of warrants    0.0     4.3     4.0     2.1  
Shares used in diluted computation    376.0     391.7     390.8     383.0  

Net Income per Share:         
Basic   $ 0.46    $ 0.49    $ 0.83    $ 0.92  
Diluted   $ 0.44    $ 0.45    $ 0.78    $ 0.85  

The following potential weighted-average shares of common stock have been excluded from the diluted net income per share calculations, as their
effect would have been anti-dilutive (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Options and RSUs    15.6     2.1     9.6     3.7  

Dilutive shares outstanding during the three months ended October 28, 2011 do not include any effect resulting from warrants, as their impact would
have been anti-dilutive. The Note hedges (as described in Note 9) are not included in the calculation of earnings per share as their effect would have been
anti-dilutive. The Note hedges, if exercised upon conversion of the Notes, are expected to reduce approximately 80% of the dilutive effect of the Notes when
our stock price is above $31.85 per share.

14. Segment, Geographic, and Significant Customer Information
We operate in one reportable industry segment: the design, manufacturing, marketing, and technical support of high-performance networked storage

solutions. Our company conducts business globally, and our sales and support activities are managed on a geographic basis. Our management reviews
financial information presented on a consolidated basis, accompanied by disaggregated information it receives from its internal management system about
revenues by geographic region, based on the location from which the customer relationship is managed, for purposes of allocating resources and evaluating
financial performance. We do not allocate costs of revenues, research and development, sales and marketing, or general and administrative expenses to our
geographic regions in this internal management system because management does not review operations or operating results, or make planning decisions,
below the consolidated entity level.
 

21



Table of Contents

Summarized revenues by geographic region based on our internal management system and as utilized by our Chief Executive Officer, who is
considered our Chief Operating Decision Maker (CODM), is as follows (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Americas (United States, Canada and Latin America)*   $ 897.1    $ 752.1    $ 1,710.5    $ 1,391.4  
Europe, Middle East and Africa    428.9     382.4     885.6     775.4  
Asia Pacific and Japan    181.0     116.5     369.1     237.9  

Net revenues   $ 1,507.0    $ 1,251.0    $ 2,965.2    $ 2,404.7  
 
* Sales to the United States accounted for $770.4 million and $678.1 million in the three months ended October 28, 2011 and October 29, 2010,

respectively, and $1,459.7 million and $1,248.7 million in the six months ended October 28, 2011 and October 29, 2010, respectively.

The majority of our assets, excluding cash, cash equivalents, restricted cash, investments and accounts receivable, as of October 28, 2011 and April 29,
2011 were attributable to our U.S. operations. The following table presents total cash, cash equivalents, restricted cash and investments held in the United
States and outside of the United States in various foreign subsidiaries (in millions):
 

   
October 28,

2011    
April 29,

2011  
United States   $ 2,240.3    $3,037.5  
International    2,465.5     2,211.8  

Total cash, cash equivalents, restricted cash and investments   $ 4,705.8    $5,249.3  

With the exception of property and equipment, we do not identify or allocate our long-lived assets by geographic area. The following table presents
property and equipment information for geographic areas based on the physical location of the assets (in millions):
 

   
October 28,

2011    
April 29,

2011  
United States   $ 955.8    $840.2  
International    90.3     71.4  

Total property and equipment   $ 1,046.1    $911.6  

No more than ten percent of property and equipment was located in any single foreign country.

For the three and six months ended October 28, 2011, there were no international sales to a single foreign country that accounted for ten percent or
more of net revenues. For the three and six months ended October 29, 2010, international sales to Germany of $156.3 million and $296.9 million,
respectively, accounted for ten percent or more of net revenues.

The following customers, each of which is a distributor, accounted for ten percent or more of our net revenues (in millions):
 

   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    
October 28,

2011    
October 29,

2010  
Arrow Electronics, Inc.   $ 274.2    $ 214.3    $ 487.1    $ 396.3  
Avnet, Inc.    198.8    $ 185.9     357.9     310.6  
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The following customers accounted for ten percent or more of net accounts receivable (in millions):
 

   
October 28,

2011    
April 29,

2011  
Arrow Electronics, Inc.   $ 69.9    $101.4  
Avnet, Inc.   $ 67.2    $107.5  

15. Commitments and Contingencies
Lease Commitments

Future annual minimum lease payments under all non-cancelable facilities and equipment operating leases with an initial term in excess of one year as
of October 28, 2011 totaled $390.7 million.

As of October 28, 2011, we have four leasing arrangements (Leasing Arrangements 1, 2, 3 and 4) with BNP Paribas LLC (BNPPLC), some of which
require us to lease certain of our land to BNPPLC for a period of 99 years and to lease approximately 0.6 million square feet of office space for our
headquarters in Sunnyvale, which had an original cost of $149.6 million. Under these leasing arrangements, we pay BNPPLC minimum lease payments,
which vary based on LIBOR plus a spread or a fixed rate on the costs of the facilities on the respective lease commencement dates. We make payments for
each of the leases for a term of five years. We have the option to renew each of the leases for two consecutive five-year periods upon approval by BNPPLC.
Upon expiration (or upon any earlier termination) of the lease terms, we must elect one of the following options: (i) purchase the buildings from BNPPLC at
cost; (ii) if certain conditions are met, arrange for the sale of the buildings by BNPPLC to a third-party, and be liable for any deficiency between the net
proceeds received from the third-party and BNPPLC’s cost up to 85% of cost (residual guarantee); or (iii) pay BNPPLC supplemental payments for an amount
equal to the difference between the residual guarantee and fair value, in which event we may recoup some or all of such payments by arranging for a sale of
each or all buildings by BNPPLC during the ensuing two-year period.

These leases require us to maintain specified financial covenants with which we were in compliance as of October 28, 2011.

As of October 28, 2011, we estimated that the fair value of the properties under synthetic lease was $51.0 million below the residual guarantee. We are
accruing for this deficiency over the remaining terms of the respective leases. As of October 28, 2011, a deficiency reserve of $27.0 million was included in
other long-term liabilities.

Purchase Orders and Other Commitments
In the normal course of business we make commitments to our third-party contract manufacturers, to manage manufacturer lead times and meet product

forecasts, and to other parties, to purchase various key components used in the manufacture of our products. We establish accruals for estimated losses on
purchased components to the extent we believe it is probable that such components will not be utilized in future operations. To the extent that such forecasts
are not achieved, our commitments and associated accruals may change. We had $176.1 million in non-cancelable purchase commitments with our contract
manufacturers as of October 28, 2011. In addition, we recorded a liability for firm non-cancelable and unconditional purchase commitments with contract
manufacturers for quantities in excess of our future demand forecasts through a charge to product cost of sales. As of October 28, 2011 and April 29, 2011,
such liability amounted to $5.5 million and $4.5 million, respectively, and is included in other current liabilities in the condensed consolidated balance
sheets.

In addition to commitments with contract manufacturers and component suppliers, we have open purchase orders and contractual obligations
associated with our ordinary course business for which we have not received goods or services. We had $13.3 million in capital purchase commitments and
$327.5 million in other purchase commitments as of October 28, 2011.
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Product Warranties
We provide customers a warranty on software of ninety days to five years and a warranty on hardware of one to five years. The following table

summarizes our warranty reserves (in millions):
 

   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   
October 28,

2011   
October 29,

2010  
Beginning balance   $ 59.5   $ 32.1   $ 40.5   $ 31.9  
Liability assumed in acquisition    0.0    0.0    17.5    0.0  
Expense accrued during the period    15.7    7.0    27.4    12.9  
Warranty costs incurred    (10.2)   (5.6)   (20.4)   (11.3) 
Ending balance   $ 65.0   $ 33.5   $ 65.0   $ 33.5  

Financing Guarantees
We have both nonrecourse and recourse lease financing arrangements with third-party leasing companies through new and preexisting relationships

with customers. In addition, from time to time we provide guarantees for a portion of other financing arrangements under which we could be called upon to
make payments to our third-party funding companies in the event of nonpayment by end-user customers. Under the terms of the nonrecourse leases, we do not
have any continuing obligations or liabilities to the third-party leasing companies. Under the terms of the recourse leases, which are generally three years or
less, we remain liable for the aggregate unpaid remaining lease payments to the third-party leasing companies in the event of end-user customer default.
These arrangements are generally collateralized by a security interest in the underlying assets. Where we provide a guarantee, we defer the revenues
associated with the end-user financing arrangement in accordance with our revenue recognition policies. As of October 28, 2011, the maximum guaranteed
payment contingencies under our financing arrangements totaled approximately $105.1 million, and the related deferred revenue and cost of revenues
totaled approximately $107.4 million and $12.4 million, respectively. To date, we have not experienced material losses under our lease financing programs
or other financing arrangements.

Legal Contingencies
We are subject to various legal proceedings and claims which may arise in the normal course of business. No accrual has been recorded as of

October 28, 2011, as the outcome of these legal matters is currently not determinable.

On October 13, 2010, Amalgamated Bank (as trustee of the Longview Largecap 500 Index Fund and the Longview Largecap 500 Index Veba Fund)
filed a derivative lawsuit on behalf of NetApp, Inc. and NetApp U.S. Public Sector, Inc. in the Superior Court of the State of California, Santa Clara County.
The lawsuit named certain of our current and former directors as defendants. On February 3, 2011, the plaintiff filed an amended complaint in response to
motions to dismiss that we and the individual defendants had filed. Like the original complaint, the amended complaint included claims of breach of
fiduciary duty and waste of corporate assets and alleges that the defendants failed to monitor internal controls to ensure that we complied with legal
requirements in our General Services Administration (GSA) contracting activities, resulting in us incurring defense and settlement costs. The amended
complaint sought disgorgement of salaries and other compensation from the defendants and additional unspecified damages. We and the individual
defendants filed motions to dismiss the amended complaint in early March 2011. Following a hearing on July 15, 2011, the Court granted the motions to
dismiss, but permitted plaintiff leave to amend its complaint on or before September 16, 2011.

On August 9, 2011, Amalgamated Bank filed a complaint in Delaware Chancery Court against us for the purpose of obtaining, in a summary
proceeding, books and records to help Amalgamated Bank amend its complaint in the California lawsuit. Each of the parties filed cross motions for summary
judgment, and a hearing was held before the Delaware Chancery Court on November 16, 2011. Following that hearing, the Court directed Amalgamated
Bank to more narrowly tailor its requests.

The plaintiff filed an amended complaint in the California lawsuit on September 15, 2011. We will move to dismiss this or any other further amended
complaint by January 9, 2012. A hearing on our motion to dismiss the California lawsuit is scheduled for February 24, 2012.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as

amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and is subject to the safe harbor provisions set forth in
the Exchange Act. Forward-looking statements usually contain the words “estimate,” “intend,” “plan,” “predict,” “seek,” “may,” “will,” “should,” “would,”
“could,” “anticipate,” “expect,” “believe,” or similar expressions and variations or negatives of these words or expressions. In addition, any statements that
refer to expectations, projections, or other characterizations of future events or circumstances, including any underlying assumptions, are forward-looking
statements. All forward-looking statements, including but not limited to, statements about:
 

 •  our future financial and operating results;
 

 •  our business strategies;
 

 •  management’s plans, beliefs and objectives for future operations, research and development;
 

 •  economic and industry trends or trend analysis;
 

 •  product introductions, development, enhancements and acceptance;
 

 •  acquisitions and joint ventures, growth opportunities, investments and legal proceedings;
 

 •  competitive positions;
 

 •  future cash flows and cash deployment strategies;
 

 •  short-term and long-term cash requirements, including anticipated capital expenditures;
 

 •  our anticipated tax rate;
 

 •  the dilutive effect of our convertible notes (the Notes) and associated warrants on our earnings per share;
 

 •  the conversion, maturation or repurchase of the Notes,
 

 •  compliance with laws, regulations and debt covenants;
 

 •  the continuation of our stock repurchase program; and
 

 •  the impact of completed acquisitions

are inherently uncertain as they are based on management’s current expectations and assumptions concerning future events, and are subject to numerous
known and unknown risks and uncertainties. Therefore, our actual results may differ materially from the forward-looking statements contained herein. Factors
that could cause actual results to differ materially from those described herein include, but are not limited to:
 

 •  acceptance of, and demand for, our products, including our recent new product introductions;
 

 •  our ability to increase our customer base, market share and revenue;
 

 •  general economic and market conditions, particularly the continuing fiscal challenges in the U.S. and Europe;
 

 •  the effects of the recent flooding in Thailand;
 

 •  the amount of orders received in future periods;
 

 •  our ability to ship our products in a timely manner;
 

 •  our ability to achieve anticipated pricing, cost, and gross margins levels;
 

25



Table of Contents

 •  our ability to successfully manage our backlog and increase revenue;
 

 •  our ability to successfully execute on our strategy;
 

 •  our ability to effectively integrate acquired products and technologies;
 

 •  our ability to successfully introduce new products and forecast demand for those products;
 

 •  our ability to maintain the quality of our hardware, software and services offerings;
 

 •  our ability to adapt to changes in market demand;
 

 •  demand for our services and support and the growth of the storage markets generally;
 

 •  our ability to identify and respond to significant market trends and emerging standards;
 

 •  the impact of industry consolidation;
 

 •  our ability to successfully manage our investment in people, process, and systems;
 

 •  our ability to maintain our partner, supplier and contract manufacturer relationships;
 

 •  the ability of our suppliers and contract manufacturers to meet our requirements;
 

 •  the ability of our competitors to introduce new products that compete successfully with our products;
 

 •  our ability to grow direct and indirect sales and to efficiently utilize global service and support;
 

 •  variability in our gross margins;
 

 •  our ability to sustain and/or improve our cash and overall financial position;
 

 •  our cash requirements and terms and availability of financing;
 

 •  valuation and liquidity of our investment portfolio;
 

 •  our ability to finance business acquisitions, construction projects and capital expenditures through cash from operations and/or financing;
 

 •  the results of our ongoing litigation, tax audits, government audits, inquiries and investigations; and
 

 •  those factors discussed under the heading “Risk Factors” elsewhere in this Quarterly Report on Form 10-Q.

Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date hereof and are based upon
information available to us at this time. These statements are not guarantees of future performance. We disclaim any obligation to update information in any
forward-looking statement. Actual results could vary from our forward-looking statements due to foregoing factors as well as other important factors,
including those described in the Risk Factors included in Part II Item 1A.

Overview
On May 6, 2011, we completed the acquisition of certain assets related to the Engenio external storage systems business (Engenio) of LSI Corporation

(LSI). We paid LSI $480.0 million in cash and also assumed certain liabilities related to Engenio. We expect this acquisition to enable us to address growing
customer requirements in the areas of high bandwidth and intensive analytics workloads such as video, including full-motion video capture and digital video
surveillance, as well as high performance computing applications, such as genomics sequencing and scientific research. Our consolidated net revenues for the
three and six months ended October 28, 2011 include $182.4 million and $339.5 million, respectively, attributable to Engenio since the acquisition.
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Net revenues for the three and six months ended October 28, 2011 were $1,507.0 million, up $256.0 million, or 20%, and were $2,965.2 million, up
$560.5 million, or 23%, respectively, from the comparable periods in the prior year. The revenue growth in each of these periods was primarily due to our
acquisition of Engenio, continued demand for our storage efficiency and data management solutions, and an increase in hardware maintenance contract
revenue. Gross profit as a percentage of net revenues decreased during the three and six months ended October 28, 2011 compared to the same periods in the
prior year, primarily due to the inclusion of lower gross margin E-Series OEM products resulting from the Engenio acquisition in the revenue mix.

Sales and marketing, research and development, and general and administrative expenses for the three and six months ended October 28, 2011 totaled
$718.9 million, up 19% and $1,437.4 million, up 24%, respectively, from the comparable periods in the prior year. These increases were primarily due to a
27% and 26% increase in average headcount in the three and six months ended October 28, 2011, respectively, from the comparable periods in the prior year.
Approximately half of the headcount growth in the three and six months ended October 28, 2011 is related to the May 2011 acquisition of Engenio.

Critical Accounting Estimates and Policies
Our discussion and analysis of financial condition and results of operations are based upon our condensed consolidated financial statements, which

have been prepared in accordance with accounting principles generally accepted in the United States of America (GAAP). The preparation of such statements
requires us to make estimates and assumptions that affect the reported amounts of revenues and expenses during the reporting periods and the reported
amounts of assets and liabilities as of the date of the financial statements. Our estimates are based on historical experience and other assumptions that we
consider to be appropriate under the circumstances. However, future results may vary from our estimates.

We believe the accounting policies discussed under Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in our Annual Report on Form 10-K for the fiscal year ended April 29, 2011 are significantly affected by critical accounting estimates and that
they are both highly important to the portrayal of our financial condition and results and require difficult management judgments and assumptions about
matters that are inherently uncertain. There have been no material changes to the critical accounting policies and estimates as filed in such report.

New Accounting Standards
See Note 3 of the accompanying condensed consolidated financial statements for a full description of new accounting pronouncements, including the

respective expected dates of adoption and effects on results of operations and financial condition.

All fiscal year 2011 results reflect the adoption of the new accounting standards related to revenue recognition. Previously reported quarterly results for
fiscal 2011 have been adjusted to reflect the adoption of these new standards and differ from the originally reported results.

Results of Operations
The following table sets forth certain Condensed Consolidated Statements of Operations data as a percentage of net revenues for the periods indicated:

 
   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   
October 28,

2011   
October 29,

2010  
Revenues:      

Product    67.4%   65.9%   66.8%   65.0% 
Software entitlements and maintenance    13.1    14.1    13.4    14.6  
Service    19.5    20.0    19.8    20.4  

Net revenues    100.0    100.0    100.0    100.0  
Cost of revenues:      

Cost of product    30.5    25.9    30.3    26.4  
Cost of software entitlements and maintenance    0.4    0.3    0.4    0.3  
Cost of service    8.5    8.5    8.3    8.7  

Gross profit    60.6    65.3    61.0    64.6  
Operating expenses:      

Sales and marketing    30.1    30.7    30.7    30.7  
Research and development    13.3    12.5    13.4    12.7  
General and administrative    4.3    5.1    4.4    5.0  
Restructuring and other charges    —      —      —      —    
Acquisition-related expense    0.1    —      0.1    —    

Total operating expenses    47.8    48.3    48.6    48.4  
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Income from operations    12.8    17.0    12.4    16.2  
Other expense, net:      

Interest income    0.5    0.8    0.6    0.8  
Interest expense    (1.1)   (1.5)   (1.2)   (1.5) 
Other income (expense), net    —      (0.1)   —      —    

Total other expense, net    (0.6)   (0.8)   (0.6)   (0.7) 
Income before income taxes    12.2    16.2    11.8    15.5  
Provision for income taxes    1.2    2.2    1.5    1.9  
Net income    11.0%   14.0%   10.3%   13.6% 

Discussion and Analysis of Results of Operations
Net Revenues — Our net revenues for the three and six months ended October 28, 2011 and October 29, 2010 were as follows (in millions, except

percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Net revenues   $ 1,507.0    $ 1,251.0     20%  $ 2,965.2    $ 2,404.7     23% 

Net revenues increased by $256.0 million, or 20%, and increased by $560.5 million, or 23%, for the three and six months ended October 28, 2011,
respectively, from the comparable periods in the prior year. The increase in our net revenues for both periods was primarily due to an increase in product
revenues, which comprised 67% of net revenues in each of the three and six months ended October 28, 2011, compared to 66% and 65% in the three and six
months ended October 29, 2010, respectively.

Sales through our indirect channels represented 80% and 78% of net revenues for the three and six months ended October 28, 2011, respectively, and
represented 72% and 71% of net revenues for the three and six months ended October 29, 2010, respectively. The increase in our indirect channels as a
percentage of net revenues reflects the acquisition of Engenio.

The following customers, each of which is a distributor, accounted for 10% or more of net revenues (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
% of Net
Revenues  

October 29,
2010    

% of Net
Revenues  

October 28,
2011    

% of Net
Revenues  

October 29,
2010    

% of Net
Revenues 

Arrow Electronics, Inc.   $ 274.2     18%  $ 214.3     17%  $ 487.1     16%  $ 396.3     16% 
Avnet, Inc.    198.8     13%   185.9     15%   357.9     12%   310.6     13% 

Product Revenues (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Product revenues   $ 1,016.2    $ 824.8     23%  $ 1,981.9    $ 1,562.3     27% 

Product revenues increased by $191.4 million, or 23%, and increased by $419.6 million, or 27%, for the three and six months ended October 28, 2011,
respectively, from the comparable periods in the prior year. Product revenues consist of configured systems, which are comprised of bundled hardware and
software products, and non-configured products, which consist primarily of add-on hardware, storage, and software products, as well as OEM products.

Total configured system revenues of $521.1 million increased by $31.2 million, or 6%, for the three months ended October 28, 2011, and total
configured system revenues of $1,031.1 million increased by $75.9 million, or 8%, for the six months ended October 28, 2011, compared to the prior year,
with the largest increase in each period coming from the 6000 series systems. Configured systems unit volume increased by 1% and 2% for the three and six
months ended October 28, 2011, respectively, compared to the prior year, with increases in each period in both the 6000 and 3000 series systems, offset by a
decrease in each period in the 2000 series systems. The increases in the unit volume of the 6000 and 3000 series in each period were due to strong customer
demand for these newer systems. The decreases in the 2000 series unit volume in each period were primarily due to a decrease in demand for this older
product, as well as a shift in business to the newer 3000 series systems. The average selling prices (ASPs) of total configured systems increased during the
three and six months ended October 28, 2011, compared to the prior year due to a shift in system revenue mix from the lower ASP 2000 series to the higher
ASP 3000 and 6000 series. However, ASP’s across each series decreased compared to the same periods in the prior year due to manufacturing cost reductions
being passed along to customers as price reductions.
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Non-configured product revenues of $495.1 million increased $160.3 million, or 48%, during the three months ended October 28, 2011, and non-
configured product revenues of $950.8 million increased $343.7 million, or 57%, during the six months ended October 28, 2011, compared to the prior year.
These increases were primarily due to E-Series OEM product revenues of $173.9 million and $329.8 million during the three and six months ended October
28, 2011, respectively, that resulted from the Engenio acquisition. Partially offsetting these increases during the three months ended October 28, 2011 was a
9% decrease in sales of add-on storage products.

Our systems are highly configurable to respond to customer requirements in the open systems storage markets that we serve. This can cause a wide
variation in product configurations that can significantly impact revenues, cost of revenues and gross profit performance. Pricing changes, discounting
practices, foreign currency, unit volumes, customer mix, natural disasters and product material costs can also impact revenues, cost of revenues and/or gross
profit performance. Disks are a significant component of our storage systems. Industry disk pricing continues to fall every year; however, with the recent
flooding in Thailand, disk prices may increase. To the extent that disk prices decrease, we generally pass along those price decreases to our customers while
working to maintain relatively constant profit margins on our disk drives. As our sales price per terabyte continues to decline, improved system performance,
increased capacity and software to manage this increased capacity have an offsetting impact on product revenues.

Software Entitlements and Maintenance Revenues (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Software entitlements and maintenance revenues   $ 198.0    $ 176.7     12%  $ 396.2    $ 350.9     13% 

Software entitlements and maintenance (SEM) revenues increased by $21.3 million, or 12%, and increased by $45.3 million, or 13%, during the three
and six months ended October 28, 2011, respectively, from the comparable periods in the prior year. The increases in each period were due to an increase in
the aggregate contract value of the installed base under SEM contracts, which is recognized as revenue ratably over the terms of the underlying contracts.

Service Revenues (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Service revenues   $ 292.8    $ 249.5     17%  $ 587.1    $ 491.5     19% 

Service revenues include hardware maintenance, professional services and educational and training services. Service revenues increased by $43.3
million, or 17%, and by $95.6 million, or 19%, during the three and six months ended October 28, 2011, respectively, from the comparable periods in the
prior year. Hardware maintenance contract revenues increased 27% and 29% during the three and six months ended October 28, 2011, respectively, from the
comparable periods in the prior year, as a result of an increase in each period in the installed base under service contracts. Professional services and
educational and training services revenues remained flat during the three months ended October 28, 2011 and increased 2% during the six months ended
October 28, 2011, compared to the prior year.

Revenues by Geographic Area (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Americas (United States, Canada and Latin America)   $ 897.1    $ 752.1     19%  $ 1,710.5    $ 1,391.4     23% 
Europe, Middle East and Africa (EMEA)    428.9     382.4     12%   885.6     775.4     14% 
Asia Pacific and Japan (APAC)    181.0     116.5     55%   369.1     237.9     55% 

Net revenues   $ 1,507.0    $ 1,251.0     $ 2,965.2    $ 2,404.7    
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Sales to the United States accounted for 86% and 90% of Americas’ net revenues during the three months ended October 28, 2011 and October 29,
2010, respectively, and 85% and 90% of America’s net revenue during the six months ended October 28, 2011 and October 29, 2010, respectively. Sales to
Germany were less than 10% of net revenues for both the three and six months ended October 28, 2011. Sales to Germany accounted for 12% of net revenues
during each of the three and six months ended October 29, 2010. No other single foreign country accounted for 10% or more of net revenues in any of the
periods presented.

Cost of Revenues
Our cost of revenues consists of three elements: (1) cost of product revenues, which includes the costs of manufacturing and shipping of our storage

products, amortization of purchased intangible assets, inventory write-downs, and warranty costs; (2) cost of SEM, which includes the costs of providing
SEM and third-party royalty costs, and (3) cost of service revenues, which reflects costs associated with providing support activities for hardware, global
support partnership programs, professional services and educational and training services.

Our gross profit is impacted by a variety of factors, including pricing changes, discounting practices, foreign currency, product configuration, unit
volumes, customer mix, revenue mix, natural disasters and product material costs. Service gross profit is typically impacted by factors such as changes in the
size of our installed base of products, as well as the timing of support service initiations and renewals, and incremental investments in our customer support
infrastructure. If any of these factors that impact our gross profit are adversely affected, whether by economic uncertainties or for other reasons, our gross
profit could decline.

Cost of Product Revenues (in millions, except percentages):
 
   Three Months Ended  Six Months Ended

   
October 28,

2011   
October 29,

2010   % Change 
October 28,

2011   
October 29,

2010   % Change
Cost of product revenues   $ 460.7   $ 324.3   42%  $ 898.1   $ 634.5   42%

Cost of product revenues increased by $136.4 million, or 42%, and $263.6 million, or 42%, during the three and six months ended October 28, 2011,
from the comparable periods in the prior year. The changes were comprised of the following elements (in percentage points of the total change):
 

   

Three Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points    

Six Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points  

Materials cost    33     32  
Amortization of developed technology    3     3  
Warranty    3     2  
Manufacturing overhead    2     3  
Excess and obsolete inventory    1     2  
Total change    42     42  

During the three and six months ended October 28, 2011, the increase in materials cost was primarily due to $98.5 million and $183.5 million,
respectively, in our materials cost relating to the sales of E-Series OEM products resulting from the Engenio acquisition. The increase in materials cost was
also impacted by the 1% and 2% unit volume increases in configured systems during these periods; however, the average cost per unit of configured systems
across all product families decreased or remained flat as a result of materials cost reductions across all units offsetting volume increases during these reporting
periods.

The increase in the amortization of developed technology was due to identified intangible assets acquired from the Engenio acquisition, which are
amortized on a straight-line basis over their estimated useful life.

Cost of product revenues represented 45% and 39% of product revenue for the three months ended October 28, 2011 and October 29, 2010,
respectively, and 45% and 41% of product revenue for the six months ended October 28, 2011 and October 29, 2010, respectively. The overall increase in
costs as a percentage of revenues for the three and six months ended October 28, 2011 was primarily the result of E-Series OEM products, which have lower
materials margins than configured systems and add-on products.
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Cost of Software Entitlements and Maintenance Revenues (in millions, except percentages):
 
   Three Months Ended  Six Months Ended

   
October 28,

2011   
October 29,

2010   % Change 
October 28,

2011   
October 29,

2010   % Change
Cost of software entitlements and maintenance revenues   $ 5.6   $ 3.5   60%  $ 10.9   $ 6.9   58%

Cost of SEM revenues increased by $2.1 million, or 60%, and $4.0 million, or 58%, during the three and six months ended October 28, 2011,
respectively, from the comparable periods in the prior year, primarily due to an increase in volume-related software support costs. Cost of SEM revenues
represented 3% of SEM revenues for both the three and six months ended October 28, 2011 and 2% of SEM revenues for both the three and six months ended
October 29, 2010.

Cost of Service Revenues (in millions, except percentages):
 
   Three Months Ended  Six Months Ended

   
October 28,

2011   
October 29,

2010   % Change 
October 28,

2011   
October 29,

2010   % Change
Cost of service revenues   $ 127.7   $ 106.7   20%  $ 246.3   $ 209.0   18%

Cost of service revenues increased by $21.0 million, or 20%, and $37.3 million, or 18%, during the three and six months ended October 28, 2011,
respectively, from the comparable periods in the prior year primarily due to an increase in installed base resulting in higher service and support purchased
from third parties, an increase in logistics costs, and an accrual for a loss on a single contract. Costs represented 44% and 43% of service revenues for the three
months ended October 28, 2011 and October 29, 2010, respectively, and represented 42% and 43% of service revenues for the six months ended October 28,
2011 and October 29, 2010, respectively.

Operating Expenses
Sales and Marketing, Research and Development, and General and Administrative Expenses

Compensation costs comprise the largest component of operating expenses. Included in compensation costs are salaries, benefits, other compensation-
related costs, stock-based compensation costs and employee incentive compensation plan costs. Compensation costs included in operating expenses
increased approximately $62.4 million, or 20%, and $145.6 million, or 24%, for the three and six months ended October 28, 2011, respectively, from the
comparable periods in the prior year, primarily due to:

(i) an increase in salaries, benefits and other compensation-related costs of $68.1 million and $146.3 million for the three and six months ended
October 28, 2011, respectively, due to an increase in average headcount, which included the impact of the Engenio acquisition;

(ii) an increase in stock-based compensation of $23.6 million and $37.2 million for the three and six months ended October 28, 2011, respectively,
which also included the impact of the Engenio acquisition;

(iii) partially offset by a decrease in incentive compensation expense of $29.2 million and $37.8 million for the three and six months ended
October 28, 2011, respectively, due to lower achievement of performance against operating targets during the three and six months ended October 28, 2011.

Sales and Marketing (in millions, except percentages):
 
   Three Months Ended  Six Months Ended

   
October 28,

2011   
October 29,

2010   % Change 
October 28,

2011   
October 29,

2010   % Change
Sales and marketing expenses   $454.1   $382.8   19%  $908.9   $737.0   23%
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Sales and marketing expense consists primarily of compensation costs, commissions, outside services, allocated facilities and IT costs, advertising and
marketing promotional expense, and travel and entertainment expense. Sales and marketing expenses increased due to the following:
 

   

Three Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points   

Six Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points  

Salaries    9    9  
Stock-based compensation    3    3  
Incentive plan compensation    (3)   (2) 
Other compensation and benefit costs    1    2  

Total compensation costs    10    12  
Outside services    2    3  
Amortization expense    2    2  
Commissions    1    2  
Facilities and IT support costs    1    2  
Advertising and marketing promotional expense    1    1  
Other    2    1  

Total change    19    23  

The increase in total compensation costs for the three and six months ended October 28, 2011 reflects an increase in average sales and marketing
headcount of 23% for each period, as compared to the same periods in the prior year. These increases were partially offset by a decrease in incentive
compensation expense. Outside services increased to support sales and marketing initiatives and amortization expense increased due to the addition of
intangible assets as a result of the acquisition of Engenio.

Research and Development (in millions, except percentages):
 

   Three Months Ended  Six Months Ended

   
October 28,

2011   
October 29,

2010   % Change 
October 28,

2011   
October 29,

2010   % Change
Research and development expenses   $199.7   $156.6   28%  $398.3   $306.1   30%

Research and development expense consists primarily of compensation costs, allocated facilities and IT costs, depreciation and amortization,
equipment and software related costs, prototypes, non-recurring engineering (NRE) charges and other outside services costs. Research and development
expenses increased due to the following:
 

   

Three Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points   

Six Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points  

Salaries    14    14  
Stock-based compensation    6    4  
Incentive plan compensation    (7)   (4) 
Other compensation and benefit costs    4    5  

Total compensation costs    17    19  
Facilities and IT support costs    5    6  
Depreciation expense    3    3  
NRE charges    1    1  
Outside services    1    1  
Other    1    —    

Total change    28    30  

The increase in total compensation costs reflects a 44% and 41% increase in average engineering headcount during the three and six months ended
October 28, 2011, respectively, compared to the same periods in the prior year. These increases were partially offset by a decrease in incentive compensation
expense. The increase in facilities and IT support costs in each period reflects the acquisition of Engenio.

We believe that our future performance will depend in large part on our ability to maintain and enhance our current product line, develop new products
that achieve market acceptance, maintain technological competitiveness and meet an expanding range of customer requirements. We expect to continue to
spend on current and future product development efforts, broaden our existing product offerings and introduce new products that expand our solutions
portfolio.

General and Administrative (in millions, except percentages):
 

   Three Months Ended  Six Months Ended

   
October 28,

2011   
October 29,

2010   % Change 
October 28,

2011   
October 29,

2010   % Change
General and administrative expenses   $65.1   $64.2   1%  $130.2   $120.4   8%
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General and administrative expense consists primarily of compensation costs, professional and corporate legal fees, outside services and allocated
facilities and IT costs. General and administrative expenses decreased or remained flat due to the following:
 

   

Three Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points   

Six Months Ended
Fiscal 2012 to Fiscal 2011

Percentage Change
Points  

Salaries    5    5  
Stock-based compensation    2    2  
Incentive plan compensation    (10)   (7) 
Other compensation and benefit costs    (1)   —    

Total compensation costs    (4)   —    
Outside services    5    5  
IT costs    —      2  
Professional and corporate legal fees    —      1  

Total change    1    8  

The decrease in total compensation costs was driven by a decrease in incentive compensation expense for the three and six months ended October 28,
2011. These decreases were partially offset by the impact of a 14% and 17% increase in average general and administrative headcount during the three and
six months ended October 28, 2011, respectively, compared to the same periods in the prior year. The increase in outside services for each of the three and six
months ended October 28, 2011 reflects additional spending on contractors and costs associated with the Engenio acquisition integration and various on-
going operational projects.

Acquisition-Related Expense (in millions, except percentages):
 
   Three Months Ended    Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change   
October 28,

2011    
October 29,

2010    % Change 
Acquisition-related expense   $ 1.7    $ —       NM    $ 3.9    $ 0.3     NM  
 
NM — Not meaningful.

During the three and six months ended October 28, 2011, we incurred $1.7 million and $3.9 million, respectively, of due diligence, legal and other
one-time integration charges associated with our acquisition of Engenio. During the six months ended October 29, 2010, acquisition-related expense related
to one-time integration charges associated with our acquisition of Bycast Inc. was $0.3 million.

Other Expense, Net
Interest Income (in millions, except percentages):

 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Interest income   $ 8.3    $ 9.5     (13)%  $ 18.9    $ 19.3     (2)% 

The decrease in interest income during the three and six months ended October 28, 2011, from the comparable periods in the prior year, was primarily
due to lower yields on new investments.

Interest Expense (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011   
October 29,

2010   % Change  
October 28,

2011   
October 29,

2010   % Change 
Interest expense   $ (16.4)  $ (18.6)   12%  $ (35.8)  $ (37.2)   4% 

Interest expense decreased 12% and 4% during the three and six months ended October 28, 2011, respectively, from the comparable periods in the
prior year. During the three and six months ended October 28, 2011, we recognized incremental non-cash interest expense from the amortization of debt
discount and issuance costs relating to our Notes of approximately $11.5 million and $25.2 million, respectively, net of capitalized interest. During the three
and six months ended October 29, 2010, we recognized incremental non-cash interest expense from the amortization of debt discount and issuance costs
relating to our Notes of
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approximately $13.0 million and $25.9 million, respectively. The coupon interest expense related to the Notes was $4.5 million and $10.0 million during the
three and six months ended October 28, 2011 and October 29, 2010, respectively, net of capitalized interest. During the three and six months ended October
28, 2011, we capitalized interest expense of $3.5 million on facility assets under construction and on significant software development projects.

Provision for Income Taxes (in millions, except percentages):
 
   Three Months Ended   Six Months Ended  

   
October 28,

2011    
October 29,

2010    % Change  
October 28,

2011    
October 29,

2010    % Change 
Provision for income taxes   $ 18.3    $ 26.9     (32)%  $ 45.9    $ 47.2     (3)% 

Our effective tax rates for the three months ended October 28, 2011 and October 29, 2010 were 10.0% and 13.3%, respectively, and 13.1% and 12.6%
for the six months ended October 28, 2011 and October 29, 2010, respectively. Our effective tax rates for the three and six months ended October 28, 2011
and October 29, 2010 differ from the U.S statutory rate of 35% because our foreign earnings are taxed at rates lower than the U.S statutory rate. Our provision
for income taxes decreased for the three and six months ended October 28, 2011 compared to the three and six months ended October 29, 2010 primarily as a
result of a decrease in U.S. pre-tax profits.

Liquidity and Capital Resources
The following sections discuss our principal liquidity requirements, as well as our sources and uses of cash flows on our liquidity and capital resources.

The principal objectives of our investment policy are the preservation of principal and maintenance of liquidity. We attempt to mitigate default risk by
investing in high-quality investment grade securities, limiting the time to maturity and monitoring the counter-parties and underlying obligors closely. We
believe our cash equivalents and short-term investments are liquid and accessible. We are not aware of any significant deterioration in the fair value of our
cash equivalents or investments from the values reported as of October 28, 2011.

Liquidity Sources and Cash Requirements
Our principal sources of liquidity as of October 28, 2011 consisted of approximately $4.6 billion in cash, cash equivalents and short-term investments,

as well as cash we expect to generate from operations.

Cash, cash equivalents and short-term investments consist of the following (in millions):
 

   October 28, 2011   April 29, 2011 
Cash and cash equivalents   $ 2,269.0    $ 2,757.3  
Short-term investments    2,372.6     2,417.4  
Total cash, cash equivalents and short-term investments   $ 4,641.6    $ 5,174.7  

As of October 28, 2011, $2.2 billion of cash, cash equivalents and short-term investments were held in the United States, while $2.4 billion were held
in foreign countries. Most of the amounts held outside the United States can be repatriated to the United States but, under current law, would be subject to
U.S. federal and state income taxes. If we were to repatriate foreign earnings for cash requirements in the United States, we would incur U.S. federal and state
income taxes reduced by the current amount of our U.S. federal and state net operating loss and tax credit carry forwards. However, our intent is to keep these
funds permanently reinvested outside of the U.S., and our current plans do not contemplate a need to repatriate them to fund our U.S. operations. Our
principal liquidity requirements are primarily to meet our working capital needs, support ongoing business activities, fund research and development, meet
capital expenditure needs, invest in critical or complementary technologies, and service our debt and synthetic leases. Our contractual obligations as of
October 28, 2011 are summarized below in the Contractual Obligations tables.

Key factors that could affect our cash flows include changes in our revenue mix and profitability, our ability to effectively manage our working capital,
in particular, accounts receivable and inventories, our ability to effectively integrate acquired products, businesses and technologies, including Engenio, and
conversions of our Notes by holders. Based on our current business outlook, we believe that our sources of cash will satisfy our working capital needs, capital
expenditures, investment requirements, stock repurchases, contractual obligations, commitments, interest payments on our Notes and other liquidity
requirements associated with operations and meet our cash requirements for at least the next 12 months. However, in the event our liquidity is insufficient, we
may be required to curtail spending and implement additional cost saving measures and restructuring actions. We cannot be certain that we will continue to
generate cash flows at or above current levels or that we will be able to obtain additional financing, if necessary, on satisfactory terms, if at all.
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Our investment portfolio, including auction rate securities, has been and will continue to be exposed to market risk due to trends in the credit and
capital markets. We continue to closely monitor current economic and market events to minimize our market risk on our investment portfolio. Based on our
ability to access our cash and short-term investments, our expected operating cash flows, and our other potential sources of cash, we do not anticipate that the
lack of liquidity of these investments will impact our ability to fund working capital needs, capital expenditures, acquisitions or other cash requirements. We
intend to and believe that we have the ability to hold these investments until the market recovers. If current market conditions deteriorate, we may be
required to record additional charges to earnings in future periods.

Capital Expenditure Requirements
We expect to fund our capital expenditures, including our commitments related to facilities, equipment, operating leases and internal-use software

development projects over the next few years through existing cash, cash equivalents, investments and cash generated from operations. The timing and
amount of our capital requirements cannot be precisely determined and will depend on a number of factors, including future demand for products, changes in
the network storage industry, hiring plans and our decisions related to the financing of our facilities and equipment requirements. We expect that our existing
facilities and those being developed in Sunnyvale, California; Research Triangle Park, North Carolina and other locations worldwide are adequate for our
requirements over at least the next two years and that additional space will be available as needed. We anticipate capital expenditures to be between $125.0
million and $175.0 million over the next six months.

Acquisition-Related Requirements
On May 6, 2011, we completed the acquisition of certain assets related to the Engenio business of LSI. We paid LSI $480.0 million in cash and also

assumed certain assets and liabilities related to Engenio. As part of our efforts to integrate Engenio into our business, we expect to incur additional one-time
integration charges. See Note 5 of the accompanying condensed consolidated financial statements for more information.

Cash Flows
As of October 28, 2011, our cash and cash equivalents and short-term and long-term investments decreased by $533.1 million from April 29, 2011, to

$4.7 billion. The decrease was primarily a result of $600.0 million in cash paid for the repurchase of common stock, $480.0 million net cash paid in
connection with the acquisition of Engenio, and $191.6 million in capital expenditures, partially offset by $610.8 million of cash provided by operating
activities, $40.0 million of net redemptions of investments and $51.9 million from issuances of common stock related to employee stock option exercises and
purchases under the employee stock purchase plan. We derive our liquidity and capital resources primarily from our operating cash flows and from working
capital. Accounts receivable days sales outstanding as of October 28, 2011 decreased to 38 days, compared to 47 days as of April 29, 2011, primarily due to
improvements in shipment linearity. Working capital increased by $715.3 million to $3.7 billion as of October 28, 2011, compared to $3.0 billion as of
April 29, 2011, primarily due to the reclassification of our $1.2 billion Notes to long-term liabilities as the underlying contingent conversion threshold was
not met at October 28, 2011 and a decrease in accrued compensation and related benefits of $165.9 million, partially offset by a decrease in cash, cash
equivalents, short-term investments of $533.1 million and accounts receivable of $117.4 million.

Cash Flows from Operating Activities
During the six months ended October 28, 2011, we generated cash from operating activities of $610.8 million. The primary sources of cash from

operating activities consisted of net income of $305.1 million, adjusted by depreciation and amortization of $136.9 million and non-cash stock-based
compensation of $121.1 million. Significant changes in assets and liabilities impacting operating cash flows included an increase in deferred revenue of
$126.9 million and a decrease in accounts receivable of $115.6 million, partially offset by a decrease in accrued compensation and other current liabilities of
$173.1 million, primarily attributable to employee payouts related to the fiscal year 2011 commissions and incentive compensation plans.

We expect that cash provided by operating activities may fluctuate in future periods as a result of a number of factors, including fluctuations in our
operating results, shipment linearity, accounts receivable collections performance, inventory and supply chain management, tax benefits from stock-based
compensation, and the timing and amount of compensation and other payments.
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Cash Flows from Investing Activities
During the six months ended October 28, 2011, we completed our acquisition of Engenio for a total cash payment of $480.0 million and made capital

expenditures of $191.6 million. We received $40.4 million from net purchases and redemptions of our investments for the six months ended October 28,
2011.

Cash Flows from Financing Activities
We paid $461.8 million for financing activities for the six months ended October 28, 2011, which primarily consisted of $600.0 million for the

repurchase of common stock, partially offset by $84.7 million of excess tax benefit from stock-based compensation and $51.9 million of proceeds from
employee equity award plans, net of shares withheld for taxes.

Net proceeds from the issuance of common stock related to employee participation in employee equity award programs have historically been a
significant component of our liquidity. The extent to which our employees exercise stock options or participate in our Employee Stock Purchase Plan (ESPP)
program generally increases or decreases based upon changes in the market price of our common stock. As a result, our cash flow resulting from the issuance
of common stock in connection with these programs and related tax benefits will vary.

Stock Repurchase Program
During the six months ended October 28, 2011, 14.4 million shares of our common stock were repurchased as described below. Since the May 13, 2003

inception of our stock repurchase program through October 28, 2011, we have repurchased a total of 118.7 million shares of our common stock at an average
price of $29.70 per share, for an aggregate purchase price of $3.5 billion. As of October 28, 2011, our Board of Directors had authorized the repurchase of up
to $4.0 billion of common stock under this stock repurchase program, and $0.5 billion remains available under these authorizations. The stock repurchase
program may be suspended or discontinued at any time.

Accelerated Share Repurchase Agreements
On July 8, 2011, we entered into a collared accelerated share repurchase agreement (ASR) with Bank of America, N.A, under which we prepaid $200.0

million to purchase shares of our common stock. The aggregate number of shares ultimately purchased was determined based on the volume weighted-
average share price of our common stock over a specified period of time. The contract was settled in August 2011. The total number of shares repurchased and
retired under this ASR was 4.1 million shares at a weighted-average price of $48.30.

On August 19, 2011, we entered into a new ASR with Wells Fargo Bank, National Association (Wells Fargo), under which we prepaid $400.0 million to
purchase shares of our common stock. The aggregate number of shares ultimately purchased was determined based on the volume weighted-average share
price of our common stock over a specified period of time, subject to certain provisions that establish a minimum and maximum number of shares that may be
repurchased. On August 25, 2011, Wells Fargo delivered 10.3 million minimum shares, which were retired immediately. The contract was settled on
November 17, 2011, and we received an additional 0.2 million shares at this time. The total number of shares repurchased and retired under this ASR was
10.5 million shares at a weighted-average price of $38.08.

Convertible Notes
As of October 28, 2011, we had $1.265 billion principal amount of 1.75% Convertible Senior Notes due 2013 (See Note 9 of the accompanying

condensed consolidated financial statements). The Notes will mature on June 1, 2013, unless earlier repurchased or converted. Our common stock price did
not exceed the conversion threshold price of $41.41 per share set forth for these Notes for at least 20 trading days during the 30 consecutive trading days
ended September 30, 2011. Accordingly, as of October 28, 2011, the Notes were not convertible at the option of the holder and, therefore, the carrying value
of the Notes was classified as long-term debt and the difference between the principal amount and the carrying value of the Notes is reflected as equity on our
condensed consolidated balance sheet.

The determination of whether or not the Notes are convertible must continue to be performed quarterly. Consequently, the Notes may be convertible in
future quarters, and therefore may be classified as short-term debt if the contingent conversion thresholds are met in such quarters. Additionally, since the
Notes would be convertible at the option of the holder and the principal amount would be required to be paid in cash, the difference between the principal
amount and the carrying value of the Notes would be reflected as convertible debt in mezzanine on our condensed consolidated balance sheets. As of
October 28, 2011, shares issued related to conversion of the Notes were minimal. Receipts of shares related to the Note hedge transactions were minimal, and
there were no cash or shares delivered in relation to the warrant transactions as of October 28, 2011.
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Contractual Obligations
The following summarizes our contractual obligations at October 28, 2011 and the effect such obligations are expected to have on our liquidity and

cash flows in future periods (in millions):
 

  

Remainder
of

2012   2013   2014   2015   2016   Thereafter  Total  
Off-balance sheet commitments:        

Office operating lease payments  $ 16.5   $ 34.0   $ 35.0   $36.4   $27.5   $ 73.8   $ 223.2  
Real estate lease payments   1.6    129.1    —      —      —      —      130.7  
Less: sublease income   (1.0)   (1.2)   (0.8)   (0.8)   (0.5)   —      (4.3) 
Equipment operating lease payments   11.7    16.5    9.9    2.6    0.3    0.1    41.1  
Purchase commitments with contract manufacturers   171.1    3.6    1.2    0.2    —      —      176.1  
Capital expenditures   13.3    —      —      —      —      —      13.3  
Other purchase obligations   196.7    79.5    20.7    10.6    10.0    10.0    327.5  

Total off balance-sheet commitments   409.9    261.5    66.0    49.0    37.3    83.9    907.6  
1.75% Convertible notes   11.1    22.1    1,276.0    —      —      —      1,309.2  
Long-term financing arrangements   5.0    8.2    0.4    —      —      —      13.6  
Uncertain tax positions         103.9  
Total  $ 426.0   $291.8   $1,342.4   $49.0   $37.3   $ 83.9   $2,334.3  
Other Commercial Commitments:        
Letters of credit  $ 6.1   $ 1.0   $ —     $ —     $ 0.5   $ 1.1   $ 8.7  
 

Included in real estate lease payments pursuant to four financing arrangements with BNP Paribas LLC (BNPPLC) are (i) lease commitments of
$1.6 million in the remainder of fiscal 2012; and $2.0 million in fiscal 2013, which are based on either the LIBOR rate as of October 28, 2011 plus a
spread or a fixed rate for terms of five years, and (ii) at the expiration or termination of the lease, a supplemental payment obligation equal to our
minimum guarantee of $127.1 million in the event that we elect not to purchase or arrange for sale of the buildings.
Contract manufacturer commitments consist of obligations for on-hand inventories and non-cancelable purchase orders with our contract manufacturer.
We record a liability for firm, non-cancelable, and nonreturnable purchase commitments for quantities in excess of our future demand forecasts, which
is consistent with the valuation of our excess and obsolete inventory. As of October 28, 2011, the liability for these purchase commitments in excess of
future demand was approximately $5.5 million and is recorded in other current liabilities on the condensed consolidated balance sheet.
Purchase obligations represent an estimate of all open purchase orders and contractual obligations in the ordinary course of business, other than
commitments with contract manufacturers and suppliers, for which we have not received the goods or services. Purchase obligations do not include
contracts that may be cancelled without penalty. Although open purchase orders are considered enforceable and legally binding, the terms generally
allow us the option to cancel, reschedule, and adjust our requirements based on our business needs prior to the delivery of goods or performance of
services.
Included in these amounts are obligations related to the $1.265 billion principal amount of 1.75% Notes due 2013 (see Note 9 of the accompanying
condensed consolidated financial statements). Estimated interest payments for the Notes are $44.3 million for the remainder of fiscal 2012 through
fiscal 2014.
As of October 28, 2011, our liability for uncertain tax positions was $103.9 million, which due to the uncertainty of the timing of future payments, are
presented in the total column on a separate line in this table.

Some of the amounts in the table above are based on management’s estimates and assumptions, including their duration, the possibility of renewal or
termination, anticipated actions by management and third parties and other factors. Because these estimates and assumptions are subjective, our actual future
obligations may vary from those reflected in the table. We expect to fund our contractual obligations and other commitments in the table above through
existing cash, cash equivalents, investments, and cash generated from operations or obtain additional financing, if necessary.
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As of October 28, 2011, we have four leasing arrangements (Leasing Arrangements 1, 2, 3 and 4) with BNPPLC, some of which require us to lease
certain of our land to BNPPLC for a period of 99 years and to lease approximately 0.6 million square feet of office space for our headquarters in Sunnyvale,
which had an original cost of $149.6 million. Under these leasing arrangements, we pay BNPPLC minimum lease payments, which vary based on LIBOR plus
a spread or a fixed rate on the costs of the facilities on the respective lease commencement dates. We make payments for each of the leases for a term of five
years. We have the option to renew each of the leases for two consecutive five-year periods upon approval by BNPPLC. Upon expiration (or upon any earlier
termination) of the lease terms, we must elect one of the following options: (i) purchase the buildings from BNPPLC at cost; (ii) if certain conditions are met,
arrange for the sale of the buildings by BNPPLC to a third-party, and be liable for any deficiency between the net proceeds received from the third-party and
BNPPLC’s cost up to 85% of cost (residual guarantee); or (iii) pay BNPPLC supplemental payments for an amount equal to the difference between the
residual guarantee and fair value, in which event we may recoup some or all of such payments by arranging for a sale of each or all buildings by BNPPLC
during the ensuing two-year period. The following table summarizes the costs, the residual guarantee, the applicable LIBOR plus spread or fixed rate at
October 28, 2011 and the date we began to make payments for each of our leasing arrangements (in millions):
 

Leasing
Arrangements   Cost    

Residual
Guarantee   

LIBOR
Plus

Spread or
Fixed Rate  

Lease
Commencement

Date   Term
1   $48.5    $ 41.2     3.14%  January 2008   5 years
2    80.0     68.0     0.22%  December 2007  5 years
3    10.5     8.9     3.12%  December 2007  5 years
4    10.6     9.0     3.14%  December 2007  5 years

All leases require us to maintain specified financial covenants with which we were in compliance as of October 28, 2011. Such financial covenants
include a maximum ratio of Total Debt to Earnings before Interest, Taxes, Depreciation and Amortization of less than 3:1 and a minimum amount of
Unencumbered Cash and Short-Term Investments of $300 million. Our failure to comply with these financial covenants could result in a default under the
leases, which, subject to our right and ability to exercise our purchase option, would give BNPPLC the right to, among other things, (i) terminate our
possession of the leased property and require us to pay lease termination damages and other amounts as set forth in the lease agreements, or (ii) exercise
certain foreclosure remedies. If we were to exercise our purchase option, or be required to pay lease termination damages, these payments would significantly
reduce our available liquidity, which could constrain our operating flexibility.

As of October 28, 2011, we estimated that the fair value of the properties under synthetic lease was $51.0 million below the residual guarantee. We are
accruing for this deficiency over the remaining terms of the respective leases. As of October 28, 2011, a deficiency reserve of $27.0 million was included in
other long-term liabilities.

We may from time to time terminate one or more of our leasing arrangements and repay amounts outstanding in order to meet our operating or other
objectives.

Legal Contingencies
We are subject to various legal proceedings and claims which may arise in the normal course of business. No accrual has been recorded as of

October 28, 2011, as the outcome of these legal matters is currently not determinable.

On October 13, 2010, Amalgamated Bank (as trustee of the Longview Largecap 500 Index Fund and the Longview Largecap 500 Index Veba Fund)
filed a derivative lawsuit on behalf of NetApp, Inc. and NetApp U.S. Public Sector, Inc. in the Superior Court of the State of California, Santa Clara County.
The lawsuit named certain of our current and former directors as defendants. On February 3, 2011, the plaintiff filed an amended complaint in response to
motions to dismiss that we and the individual defendants had filed. Like the original complaint, the amended complaint included claims of breach of
fiduciary duty and waste of corporate assets and alleges that the defendants failed to monitor internal controls to ensure that we complied with legal
requirements in our General Services Administration (GSA) contracting activities, resulting in us incurring defense and settlement costs. The amended
complaint sought disgorgement of salaries and other compensation from the defendants and additional unspecified damages. We and the individual
defendants filed motions to dismiss the amended complaint in early March 2011. Following a hearing on July 15, 2011, the Court granted the motions to
dismiss, but permitted plaintiff leave to amend its complaint on or before September 16, 2011.
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On August 9, 2011, Amalgamated Bank filed a complaint in Delaware Chancery Court against us for the purpose of obtaining, in a summary
proceeding, books and records to help Amalgamated Bank amend its complaint in the California lawsuit. Each of the parties filed cross motions for summary
judgment, and a hearing was held before the Delaware Chancery Court on November 16, 2011. Following that hearing, the Court directed Amalgamated
Bank to more narrowly tailor its requests.

The plaintiff filed an amended complaint in the California lawsuit on September 15, 2011. We will move to dismiss this or any other further amended
complaint by January 9, 2012. A hearing on our motion to dismiss the California lawsuit is scheduled for February 24, 2012.

Off-Balance Sheet Arrangements
During the ordinary course of business, we provide standby letters of credit or other guarantee instruments to third parties as required for certain

transactions initiated either by us or our subsidiaries. As of October 28, 2011, our financial guarantees of $8.7 million that were not recorded on our
condensed consolidated balance sheet consisted of standby letters of credit related to workers’ compensation, a customs guarantee, a corporate credit card
program, foreign rent guarantees and surety bonds, which were primarily related to self-insurance.

We use derivative instruments to manage exposures to foreign currency risk. Our primary objective in holding derivatives is to reduce the volatility of
earnings and cash flows associated with changes in foreign currency. The program is not designated for trading or speculative purposes. Currently, we do not
enter into any foreign exchange forward contracts to hedge exposures related to firm commitments or nonmarketable investments. Our major foreign currency
exchange exposures and related hedging programs are described below:
 

 •  We utilize monthly foreign currency forward and options contracts to hedge exchange rate fluctuations related to certain foreign monetary assets
and liabilities.

 

 •  We use currency forward contracts to hedge exposures related to forecasted sales denominated in certain foreign currencies. These contracts are
designated as cash flow hedges and in general closely match the underlying forecasted transactions in duration.

As of October 28, 2011, our notional fair value of foreign exchange forward and foreign currency option contracts totaled $544.3 million. We do not
believe that these derivatives present significant credit risks, because of the short term maturity of the outstanding contracts at any point in time, the
counterparties to the derivatives consist of major financial institutions, and we manage the notional amount of contracts entered into with any one
counterparty. Other than the risk associated with the financial condition of the counterparties, our maximum exposure related to foreign currency forward and
option contracts is limited to the premiums paid. See Note 11 of the accompanying condensed consolidated financial statements for more information related
to our hedging activities.

In the ordinary course of business, we enter into recourse lease financing arrangements with third-party leasing companies and from time to time
provide guarantees for a portion of other financing arrangements under which we could be called upon to make payments to the third-party funding
companies in the event of nonpayment by end-user customers. See Note 15 of the accompanying condensed consolidated financial statements for more
information related to these financing arrangements.

We enter into indemnification agreements with third parties in the ordinary course of business. Generally, these indemnification agreements require us
to reimburse losses suffered by the third-party due to various events, such as lawsuits arising from patent or copyright infringement. These indemnification
obligations are considered off-balance sheet arrangements under accounting guidance.

We have commitments related to four lease arrangements with BNPPLC for approximately 0.6 million square feet of office space for our headquarters in
Sunnyvale, California (as further described above under “Contractual Obligations”). Our future minimum lease payments and residual guarantees under these
real estate leases will amount to a total of $130.7 million as discussed above in “Contractual Obligations.”

We have evaluated our accounting for these leases as required by guidance on accounting for variable interest entities and have determined the
following:
 

 

•  BNPPLC is a leasing company for BNP Paribas in the United States. BNPPLC is not a “special purpose entity” organized for the sole purpose of
facilitating the leases to us. The obligation to absorb expected losses and receive expected residual returns rests with the parent, BNP Paribas.
Therefore, we are not the primary beneficiary of BNPPLC as we do not absorb the majority of BNPPLC’s expected losses or expected residual
returns; and
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•  BNPPLC has represented in the related closing agreements that the fair value of the property leased to us by BNPPLC is less than half of the total
of the fair values of all assets of BNPPLC, excluding any assets of BNPPLC held within a silo. Further, the property leased to NetApp is not held
within a silo. The definition of “held within a silo” means that BNPPLC has obtained funds equal to or in excess of 95% of the fair value of the
leased asset to acquire or maintain its investment in such asset through nonrecourse financing or other contractual arrangements, the effect of
which is to leave such asset (or proceeds thereof) as the only significant asset of BNPPLC at risk for the repayment of such funds.

Accordingly, under current accounting guidance, we are not required to consolidate either the leasing entity or the specific assets that we lease under
the BNPPLC lease.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
We are exposed to market risk related to fluctuations in interest rates, market prices, and foreign currency exchange rates. We use certain derivative

financial instruments to manage these risks. We do not use derivative financial instruments for speculative or trading purposes. All financial instruments are
used in accordance with management-approved policies.

Market Risk and Market Interest Risk
Investment and Interest Income — As of October 28, 2011, we had available-for-sale investments of $2.4 billion. Our investment portfolio primarily

consists of investments with original maturities greater than three months at the date of purchase, and are classified as available-for-sale investments. These
investments consist primarily of corporate bonds, commercial paper, and certificates of deposit, are subject to interest rate and interest income risk and will
decrease in value if market interest rates increase. A hypothetical 10 percent increase in market interest rates from levels as of October 28, 2011 would cause
the fair value of these available-for-sale investments to decline by approximately $1.9 million. Volatility in market interest rates over time will cause
variability in our interest income. We do not use derivative financial instruments in our investment portfolio.

Our investment policy is to limit credit exposure through diversification and investment in highly rated securities. We further mitigate concentrations
of credit risk in our investments by limiting our investments in the debt securities of a single issuer and by diversifying risk across geographies and type of
issuer. We actively review, along with our investment advisors, current investment ratings, company-specific events and general economic conditions in
managing our investments and in determining whether there is a significant decline in fair value that is other-than-temporary. We will monitor and evaluate
the accounting for our investment portfolio on a quarterly basis for any other-than-temporary impairment charges.

We are also exposed to market risk relating to our auction rate securities due to uncertainties in the credit and capital markets. As of October 28, 2011,
we recorded cumulative unrealized losses of $3.8 million, offset by $1.0 million of unrealized gains related to these securities. The fair value of our auction
rate securities may change significantly due to events and conditions in the credit and capital markets. These securities/issuers could be subject to review for
possible downgrade. Any downgrade in these credit ratings may result in an additional decline in the estimated fair value of our auction rate securities.
Changes in the various assumptions used to value these securities and any increase in the markets’ perceived risk associated with such investments may also
result in a decline in estimated fair value.

If current market conditions deteriorate, or the anticipated recovery in market values does not occur, we may be required to record additional
unrealized losses in accumulated other comprehensive income or other-than-temporary impairment charges to earnings in future quarters. We intend, and
have the ability, to hold these investments until the market recovers. We do not believe that the lack of liquidity relating to our portfolio investments will
impact our ability to fund working capital needs, capital expenditures or other operating requirements.

Lease Commitments — As of October 28, 2011, one of our four lease arrangements with BNPPLC is based on a floating interest rate. The minimum
lease payments will vary based on LIBOR plus a spread. All of these leases have an initial term of five years, and we have the option to renew these leases for
two consecutive five-year periods upon approval by BNPPLC. A hypothetical 10 percent increase in market interest rate from the level at October 28, 2011
would increase our lease payments on the floating lease arrangement under the initial five-year term by an immaterial amount. We do not currently hedge
against market interest rate increases.
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Convertible Notes — In June 2008, we issued $1,265.0 million principal amount of 1.75% Notes due 2013, of which $1,017.0 million was allocated to
debt and $248.0 million was allocated to equity. Holders may convert the Notes prior to maturity upon the occurrence of certain circumstances, including,
but not limited to:
 

 
•  during the five business day period after any five consecutive trading day period in which the trading price of the Notes for each day in this five

consecutive trading day period was less than 98% of an amount equal to (i) the last reported sale price of our common stock multiplied by (ii) the
conversion rate on each such day;

 

 
•  during any calendar quarter (and only during such calendar quarter) if the last reported sale price of our common stock for 20 or more trading

days in a period of 30 consecutive trading days ending on the last trading day of the immediately preceding calendar quarter exceeds 130% of
the applicable conversion price in effect for the Notes on the last trading day of such immediately preceding calendar quarter; or

 

 •  upon the occurrence of specified corporate transactions under the indenture for the Notes.

The Notes are convertible into the right to receive cash in an amount up to the principal amount and shares of our common stock for the conversion
value in excess of the principal amount, if any, at an initial conversion rate of 31.40 shares of common stock per $1,000 principal amount of Notes (which
represents an initial effective conversion price of $31.85 per share), subject to adjustment as described in the indenture governing the Notes.

Concurrent with the issuance of the Notes, we entered into convertible Note hedge transactions and separately, warrant transactions, to reduce the
potential dilution from the conversion of the Notes and to mitigate any negative effect such conversion may have on the price of our common stock. In fiscal
2010, we terminated the hedge transaction with a counterparty to 20% of our Note hedges, and because we have decided not to replace the hedge, we are
subject to potential dilution on the 20% unhedged portion of our Notes upon conversion, if on the date of conversion, the per-share market price of our
common stock exceeds the conversion price of $31.85.

Our common stock price did not exceed the conversion threshold price of $41.41 per share set forth for these Notes for at least 20 trading days during
the 30 consecutive trading days ended September 30, 2011. Accordingly, as of October 28, 2011, the Notes were not convertible at the option of the holder
and, therefore, the carrying value of the Notes was classified as long-term debt, and the difference between the principal amount and the carrying value of
these Notes is reflected as equity on our condensed consolidated balance sheet.

Our common stock price exceeded the conversion threshold for these Notes for at least 20 trading days during the 30 consecutive trading days ended
March 31, 2011. Accordingly, as of April 29, 2011, the Notes were convertible at the option of the holder and, therefore, the carrying value of the Notes was
classified as short-term debt. Since the Notes were convertible at the option of the holder and the principal amount would have been required to be paid in
cash, the difference between the principal amount and the carrying value of the Notes was reflected as convertible debt in mezzanine on our condensed
consolidated balance sheet as of April 29, 2011.

The determination of whether or not the Notes are convertible must continue to be performed quarterly. Consequently, the Notes may be convertible in
future quarters, and therefore may be classified as short-term debt, if the conversion thresholds are met in such quarters. Additionally, since the Notes would
be convertible at the option of the holder and the principal amount would be required to be paid in cash, the difference between the principal amount and the
carrying value of the Notes would be reflected as convertible debt in mezzanine on our condensed consolidated balance sheets.

Upon conversion of any Notes, we deliver cash up to the principal amount of the Notes and, with respect to any excess conversion value greater than
the principal amount of the Notes, shares of our common stock. As of October 28, 2011, shares issued related to the Notes were minimal. Based on the closing
price of our common stock of $41.59 on October 28, 2011, the if-converted value of our Notes exceeded their principal amount by approximately $387.0
million.

The fair value of our Notes is subject to interest rate risk, market risk and other factors due to the convertible feature. Generally, the fair value of Notes
will increase as interest rates fall and/or our common stock price increases, and decrease as interest rates rise and/or our common stock price decreases. The
interest and market value changes affect the fair value of our Notes, but do not impact our financial position, cash flows, or results of operations due to the
fixed nature of the debt obligations. We do not carry the Notes at fair value, but present the fair value of the principal amount of our Notes for disclosure
purposes. As of October 28, 2011, the principal amount of our Notes, which consists of the combined debt and equity components, was $1,265.0 million, and
the total estimated fair value of the principal amount was $1,761.5 million based on the closing trading price of $139.26 per $100 of our Notes as of that date.
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Foreign Currency Exchange Rate Risk and Foreign Exchange Forward Contracts
We hedge risks associated with foreign currency transactions to minimize the impact of changes in foreign currency exchange rates on earnings. We

utilize forward and option contracts to hedge against the short-term impact of foreign currency fluctuations on certain foreign currency denominated
monetary assets and liabilities. All balance sheet hedges are marked to market through earnings every period. We also use foreign exchange forward contracts
to hedge foreign currency forecasted transactions related to forecasted sales transactions. These derivatives are designated as cash flow hedges under
accounting guidance for derivatives and hedging. For cash flow hedges outstanding at October 28, 2011, the time-value component is recorded in earnings
while all other gains or losses are included in other comprehensive income.

We do not enter into foreign exchange contracts for speculative or trading purposes. In entering into forward and option foreign exchange contracts, we
have assumed the risk that might arise from the possible inability of counterparties to meet the terms of their contracts. We attempt to limit our exposure to
credit risk by executing foreign exchange contracts with creditworthy multinational commercial banks. All contracts have a maturity of less than one year.

The following table provides information about our currency forward contracts outstanding on October 28, 2011 (in millions):
 

Currency   

Local
Currency
Amount    

Notional
Contract
Amount
(USD)    

Fair
Value
(USD)  

Forward Contracts:       
Euro    244.2    $345.5    $345.3  
British Pound Sterling    46.8     75.3     75.4  
Canadian Dollar    20.8     20.9     21.0  
Australian Dollar    48.1     51.3     51.2  
Other    NM     51.3     51.1  

Item 4. Controls and Procedures
Disclosure controls are controls and procedures designed to ensure that information required to be disclosed in our reports filed or submitted under the

Securities Exchange Act of 1934, as amended (the Exchange Act), such as this Quarterly Report on Form 10-Q, is recorded, processed, summarized, and
reported within the time periods specified in the U.S. Securities and Exchange Commission’s rules and forms. Disclosure controls and procedures are also
designed to ensure that such information is accumulated and communicated to our management, including the CEO and CFO, as appropriate to allow timely
decisions regarding required disclosure.

Under the supervision and with the participation of our management, including our CEO and CFO, we conducted an evaluation of the effectiveness of
the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, as of October 28,
2011, the end of the fiscal period covered by this Quarterly Report on Form 10-Q (the Evaluation Date). Based on this evaluation, our CEO and CFO
concluded as of the Evaluation Date that our disclosure controls and procedures were effective such that the information relating to NetApp, including our
consolidated subsidiaries, required to be disclosed in our Securities and Exchange Commission (SEC) reports (i) is recorded, processed, summarized, and
reported within the time periods specified in SEC rules and forms, and (ii) is accumulated and communicated to our management, including our CEO and
CFO, as appropriate to allow timely decisions regarding required disclosure.

As a result of our acquisition of the Engenio business on May 6, 2011, our internal control over financial reporting, subsequent to the date of
acquisition, includes certain additional controls relating to Engenio. Except as described above, there were no other changes in our internal control over
financial reporting that occurred during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION

Item 1. Legal Proceedings
On October 13, 2010, Amalgamated Bank (as trustee of the Longview Largecap 500 Index Fund and the Longview Largecap 500 Index Veba Fund)

filed a derivative lawsuit on behalf of NetApp, Inc. and NetApp U.S. Public Sector, Inc. in the Superior Court of the State of California, Santa Clara County.
The lawsuit named certain of our current and former directors as defendants. On February 3, 2011, the plaintiff filed an amended complaint in response to
motions to dismiss that we and the individual defendants had filed. Like the original complaint, the amended complaint included claims of breach of
fiduciary duty and waste of corporate assets and alleges that the defendants failed to monitor internal controls to ensure that we complied with legal
requirements in our General Services Administration (GSA) contracting activities, resulting in us incurring defense and settlement costs. The amended
complaint sought disgorgement of salaries and other compensation from the defendants and additional unspecified damages. We and the individual
defendants filed motions to dismiss the amended complaint in early March 2011. Following a hearing on July 15, 2011, the Court granted the motions to
dismiss, but permitted plaintiff leave to amend its complaint on or before September 16, 2011.

On August 9, 2011, Amalgamated Bank filed a complaint in Delaware Chancery Court against us for the purpose of obtaining, in a summary
proceeding, books and records to help Amalgamated Bank amend its complaint in the California lawsuit. Each of the parties filed cross motions for summary
judgment, and a hearing was held before the Delaware Chancery Court on November 16, 2011. Following that hearing, the Court directed Amalgamated
Bank to more narrowly tailor its requests.

The plaintiff filed an amended complaint in the California lawsuit on September 15, 2011. We will move to dismiss this or any other further amended
complaint by January 9, 2012. A hearing on our motion to dismiss the California lawsuit is scheduled for February 24, 2012.

Item 1A. Risk Factors
The following risk factors and other information included in this Quarterly Report on Form 10-Q should be carefully considered. The risks and

uncertainties described below are not the only ones we face. Additional risks and uncertainties not presently known to us or that we presently deem less
significant may also impair our business operations. Please see Item 2. Management’s Discussion and Analysis of Financial Condition and Results of
Operations of this Quarterly Report on Form 10-Q for a discussion of the forward-looking statements that are qualified by these risk factors. If any of the
events or circumstances described in the following risk factors actually occurs, our business, operating results, and financial condition could be materially
adversely affected.

Our operating results may be adversely affected by uncertain economic and market conditions.
We are subject to the effects of general global economic and market conditions. Challenging economic conditions worldwide or in certain geographic

regions, such as the continuing fiscal challenges in the U.S. and Europe, have from time to time contributed to slowdowns in the computer, storage, and
networking industries at large, as well as the information technology (IT) market, resulting in:
 

 •  Reduced demand for our products as a result of constraints on IT-related spending by our customers;
 

 •  Risk of supply constraints, particularly the recent flooding in Thailand;
 

 •  Increased price competition for our products from competitors;
 

 •  Deferment of purchases and orders by customers due to budgetary constraints or changes in current or planned utilization of our systems;
 

 •  Risk of excess and obsolete inventories;
 

 •  Excess facilities costs;
 

 •  Higher overhead costs as a percentage of revenues;
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 •  Negative impacts from increased financial pressures on customers, distributors and resellers;
 

 •  Negative impacts from increased financial pressures on key suppliers or contract manufacturers; and
 

 •  Potential discontinuance of product lines or businesses and related asset impairments.

Any of the above-mentioned factors could have a material and adverse effect on our business and financial performance.

Our quarterly operating results may fluctuate, which could adversely impact our common stock price.
We believe that period-to-period comparisons of our results of operations are not necessarily meaningful and should not be relied upon as indicators of

future performance. Our operating results have been in the past, and will continue to be, subject to quarterly fluctuations as a result of numerous factors, some
of which may contribute to more pronounced fluctuations during times of economic volatility. These factors include, but are not limited to, the following:
 

 •  Fluctuations in demand for our products and services, in part due to changes in general economic conditions and specific economic conditions
in the storage and data management market;

 

 •  A shift in federal government spending patterns, particularly in light of continued worries about U.S. debt levels and spending;
 

 •  Changes in sales and implementation cycles for our products and reduced visibility into our customers’ spending plans and associated revenues;
 

 •  The level of price and product competition in our target markets;
 

 •  The impact of economic uncertainty on our customers’ budgets and IT spending capacity;
 

 •  Our ability to maintain appropriate inventory levels and purchase commitments, particularly in light of recent flooding in Thailand and resulting
constraints on inventory supply;

 

 •  Our reliance on a limited number of suppliers, and industry consolidation in our supply base, which could subject us to periodic supply-and-
demand, price rigidity, and quality issues with our components;

 

 •  The timing of bookings, the cancellation of significant orders and the management of, or fluctuations in, our backlog;
 

 •  Product configuration and mix;
 

 •  The extent to which our customers renew their service and maintenance contracts with us;
 

 
•  Seasonality, such as our historical seasonal decline in revenues in the first quarter of our fiscal year and seasonal increase in revenues in the

second quarter of our fiscal year, with the latter due in part to the impact of the U.S. federal government’s September 30 fiscal year end on the
timing of its orders;

 

 •  Linearity, such as our historical intra-quarter bookings and revenue pattern in which a disproportionate percentage of each quarter’s total
bookings and related revenue occur in the last month of the quarter;

 

 •  Announcements and introductions of, and transitions to, new products by us or our competitors;
 

 •  Deferrals of customer orders in anticipation of new products or product enhancements introduced by us or our competitors;
 

 •  Our ability to develop, introduce, and market new products and enhancements in a timely manner;
 

 •  Our ability to effectively integrate acquired products and technologies;
 

 •  Our levels of expenditure on research and development and sales and marketing programs;
 

 •  Our ability to effectively manage our operating expenses;
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 •  Adverse movements in foreign currency exchange rates in the countries in which we do business;
 

 •  The dilutive impact of our $1.265 billion of 1.75% convertible senior notes due June 2013 (the “Notes”) and related warrants on our earnings per
share;

 

 •  Excess or inadequate facilities;
 

 •  Actual events, circumstances, outcomes and amounts differing from judgments, assumptions, and estimates used in determining the values of
certain assets (including the amounts of valuation allowances), liabilities, and other items reflected in our consolidated financial statements;

 

 •  Disruptions resulting from new systems and processes as we continue to enhance and scale our system infrastructure;
 

 •  Disruptions resulting from reliance on third-party systems and processes during the transition period following the completion of mergers or
other acquisitions; and

 

 
•  Future accounting pronouncements and changes in accounting rules, such as the increased use of fair value measures, changes in accounting

standards related to revenue recognition, lease accounting, and financial instruments and the potential requirement that U.S. registrants prepare
financial statements in accordance with International Financial Reporting Standards (IFRS).

Due to such factors, operating results for future periods are difficult to predict, and, therefore, prior results are not necessarily indicative of results to be
expected in future periods. Any of the foregoing factors, or any other factors discussed elsewhere herein, could have a material adverse effect on our business,
results of operations, and financial condition. It is possible that in one or more quarters our results may fall below our forecasts and the expectations of public
market analysts and investors. In such event, the trading price of our common stock would likely decrease.

Our revenues for a particular period are difficult to forecast, and a shortfall in revenues may harm our business and our operating results.
Our revenues for a particular period are difficult to forecast, especially in times of economic uncertainty. Because the storage and data management

market is rapidly evolving, our sales cycle varies substantially from customer to customer, and we rely increasingly on sales through our indirect channel
partners, including value-added resellers, systems integrators, distributors, OEMs and strategic business partners. New product introductions and the
transition from old to new products also increase the complexities of forecasting revenues.

In addition, we derive a majority of our revenues in any given quarter from orders booked in the same quarter. Bookings typically follow intra-quarter
seasonality patterns weighted toward the back end of the quarter. If we do not achieve bookings in the latter part of a quarter consistent with our quarterly
targets, our financial results will be adversely impacted. Additionally, due to the complexities associated with revenue recognition, we may not accurately
forecast our non-deferred and deferred revenues, which could adversely impact our results of operations.

We use a “pipeline” system, a common industry practice, to forecast bookings and trends in our business. Sales personnel monitor the status of
potential business and estimate when a customer will make a purchase decision, the dollar amount of the sale and the products or services to be sold. These
estimates are aggregated periodically to generate a bookings pipeline. Our pipeline estimates may prove to be unreliable either in a particular quarter or over
a longer period of time, in part because the “conversion rate” of the pipeline into revenues varies from customer to customer, can be difficult to estimate, and
requires management judgment, and also because customers’ purchasing decisions are subject to delay, reduction or cancellation. Small deviations from our
forecasted conversion rate may result in inaccurate plans and budgets and could materially and adversely impact our business or our planned results of
operations. In addition, the risks inherent in using a “pipeline” system are magnified with respect to indirect sales made through our channel partners because
we have less control over, and visibility into, the sales process of our channel partners.

Economic uncertainties have caused, and may in the future again cause, consumers, businesses and governments to defer purchases in response to
tighter budgets, credit, decreased cash availability and declining customer confidence. Accordingly, future demand for our products could differ from our
current expectations.
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Supply chain and logistics issues, including financial problems of contract manufacturers or component suppliers, or a shortage of adequate
component supply or manufacturing capacity that increases our costs or causes a delay in our ability to fulfill orders, could have a material adverse
impact on our business and operating results, and our failure to estimate customer demand properly may result in excess or obsolete component supply,
which could adversely affect our gross margins.

The fact that we do not own or operate our manufacturing facilities, supply chain and logistics exposes us to risks, including reduced control over
quality assurance, production costs and product supply, which could have a material adverse impact on the supply of our products and on our business and
operating results. We rely on a limited number of suppliers for components utilized in the assembly of our products, which has and could subject us to future
periodic supply constraints and price rigidity. In addition, pursuant to the terms of the asset purchase agreement we entered into with LSI in connection with
the acquisition of certain assets related to Engenio, we have the right to place orders with contract manufacturers and suppliers through LSI and access LSI’s
systems in order to help us manage the Engenio business for a period of time following the acquisition. Financial or other problems of either contract
manufacturers, component suppliers or other parties in our supply chain, including LSI, and reservation of manufacturing capacity at our contract
manufacturers by other companies, inside or outside of our industry, could either limit supply or increase costs of our products.

For instance, several of our disk drive suppliers with operations in Thailand were impacted by the October 2011 flooding, which has affected those
suppliers’ ability to manufacture a sufficient number of drives in order to meet the demands of their customers, including us. In addition, certain suppliers
have also announced anticipated price increases for available drives. Continued drive supply shortages and pricing complexities could materially and
adversely affect our supply chain, customer relationships and results of operations. In addition, qualifying a new contract manufacturer and commencing
volume production is expensive and time-consuming, and disruption or termination of manufacturing capacity or fulfillment requirements with respect to
any contract manufacturer or logistics provider could negatively impact our ability to manufacture, sell and ship our products.

We intend to regularly introduce new products and product enhancements, which will require us to rapidly achieve volume production by
coordinating with our contract manufacturers and suppliers. A reduction or interruption in supply; a significant increase in the price of one or more
components; a failure to adequately procure inventory by our contract manufacturers; a failure to timely cancel, reschedule, or adjust our requirements based
on our business needs; or a decrease in demand for our products could materially adversely affect our business, operating results, and financial condition and
could materially damage customer relationships. Furthermore, as a result of binding price or purchase commitments with suppliers, we may be obligated to
purchase components at prices that are higher than those available in the current market. In the event that we become committed to purchase components at
prices in excess of the current market price when the components are actually used, our gross margins could decrease. As the demand for our products has
increased, we have experienced, and may continue to experience, tightening of supply of some components leading to longer lead times and component
supply constraints, which has resulted in and in the future could continue to result in the delay of shipments.

Our business operations are subject to business interruptions and other events beyond our control. Such events could make it difficult or impossible for
us to receive components from our suppliers and create delays and inefficiencies in our supply chain.

We have experienced periods of alternating growth and decline in revenues and operating expenses. If we are not able to successfully manage these
fluctuations, our business, financial condition and results of operations could be significantly impacted.

Changing market conditions and economic uncertainty create a challenging operating environment for our business. It is critical that we maintain
appropriate alignment between our cost structure and our expected growth and revenues, while at the same time, continuing to make strategic investments for
future growth.

Our expense levels are based in part on our expectations as to future revenues, and a significant percentage of our expenses are fixed. We have a limited
ability to quickly or significantly reduce our fixed costs, and if revenue levels are below our expectations, operating results will be adversely impacted.
During periods of uneven growth, we may incur costs before we realize the anticipated related benefits, which could harm our operating results. We have
made, and will continue to make, significant investments in engineering, sales, service and support, marketing programs and other functions to support and
grow our business. We are likely to recognize the costs associated with these investments earlier than some of the related anticipated benefits (revenue
growth), and the return on these investments may be lower, or may develop more slowly, than we expect, which could harm our business, operating results
and financial condition.

Conversely, if we are unable to effectively manage our resources and capacity during periods of increasing demand for our products, we could also
experience an adverse impact on our business, operating results and financial condition and our customer relationships may be adversely impacted. If the
storage and data management market fails to grow, or grows slower than we expect, our revenues will be adversely affected. Also, even if spending in the IT
market increases, our revenues may not grow at the same pace.
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Our gross margins have varied over time and may continue to vary, and such variation makes it more difficult to forecast our earnings.
Our total gross margins are impacted by the mix of our product, software entitlements and maintenance and services revenues.

Our product gross margins have been and may continue to be affected by a variety of factors, including:
 

 •  Demand for storage and data management products;
 

 •  Pricing actions, rebates, sales initiatives, discount levels, and price competition;
 

 •  Changes in the mix between direct versus indirect and OEM sales, particularly as a result of the recent acquisition of certain assets related to
Engenio, which is based on a lower gross margin OEM business model;

 

 •  Changes in customer, geographic, or product mix, including mix of configurations within products;
 

 •  The timing and amount of revenue recognized and deferred;
 

 •  New product introductions and enhancements;
 

 •  Licensing and royalty arrangements;
 

 •  Excess inventory levels or purchase commitments as a result of changes in demand forecasts or last time buy purchases;
 

 •  Possible product and software defects as we transition our products; and
 

 •  The cost of components, contract manufacturing costs, quality, warranty, and freight.

Changes in software entitlements and maintenance gross margins may result from various factors, such as:
 

 •  The size of the installed base of products under support contracts;
 

 •  The timing of technical support service contract renewals; and
 

 •  Demand for and the timing of delivery of upgrades.

Changes in service gross margins may result from various factors, such as:
 

 •  The mix of customers;
 

 •  The size and timing of service contract renewals;
 

 •  Spares stocking requirements to support new product introductions;
 

 •  The level of spending on our customer support infrastructure;
 

 •  The volume, cost and use of outside partners to deliver support services on our behalf; and
 

 •  Product quality and serviceability issues.

Due to such factors, gross margins are subject to variation from period-to-period and are difficult to predict.

An increase in competition and industry consolidation could materially and adversely affect our operating results.
The storage and data management markets are intensely competitive and are characterized by rapidly changing technology. In the storage market, our

primary and near-line storage system products and our associated software portfolio compete primarily with storage system products and data management
software from EMC (including its recent acquisition of Isilon), Hitachi Data Systems, HP, IBM, Dell and Oracle Corporation. In the secondary storage market,
which includes the disk-to-disk backup, compliance and business continuity segments, our solutions compete primarily against products from EMC and
Oracle Corporation.

There has been a trend toward industry consolidation in our markets for several years. We expect this trend to continue as companies attempt to
strengthen or hold their market positions in an evolving industry, as companies become unable to maintain their competitive positions or continue
operations and as customers demand more flexible business models and terms. We believe that industry consolidation may result in stronger competitors that
are better able to compete for customers as sole-source vendors. In addition, current and potential competitors have established or may establish strategic
alliances among themselves or with third parties, including some of our partners. It is possible that new competitors or alliances among competitors may
emerge and rapidly acquire significant market share. We may not be able to compete successfully against current or future competitors. Competitive pressures
we face could materially and adversely affect our business and operating results.
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Disruption of, or changes in, our distribution model could harm our sales.
If we fail to develop and maintain strong relationships with our channel partners, or if our channel partners fail to effectively manage the sale of our

products or services on our behalf, our revenues and gross margins could be adversely affected.

We market and sell our storage data management solutions directly through our worldwide sales force and indirectly through channel partners such as
value-added resellers, systems integrators, distributors, OEMs and strategic business partners, and we derive a significant portion of our revenues from these
indirect channels. During the three and six months ended October 28, 2011, revenues generated from sales through our indirect channel distribution
accounted for 80% and 78% of our revenues, respectively, and we expect this percentage to continue to increase over time as we further develop these
channels or acquire products distributed through indirect channels. In order for us to maintain or increase our revenues, we must effectively manage our
relationships with channel partners.

Several factors could result in disruption of or changes in our indirect channel distribution model, which could materially harm our revenues and gross
margins, including the following:
 

 •  Our indirect channel partners may compete directly with other channel partners or with our direct sales force. Due to these conflicts, our indirect
channel partners could stop or reduce their efforts in marketing our products.

 

 •  Our indirect channel partners may demand that we absorb a greater share of the risks that their customers may ask them to bear;
 

 •  Our indirect channel partners may have insufficient financial resources and may not be able to withstand changes and challenges in business
conditions; and

 

 •  Our indirect channel partners’ financial condition or operations may weaken.

There is no assurance that we will be able to attract new indirect channel partners, retain these indirect channel partners or that we will be able to secure
additional or replacement indirect channel partners in the future, especially in light of changes in end customer demand patterns and changes in available
and competing technologies from competitors. The loss of one or more of our key indirect channel partners in a given geographic area could harm our
operating results within that area, as qualifying and developing new indirect channel partners typically requires a significant investment of time and
resources before acceptable levels of productivity are met. Our inability to effectively establish, train, retain and manage our indirect channel partners could
harm our sales.

In addition, we depend on our indirect channel partners to comply with applicable regulatory requirements in the jurisdictions in which they operate.
Their failure to do so could have a material adverse effect on our revenues and operating results.

Our OEM relationship with IBM may not continue to generate significant revenues.
In April 2005, we entered into an OEM agreement with IBM, which enables IBM to sell IBM-branded solutions based on our unified solutions,

including NearStore  and V-Series systems, as well as associated software offerings. In addition, by acquiring Engenio, we have assumed LSI’s rights under a
second OEM agreement with IBM, which enables IBM to sell certain Engenio solutions. While these agreements are part of our general strategy to expand
our reach to more customers and into more countries, we do not have an exclusive relationship with IBM under either OEM agreement, and there is no
minimum commitment for any given period of time. Therefore, our relationship with IBM may not continue to generate significant revenues or, in the case of
the OEM agreement related to Engenio, may not allow us to capture certain anticipated benefits of the Engenio acquisition. In addition, we have no control
over the products that IBM selects to sell, or its release schedule and timing of those products; nor do we control its pricing.

In the event that sales through our OEM relationship with IBM increase, which we expect will occur as a result of the Engenio transaction, we may
experience distribution channel conflicts between our direct sales force and the OEM or among our channel partners. If we fail to minimize channel conflicts,
or if our OEM relationship does not continue to generate significant revenues, our operating results and financial condition could be harmed.

A portion of our revenues is generated by large, recurring purchases from various customers, resellers and distributors. A loss, cancellation or delay in
purchases by any of these parties has and in the future could negatively affect our revenues.

During the three and six months ended October 28, 2011, sales to distributors Arrow Electronics, Inc. and Avnet, Inc. accounted for approximately 18%
and 16% and 13% and 12%, respectively, of our net revenues. We also have significant OEM agreements with IBM, which, as described above, enable IBM
to sell IBM-branded solutions based on our solutions, as well as an agreement with Fujitsu Technology Solutions (Fujitsu), which enables Fujitsu to lease,
sell, market and resell our products to end users and Fujitsu sales partners worldwide, to integrate our products into Fujitsu bundled offerings, and to market
our support services. The loss of orders from these, or any of our more significant customers, strategic partners, distributors or resellers could cause our
revenues and profitability to suffer.
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We generally do not enter into binding purchase commitments with our customers for an extended period of time, and thus we may not be able to
continue to receive large, recurring orders from these customers, resellers or distributors. For example, our reseller agreements generally do not require
minimum purchases and our customers, resellers and distributors can stop purchasing and marketing our products at any time.

Unfavorable economic conditions may negatively impact our operations by affecting the solvency of our customers, resellers and distributors, or the
ability of our customers to obtain credit to finance purchases of our products. If the uncertainty in the economy continues, or conditions deteriorate, and our
sales decline, our financial condition and operating results could be adversely impacted.

Because our expenses are based on our revenue forecasts, a substantial reduction or delay in sales of our products to, or unexpected returns from
customers and resellers, or the loss of any significant customer or reseller, could harm our business. We expect that our largest customers in the future could
be different from our largest customers today. End users could stop purchasing and indirect channel partners could stop marketing our products at any time.
The loss of one or more of our key indirect channel partners or the failure to obtain and ship a number of large orders each quarter could harm our operating
results. In addition, a change in the pricing practices of one or more of our large indirect channel partners could adversely affect our revenues and gross
margins.

The U.S. government has contributed to our revenue growth and has become an important customer for us. Future revenues from the U.S. government
are subject to shifts in government spending patterns. A decrease in government demand for our products could materially and adversely affect our
revenues. In addition, our business could be adversely affected by claims that we or a channel partner have failed to comply with regulatory and
contractual requirements applicable to sales to the U.S. government.

The U.S. government has become an important customer for the storage and data management market generally and for us in particular; however,
government demand is unpredictable, and there can be no assurance that we will maintain or grow our revenues from the U.S. government. Government
agencies are subject to budgetary processes and expenditure constraints that could lead to delays or decreased capital expenditures in IT spending,
particularly in light of recent and continued uncertainties about U.S. debt levels and spending. If the government or individual agencies within the
government reduce or shift their capital spending patterns, our revenues and operating results may be harmed.

Selling our products to the U.S. government, whether directly or through channel partners, also subjects us to certain regulatory and contractual
requirements. Failure to comply with these requirements by either us or our channel partners could subject us to investigations, fines, and other penalties,
which could have a material adverse effect on our revenues, operating results and financial position. As an example, the United States Department of Justice
(“DOJ”) and the General Services Administration (“GSA”) have in the past pursued claims against and financial settlements with IT vendors, including us and
several of our competitors and channel partners, under the False Claims Act and other statutes related to pricing and discount practices and compliance with
certain provisions of GSA contracts for sales to the federal government. The DOJ and GSA continue to pursue actively such claims. We are currently
discussing contract compliance matters regarding sales made through a channel partner with the DOJ and GSA, and have produced documents and met with
the DOJ and GSA on several occasions. If the DOJ determines to initiate an action against a channel partner and/or us, we would be subject to litigation,
could be subjected to fines and penalties, and could decide to pay the DOJ a settlement. Violations of certain regulatory and contractual requirements could
also result in us being suspended or debarred from future government contracting. Any of these outcomes could have a material adverse effect on our
revenues, operating results and financial position.

Certain of our products are subject to U.S. export control laws, which prohibit the sale or distribution of products to certain prohibited countries,
including Cuba, Sudan, North Korea, Iran and Syria; if we were found to have violated these laws, the consequences of such a determination could have
a material and adverse effect on our business, financial condition and results of operations.

Due to the global nature of our business, we are subject to import and export restrictions and regulations, including the Export Administration
Regulations (EAR) administered by the Commerce Department’s Bureau of Industry and Security (BIS) and the trade and economic sanctions regulations
administered by the Treasury Department’s Office of Foreign Assets Control (OFAC). The United States, through the BIS and OFAC, places restrictions on the
sale or export of certain products and services to certain countries and persons. These restrictions limit or completely bar sales of our products to Cuba, North
Korea, Iran, Sudan and Syria. Violators of these export control and sanctions laws may be subject to significant penalties, which may include significant
monetary fines, criminal proceedings against us and our officers and employees, a denial of export privileges, and suspension or debarment from selling
products to the federal government. Even though we take precautions to prevent our products from being shipped to U.S.-sanctioned targets, our products
could be shipped to those targets by our channel partners, despite such precautions. For instance, media reports in November 2011 have asserted that certain
of our products were delivered to Syria through a third party vendor possibly in violation of U.S. export-control laws. We have publicly stated that we
condemn any illegal shipments of our products to Syria, notified BIS of an
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internal review we are conducting and our intention to cooperate, and have offered our assistance to the U.S. government. Three U.S. senators have sent a
letter to the departments of Commerce and State requesting an investigation into how our products came into the possession of the Syrian government and
asking that certain penalties be considered, such as suspension or debarment of the Company from conducting business with the U.S. government until the
conclusion of a governmental investigation into the matters asserted in the media. If we are found to have violated U.S. export control laws, we may be
subject to various penalties available under the laws, any of which could have a material and adverse impact on our business, operating results and financial
position. Even if we are not found to have violated such laws, the political and media scrutiny surrounding any governmental investigation of the Company,
including any suspension or debarment from conducting business with the U.S. government, could cause us significant financial and reputational harm and
distract senior executives from managing our normal day-to-day operations, which could have a material and adverse impact on our business, operating
results and financial position.

If we are unable to maintain our existing relationships and develop new relationships with major strategic partners, our revenues may be impacted
negatively.

An element of our strategy to increase revenues is to strategically partner with major third-party software and hardware vendors to integrate our
products into their products and also co-market our products with them. We have significant partner relationships with database, business application,
backup management and server virtualization companies, including Microsoft, Oracle, SAP, Symantec and VMware. In January 2010, we announced an
expansion of our collaboration with Cisco and VMware, including a cooperative support arrangement, and in October 2010, we expanded our relationship
with Fujitsu Technology Solutions. A number of these strategic partners are industry leaders that offer us expanded access to segments of the storage and data
management market. There is intense competition for attractive strategic partners, and even if we can establish relationships with these or other partners, these
partnerships may not generate significant revenues or may not continue to be in effect for any specific period of time. If these relationships are not maintained
or fail to materialize as expected, we could experience lower than expected revenue growth, suffer delays in product development, or experience other
operational difficulties.

In addition, some of our partners, including Oracle, Cisco and VMware, are also partnering with other storage vendors, which may increase the
availability of competing solutions, harm our ability to continue as the vendor of choice for those partners and harm our ability to grow our business with
those partners.

We intend to continue to establish and maintain business relationships with technology companies to expand our marketing reach and accelerate the
development of our storage and data management solutions. To the extent that we are unsuccessful in developing new relationships or maintaining our
existing relationships, our future revenues and operating results could be negatively impacted. In addition, the loss of a strategic partner could have a
material adverse effect on our revenues and operating results.

Our future financial performance depends on growth in the storage and data management markets. If the performance of these markets does not meet
the expectations upon which we calculate and forecast our revenues, our operating results will be materially and adversely impacted.

All of our products address the storage and data management markets. Accordingly, our future financial performance will depend in large part on
continued growth in the storage and data management markets and on our ability to adapt to emerging standards in these markets. The markets for storage
and data management have been recently adversely impacted by the global economic uncertainty, and as a result of continued uncertainty, the markets may
not grow as anticipated or may decline.

Additionally, emerging standards in these markets may adversely affect the UNIX , Windows  and the World Wide Web server markets upon which we
depend. For example, we provide our open access data retention solutions to customers within the financial services, healthcare, pharmaceutical and
government market segments, industries that are subject to various evolving governmental regulations with respect to data access, reliability and permanence
(such as Rule 17(a)(4) of the Securities Exchange Act of 1934, as amended) in the United States and in the other countries in which we operate. If our
products do not meet and continue to comply with these evolving governmental regulations in this regard, customers in these market and geographical
segments will not purchase our products, and we will not be able to expand our product offerings in these market and geographical segments at the rates
which we have forecasted.
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Our acquisitions may disrupt our existing business and harm our results of operations.
As part of our strategy, we are continuously evaluating opportunities to buy other businesses or technologies that would complement our current

products, expand the breadth of our markets, or enhance our technical capabilities. In fiscal year 2011, we completed acquisitions of two technology
companies, and on May 6, 2011, we completed the acquisition of certain assets related to Engenio. The acquisition and ongoing integration of new
businesses into our business may adversely affect our operations or profitability. We may not achieve the anticipated cost savings and synergies or realize our
estimated revenue, gross margin, profit or other financial projections or business objectives in a timely manner or at all due to a number of factors, including
the following:
 

 •  The inability to successfully integrate the operations, technologies, products, personnel and business systems of the acquired companies;
 

 •  In the case of an asset purchase, the failure to acquire all of the assets necessary to operate the acquired business;
 

 •  The diversion of management’s attention from normal daily operations of the existing business;
 

 •  The loss of key employees of the acquired business could adversely impact our ability to manage the business and our ability to realize our
financial forecasts;

 

 •  The inability to retain the customers and partners of acquired businesses following the acquisition;
 

 •  Substantial transaction costs and accounting charges; and
 

 •  Exposure to litigation related to acquisitions.

Acquisitions may also result in risks to our existing business, including:
 

 •  Deterioration of our internal control over financial reporting as a result of inconsistencies between our standards, procedures and policies and
those of the acquired business;

 

 •  Reliance on the selling party’s processes, data, supply chain management and reporting during the transition period following the completion of
an acquisition;

 

 •  Dilution of our current stockholders’ percentage ownership to the extent we issue new equity;
 

 •  Assumption of additional liabilities;
 

 •  Incurrence of additional debt or a decline in available cash;
 

 •  Adverse effects to our financial statements, such as the need to incur restructuring charges;
 

 •  Liability for intellectual property infringement and other litigation claims, which we may or may not be aware of at the time of acquisition; and
 

 •  Creation of goodwill or other intangible assets that could result in significant future amortization expense or impairment charges.

The failure to achieve the anticipated benefits of an acquisition may also result in impairment charges for goodwill and purchased intangible assets.
For example, we have in the past discontinued certain products which were originally acquired through business acquisitions. Additional or realized risks of
this nature could have a material adverse effect on our business, financial condition and results of operations.
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We are exposed to the credit and non-payment risk of our customers, resellers, and distributors, especially during times of economic uncertainty and
tight credit markets, which could result in material losses.

Most of our sales to customers are on an open credit basis, with typical payment terms of 30 days. While we monitor individual customer payment
capability in granting such open credit arrangements, and seek to limit such open credit to amounts we believe are reasonable, we may experience losses due
to a customer’s inability to pay.

Beyond our open credit arrangements, we also have recourse and nonrecourse customer financing leasing arrangements using third-party leasing
companies. Under the terms of recourse leases, which are treated as off-balance sheet arrangements, we remain liable for the aggregate unpaid remaining lease
payments to the third-party leasing company in the event of end-user customer default.

We also offer financing arrangements whereby the end-user customer pays a fixed monthly amount plus a variable amount based on actual storage
capacity used. These arrangements subject us to additional risk with respect to revenue recognition and profitability due to the uncertainties associated with
the variable portion of the arrangements. In addition, from time to time we provide guarantees for a portion of other financing arrangements under which we
could be called upon to make payments to our funding parties in the event of nonpayment by end-user customers.

We expect demand for customer financing to continue. During periods of economic uncertainty, our exposure to credit risks from our customers
increases. In addition, our exposure to credit risks of our customers may increase further if our customers and their customers or their lease financing sources
are adversely affected by global economic conditions.

In the past, there have been bankruptcies by our customers to whom we had extended open credit or provided lease financing arrangements, causing us
to incur bad debt charges, and, in the case of financing arrangements, a loss of revenues. We may be subject to similar losses in future periods. Any future
losses could harm our business and have a material adverse effect on our operating results and financial condition. Additionally, to the extent that the recent
turmoil in the credit markets makes it more difficult for customers to obtain open credit or lease financing, those customers’ ability to purchase our products
could be adversely impacted, which in turn could have a material adverse impact on our financial condition and operating results.

The market price for our common stock has fluctuated significantly in the past and will likely continue to do so in the future.
The market price for our common stock has experienced substantial volatility in the past, and several factors could cause substantial fluctuation in the

future. These factors include but are not limited to:
 

 •  Fluctuations in our operating results compared to prior periods and forecasts;
 

 •  Variations between our operating results and either the guidance we have furnished to the public or the published expectations of securities
analysts;

 

 •  Industry consolidation and the resulting perception of increased competition;
 

 •  Economic developments in the storage and data management market as a whole;
 

 •  Fluctuations in the valuation of companies perceived by investors to be comparable to us;
 

 •  Changes in analysts’ recommendations or projections;
 

 •  Changes in our relationships with our suppliers, customers, channel and strategic partners;
 

 •  Announcements of the completion or dissolution of strategic alliances within the industry;
 

 •  Dilutive impacts of our convertible Notes and related warrants;
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 •  International conflicts and acts of terrorism;
 

 •  Announcements of new products, applications, or product enhancements by us or our competitors;
 

 •  Announcements related to planned or completed mergers or other acquisitions by us or our competitors;
 

 •  Inquiries by the SEC, NASDAQ, law enforcement, or other regulatory bodies; and
 

 •  General market conditions, including recent global or regional economic uncertainties.

In addition, the stock market has experienced volatility that has particularly affected the market prices of the equity securities of many technology
companies. Certain macroeconomic factors such as changes in interest rates, the market climate for the technology sector, and levels of corporate spending on
IT, could continue to have an impact on the trading price of our stock, and the market price of our common stock may fluctuate significantly in the future.

Changes in market conditions have led, and in the future could lead, to charges related to the discontinuance of certain of our products and asset
impairments.

In response to changes in economic conditions and market demands, we may decide to strategically realign our resources and consider cost
containment measures including restructuring, disposing of, or otherwise discontinuing certain products. Any decision to limit investment in, dispose of, or
otherwise exit products may result in the recording of charges to earnings, including inventory and technology-related or other intangible asset write-offs,
workforce reduction costs, charges relating to consolidation of excess facilities, cancellation penalties or claims from third parties who were resellers or users
of discontinued products, which would harm our operating results. Our estimates with respect to the useful life or ultimate recoverability of our carrying basis
of assets, including purchased intangible assets, could change as a result of such assessments and decisions. Additionally, we are required to perform
goodwill impairment tests on an annual basis, and between annual tests in certain circumstances when impairment indicators exist or if certain events or
changes in circumstances have occurred. Future goodwill impairment tests may result in charges to earnings, which could materially harm our operating
results.

If we are unable to develop and introduce new products and respond to technological change, if our new products do not achieve market acceptance, if
we fail to manage the interoperability and transition between our new and old products, or if we cannot provide the expected level of service and
support for our new products, our operating results could be materially and adversely affected.

Our future growth depends upon the successful development and introduction of new hardware and software products. Due to the complexity of storage
subsystems and storage security appliances and the difficulty in gauging the engineering effort required to produce new products, such products are subject
to significant technical risks. In addition, our new products must respond to technological changes and evolving industry standards. If we are unable, for
technological or other reasons, to develop and introduce new products in a timely manner in response to changing market conditions or customer
requirements, or if such products do not achieve market acceptance, our operating results could be materially and adversely affected. New or additional
product introductions increase the complexities of forecasting revenues, and subject us to additional financial and operational risks. If they are not managed
effectively, we could experience material risks to our operations, financial condition and business model.

As new or enhanced products are introduced, we must attempt to successfully manage the interoperability and transition from older products in order to
minimize disruption in customers’ ordering patterns, avoid excessive levels of older product inventories, and ensure that enough supplies of new products
can be delivered to meet customers’ demands.

As we enter new or emerging markets, we will likely increase demands on our service and support operations and may be exposed to additional
competition. We may not be able to provide products, service and support to effectively compete for these market opportunities.
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Due to the global nature of our business, risks inherent in our international operations could have a material adverse effect on our business.
Although a substantial portion of our business is located and conducted in the United States, a significant portion of our operations are located, and a

significant portion of our revenues are derived, outside of the United States. During the three and six months ended October 28, 2011, our international
revenues accounted for 49% and 51% of our total revenues, respectively. A substantial portion of our products are manufactured outside of the U.S., and we
have research and development and service centers overseas. Accordingly, our business and our future operating results could be adversely affected by a
variety of factors affecting our international operations, some of which are beyond our control, including regulatory, political, or economic conditions in a
specific country or region, trade protection measures and other regulatory requirements, government spending patterns, and acts of terrorism and international
conflicts. In addition, we may not be able to maintain or increase international market demand for our products.

We face exposure to adverse movements in foreign currency exchange rates as a result of our international operations. These exposures may change
over time as business practices evolve, and they could have a material adverse impact on our financial results and cash flows. Our international sales are
denominated in U.S. dollars and in foreign currencies. An increase in the value of the U.S. dollar relative to foreign currencies could make our products more
expensive and therefore potentially less competitive in foreign markets. Conversely, lowering our price in local currency may result in lower U.S.-based
revenues. A decrease in the value of the U.S. dollar relative to foreign currencies could increase operating expenses in foreign markets. Additionally, we have
exposures to emerging market currencies, which can experience extreme volatility. We utilize forward and option contracts to hedge our foreign currency
exposure associated with certain assets and liabilities as well as anticipated foreign currency cash flows on a short-term basis. All balance sheet hedges are
marked-to-market through earnings every quarter. The time-value component of our cash flow hedges is recorded in earnings while all other gains and losses
are marked to market through other comprehensive income until forecasted transactions occur, at which time such realized gains and losses are recognized in
earnings. These hedges attempt to reduce, but do not always entirely eliminate, the impact of currency exchange movements. Factors that could have a
negative impact on the effectiveness of our hedging program include inaccuracies in forecasting, widening interest rate differentials, and volatility in the
foreign exchange market. Our hedging strategies may not be successful and currency exchange rate fluctuations could have a material adverse effect on our
operating results.

Additional risks inherent in our international business activities generally include, among others, longer accounts receivable payment cycles and
difficulties in managing international operations.

In addition, due to the global nature of our business, we are subject to complex legal and regulatory requirements in the United States and the foreign
jurisdictions in which we operate and sell our products, including antitrust and anti-competition laws, rules and regulations, and regulations related to data
privacy. We are also subject to the potential loss of proprietary information due to piracy, misappropriation or laws that may be less protective of our
intellectual property rights than U.S. laws. Such factors could have an adverse impact on our business, operating results and financial position.

Moreover, in many foreign countries, particularly in those with developing economies, it is common to engage in business practices that are prohibited
by our internal policies and procedures, or U.S. laws and regulations applicable to us, such as the Foreign Corrupt Practices Act. There can be no assurance
that all of our employees, contractors and agents, as well as those companies to which we outsource certain of our business operations, will comply with these
policies, procedures, laws and/or regulations. Any such violation could subject us to fines and other penalties, which could have a material adverse effect on
our business, financial condition or results of operations.

Changes in our effective tax rate or adverse outcomes resulting from examination of our income tax returns could adversely affect our results.
Our effective tax rate could be adversely affected by several factors, many of which are outside of our control, including:

 

 •  Earnings being lower than anticipated in countries where we are taxed at lower rates as compared to the U.S. statutory tax rate;
 

 •  Material differences between forecasted and actual tax rates as a result of a shift in the mix of pretax profits and losses by tax jurisdiction, our
ability to use tax credits or effective tax rates by tax jurisdiction that differ from our estimates;
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 •  Changing tax laws or related interpretations, accounting standards, regulations, and interpretations in multiple tax jurisdictions in which we
operate, as well as the requirements of certain tax rulings;

 

 •  An increase in expenses not deductible for tax purposes, including certain stock-based compensation, write-offs of acquired in-process research
and development, and impairment of goodwill;

 

 •  The tax effects of purchase accounting for acquisitions and restructuring charges that may cause fluctuations between reporting periods;
 

 •  Changes related to our ability to ultimately realize future benefits attributed to our deferred tax assets, including those related to other-than-
temporary impairments;

 

 •  Tax assessments resulting from income tax audits or any related tax interest or penalties could significantly affect our income tax provision for
the period in which the settlements take place; and

 

 •  A change in our decision to indefinitely reinvest foreign earnings.

We receive significant tax benefits from sales to our non-U.S. customers. These benefits are contingent upon existing tax laws and regulations in the
United States and in the countries in which our international operations are located. Future changes in domestic or international tax laws and regulations
could adversely affect our ability to continue to realize these tax benefits. We have not provided for United States federal and state income taxes or foreign
withholding taxes that may result from future remittances of undistributed earnings of foreign subsidiaries. The President’s administration and Congress have
announced several proposals to reform United States tax rules, including proposals that may result in a reduction or elimination of the deferral of United
States income tax on our future unrepatriated earnings. Should such anti-deferral provisions be enacted, our effective tax rate could be adversely affected.

We are currently undergoing income tax audits in the United States and several foreign tax jurisdictions. The rights to some of our intellectual property
(IP) are owned by certain of our foreign subsidiaries, and payments are made between U.S. and foreign tax jurisdictions relating to the use of this IP in a
qualified cost sharing arrangement. In recent years, several other U.S. companies have had their foreign IP arrangements challenged as part of Internal
Revenue Service (IRS) examinations, which have resulted in material proposed assessments and/or litigation with respect to those companies.

During fiscal year 2010, the IRS commenced the examination of our fiscal 2005 through 2007 federal income tax returns, and in addition, the
California Franchise Tax Board began the examination of our fiscal 2007 and 2008 California income tax returns. These audits are currently in progress.

On September 17, 2010, the Danish tax authorities issued a decision concluding that distributions declared in 2005 and 2006 from our Danish
subsidiary, for which we have not paid or accrued any taxes, are subject to Danish at-source dividend withholding tax. An oral hearing before the Danish
National Tax Tribunal will occur on December 14, 2011.

If the ultimate determination of income taxes or at-source withholding taxes assessed under the current IRS audits or under audits being conducted in
any of the other tax jurisdictions in which we operate results in an amount in excess of the tax provision we have recorded or reserved for, our operating
results, cash flows and financial condition could be adversely affected.

Our international operations currently benefit from a tax ruling concluded in the Netherlands which expires on April 30, 2015 and results in a lower
level of earnings subject to tax in the Netherlands. If we are unable to negotiate a similar tax ruling upon expiration of the current ruling, our effective tax rate
could increase and our operating results could be adversely affected. Our effective tax rate could also be adversely affected by different and evolving
interpretations of existing law or regulations, which in turn would negatively impact our operating and financial results as a whole. Our effective tax rate
could also be adversely affected if there is a change in international operations and how the operations are managed and structured. The price of our common
stock could decline to the extent that our financial results are materially affected by an adverse change in our effective tax rate.
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Our leverage and debt service obligations and note conversion may adversely affect our financial condition, results of operations and earnings per
share.

As a result of the sale of our Notes, we have a greater amount of debt than we have maintained in the past. In addition, we have various synthetic lease
arrangements related to some of our facilities at our corporate headquarters in Sunnyvale, California, and, subject to the restrictions in our existing and any
future financing agreements, we may incur additional debt. Our maintenance of higher levels of indebtedness could have adverse consequences including:
 

 •  Impacting our ability to satisfy our obligations;
 

 •  Increasing the portion of our cash flows from operations that may have to be dedicated to interest and principal payments and may not be
available for operations, working capital, capital expenditures, expansion, acquisitions or general corporate or other purposes;

 

 •  Impairing our ability to obtain additional financing in the future;
 

 •  Limiting our flexibility in planning for, or reacting to, changes in our business and industry; and
 

 •  Making us more vulnerable to downturns in our business, our industry or the economy in general.

Our ability to meet our expenses and debt obligations will depend on our future performance, which will be affected by financial, business, economic,
regulatory and other factors. We will not be able to control many of these factors, such as economic conditions and governmental regulations. Furthermore,
our operations may not generate sufficient cash flows to enable us to meet our expenses and service our debt. As a result, we may be required to repatriate
funds from our foreign subsidiaries which could result in a significant tax liability to us. If we are unable to generate sufficient cash flows from operations, or
if we are unable to repatriate sufficient or any funds from our foreign subsidiaries, in order to meet our expenses and debt service obligations, we may need to
enter into new financing arrangements to obtain the necessary funds, or we may be required to raise additional funds through other means. If we determine it
is necessary to seek additional funding for any reason, we may not be able to obtain such funding or, if funding is available, obtain it on acceptable terms. If
we fail to make a payment on our debt, we could be in default on such debt, and this default could cause us to be in default on our other outstanding
indebtedness.

Any conversion of our Notes may cause dilution to our shareholders and to our earnings per share. If the price of our common stock exceeds the
conversion price, initially $31.85 per share, the Notes will cause an increase in diluted share count and result in lower reported earnings per share. Based on
the trading price of our common stock as of October 28, 2011, we had approximately 9 million shares of common stock potentially issuable on conversion of
our Notes. The Note hedge transactions discussed below, if exercised upon conversion of the Notes, are expected to reduce approximately 80% of the
common stock potentially issuable on conversion of the Notes. Upon conversion of any Notes, we would be required to deliver cash up to the principal
amount of the Notes and, with respect to any excess conversion value greater than the principal amount of the Notes, shares of our common stock, which
would result in dilution to our shareholders.

The Note hedges and warrant transactions that we entered into in connection with the sale of the Notes may affect the trading price of our common
stock.

In connection with the issuance of the Notes, we entered into privately negotiated convertible Note hedge transactions with certain option
counterparties (the Counterparties), which are expected to offset the potential dilution to our common stock upon any conversion of the Notes. At the same
time, we also entered into warrant transactions with the Counterparties pursuant to which we may issue shares of our common stock above a certain strike
price. In connection with these hedging transactions, the Counterparties may have entered into various over-the-counter derivative transactions with respect
to our common stock or purchased shares of our common stock in secondary market transactions at or following the pricing of the Notes. Such activities may
have had the effect of increasing the price of our common stock. The Counterparties are likely to modify their hedge positions from time to time prior to
conversion or maturity of the Notes by purchasing and selling shares of our common stock or entering into other derivative transactions. Additionally, these
transactions may expose us to counterparty credit risk for nonperformance. The effect, if any, of any of these transactions and activities on the market price of
our common stock or the Notes will depend, in part, on market conditions and cannot be ascertained at this time, but any of these activities could adversely
affect the value of our common stock. In addition, if our stock price exceeds the strike price for the warrants, there could be additional dilution to our
shareholders, which could adversely affect the value of our common stock.

In April 2010, we terminated our Note hedge transaction with Lehman Brothers OTC Derivatives, Inc. (Lehman OTC), which was a counterparty to 20%
of our Note hedges, as a result of the bankruptcy filing by Lehman OTC, which constituted an event of default under the Note hedge. Because we have
decided not to replace this Note hedge, we are subject to potential dilution on the unhedged portion of our Notes upon conversion if on the date of
conversion the per-share market price of our common stock exceeds the conversion price of $31.85. The terms of the Notes, the rights of the holders of the
Notes and other counterparties to Note hedges and warrants were not affected by the termination of this Note hedge.
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The price of our common stock could also be affected by sales of our common stock by investors who view the Notes as a more attractive means of
equity participation in our company and by hedging or arbitrage trading activity that we expect to develop involving our common stock by holders of the
Notes. The hedging or arbitrage could, in turn, affect the trading price of the Notes and warrants.

Future issuances of common stock related to our Notes, warrants, stock options, restricted stock units, and our Employee Stock Purchase Plan may
adversely affect the trading price of our common stock and the Notes.

The conversion of some or all of our outstanding Notes will dilute the ownership interest of existing stockholders to the extent we deliver common
stock upon conversion of the Notes. Our common stock price did not exceed the conversion threshold price of $41.41 per share set forth for these Notes for at
least 20 trading days during the 30 consecutive trading days ended September 30, 2011. Accordingly, the Notes are not convertible at the option of the
holder as of October 28, 2011. However, the determination of whether or not the Notes are convertible must continue to be performed quarterly. Upon
conversion of any Notes, we would be required to deliver cash for the principal amount of the Notes and shares of common stock, if any, to the extent the
conversion value exceeds the principal amount. Any new issuance of equity securities, including the issuance of shares upon conversion of the Notes or the
exercise of related warrants which are not offset by our Note hedges, could dilute the interests of our then-existing stockholders, including holders who
receive shares upon conversion of their Notes, and could substantially decrease the trading price of our common stock and the Notes. In addition, any sales in
the public market of any common stock issuable upon such conversion or the exercise of warrants could adversely affect prevailing market prices of our
common stock.

As of October 28, 2011, eligible individuals under our stock option and restricted stock unit plans held options to purchase approximately 24 million
shares of our common stock and a total of approximately 13 million restricted stock units. If all the outstanding options were exercised, the proceeds to the
Company would average approximately $29 per share. We also had 8 million shares of our common stock reserved for future issuance under our stock plans
with respect to equity awards that have not been granted. The exercise of all of the outstanding options and/or the vesting of all outstanding restricted shares
and restricted stock units would dilute the interests of our then-existing stockholders, and any sales in the public market of the common stock issuable upon
such exercise could adversely affect the trading price of our common stock.

In addition, we have an Employee Stock Purchase Plan (ESPP) under which employees are entitled to purchase shares of our common stock at 85% of
the fair market value at certain specified dates over a two-year period. As of October 28, 2011, we had approximately 3 million shares of our common stock
available for future issuance under the ESPP. The issuance of shares under the ESPP would dilute the interests of our then-existing stockholders, and any sales
in the public market of the common stock issuable upon such exercise could adversely affect the trading price of our common stock.

We may issue equity securities in the future for a number of reasons, including to finance our operations related to business strategy (including in
connection with acquisitions, strategic alliances or other transactions), to increase our capital, to adjust our ratio of debt to equity, to satisfy our obligations
upon the exercise of outstanding warrants or options upon conversion of the Notes, or for other reasons.

We are exposed to fluctuations in the market values of our portfolio investments and in interest rates; impairment of our investments could harm our
financial results.

As of October 28, 2011, we had $4.7 billion in cash, cash equivalents, available-for-sale securities and restricted cash and investments. We invest our
cash in a variety of financial instruments, consisting principally of investments in U.S. Treasury securities, commercial paper, U.S. government agency bonds,
corporate bonds, certificates of deposit, and money market funds. These investments are subject to general credit, liquidity, market and interest rate risks,
which have been exacerbated by unusual events such as the financial and credit crisis, the recent downgrade in the U.S.’s credit rating, and bankruptcy filings
in the United States, which have affected various sectors of the financial markets and led to global credit and liquidity issues. Although a downgrade in credit
ratings is not unprecedented, a downgrade of the U.S. credit rating is, and the potential impact is uncertain. This downgrade could materially affect global
and domestic financial markets and economic conditions, which may affect our financial condition and liquidity. These securities are generally classified as
available-for-sale and, consequently, are recorded on our condensed consolidated balance sheets at fair value with unrealized gains or losses reported as a
component of accumulated other comprehensive income, net of tax.

Investments in both fixed rate and floating rate interest earning instruments carry a degree of interest rate risk. Fixed rate debt securities may have their
market value adversely impacted due to a rise in interest rates, while floating rate securities may produce less income than expected if interest rates fall. Due
in part to these factors, our future investment income may fall short of expectations due to changes in interest rates. Currently, we do not use derivative
financial instruments in our investment portfolio. We may suffer losses if forced to sell securities that have experienced a decline in market value because of
changes in interest rates. Currently, we do not use financial derivatives to hedge our interest rate exposure.
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The fair value of our investments may change significantly due to events and conditions in the credit and capital markets. Any investment securities
that we hold or the issues comprising such securities could be subject to review for possible downgrade. Any downgrade in these credit ratings may result in
an additional decline in the estimated fair value of our investments. Changes in the various assumptions used to value these securities and any increase in the
markets’ perceived risk associated with such investments may also result in a decline in estimated fair value.

On occasion, we make strategic investments in other companies, including private equity funds, which may decline in value and/or not meet desired
objectives. The success of these investments depends on various factors over which we may have limited or no control.

In the event of adverse conditions in the credit and capital markets, our investment portfolio may be impacted and we could determine that some or all
of our investments have experienced an other-than-temporary decline in fair value, requiring impairment, which could adversely impact our financial
position and operating results.

A significant portion of our cash and cash equivalents are held overseas. If we are not able to generate sufficient cash domestically in order to fund our
U.S. operations and strategic opportunities, and to service our debt and synthetic leases, we may incur a significant tax liability in order to repatriate
the overseas cash balances, or we may need to raise additional capital in the future.

As of October 28, 2011, $2.4 billion of cash, cash equivalents and short-term investments were held in foreign countries. These amounts are not freely
available for dividend repatriation to the United States without triggering significant adverse tax consequences in the United States. As a result, if the cash
generated by our domestic operations is not sufficient to fund our domestic operations, our broader corporate initiatives such as stock repurchases,
acquisitions, and other strategic opportunities, and to service our outstanding indebtedness, we may need to raise additional funds through public or private
debt or equity financings, or we may need to obtain new credit facilities to the extent we choose not to repatriate our overseas cash. Such additional financing
may not be available on terms favorable to us, or at all, and any new equity financings or offerings would dilute our current stockholders’ ownership.
Furthermore, lenders, particularly in light of the current challenges in the credit markets, may not agree to extend us new, additional or continuing credit. If
adequate funds are not available, or are not available on acceptable terms, we may be forced to repatriate our foreign sources of liquidity and incur a
significant tax expense or we may not be able to take advantage of strategic opportunities, develop new products, respond to competitive pressures or repay
our outstanding indebtedness. In any such case, our business, operating results or financial condition could be adversely impacted.

Our synthetic leases are off-balance sheet arrangements that could negatively affect our financial condition and operating results. We have invested
substantial resources in new facilities and physical infrastructure, which will increase our fixed costs. Our operating results could be harmed if our
business does not grow proportionately to our increase in fixed costs.

We have various synthetic lease arrangements with BNP Paribas Leasing Corporation as lessor (BNPPLC) for our headquarters office buildings and
land in Sunnyvale, California. These synthetic leases qualify for operating lease accounting treatment under the accounting guidance for leases and are not
considered variable interest entities under applicable accounting guidance. Therefore, we do not include the properties or the associated debt on our
condensed consolidated balance sheets.

Our future minimum lease payments under these synthetic leases limit our flexibility in planning for, or reacting to, changes in our business by
restricting the funds available for use in addressing such changes. If we are unable to grow our business and revenues proportionately to our increase in fixed
costs, our operating results will be harmed. If we elect not to purchase the properties at the end of the lease term, we have guaranteed a minimum residual
value to BNPPLC. If the fair value of the properties declines below their cost, our residual value guarantee would require us to pay the difference to BNPPLC,
up to the residual guarantee. As of October 28, 2011, the estimated fair value of the properties was approximately $51.0 million below the residual guarantee,
which we are accruing over the remaining term of the respective leases. Any further decline in the fair value of the properties could adversely impact our cash
flows, financial condition and operating results.

As a result of excess capacity in our Sunnyvale facilities, certain of our facilities subject to synthetic lease arrangements have been subleased or are
vacant. These subleases will expire at various times through 2015 and some are at terms that do
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not generate sufficient sublease income to cover the carrying costs of these facilities. In addition, we may experience changes in our operations in the future
that could result in additional excess capacity and vacant facilities. We will continue to be responsible for all carrying costs of these facilities under
operating leases until such time as we can sublease these facilities or terminate the applicable leases based on the contractual terms of the operating lease
agreements, and these costs may have an adverse effect on our business, operating results and financial condition.

We are subject to restrictive and financial covenants in our synthetic lease arrangements. The restrictive covenants may restrict our ability to operate
our business.

Our ongoing extension of credit under our synthetic lease arrangements are subject to continued compliance with financial covenants. If we do not
comply with these restrictive and financial covenants or otherwise default under the arrangements, we may be required to repay any outstanding amounts or
repurchase the properties which are subject to the synthetic lease arrangements. If we lose access to the synthetic lease arrangements, we may not be able to
obtain alternative financing on acceptable terms, which could limit our operating flexibility.

The agreements governing our synthetic lease arrangements contain restrictive covenants that limit our ability to operate our business, including
restrictions on our ability to:
 

 •  Incur indebtedness;
 

 •  Incur indebtedness at the subsidiary level;
 

 •  Grant liens;
 

 •  Sell all or substantially all our assets:
 

 •  Enter into certain mergers;
 

 •  Change our business;
 

 •  Enter into swap agreements;
 

 •  Enter into transactions with our affiliates; and
 

 •  Enter into certain restrictive agreements.

As a result of these restrictive covenants, our ability to respond to changes in business and economic conditions and to obtain additional financing, if
needed, may be restricted. We may also be prevented from engaging in transactions that might otherwise be beneficial to us, such as strategic acquisitions or
joint ventures.

Our failure to comply with the restrictive and financial covenants could result in a default under our synthetic lease arrangements, which would give
the counterparties thereto the ability to exercise certain rights, including the right to accelerate the amounts owed thereunder and to terminate the
arrangements. In addition, our failure to comply with these covenants and the acceleration of amounts owed under synthetic lease arrangements could result
in a default under the Notes, which could permit the holders to accelerate the Notes. If all of our debt is accelerated, we may not have sufficient funds
available to repay such debt.

We have credit exposure to our hedging counterparties.
In order to minimize volatility in earnings associated with fluctuations in the value of foreign currency relative to the U.S. Dollar, we utilize forward

and option contracts to hedge our exposure to foreign currencies. As a result of entering into these hedging contracts with major financial institutions, we
may be subject to counterparty nonperformance risk. Should there be a counterparty default, we could be exposed to the net losses on the hedged
arrangements or be unable to recover anticipated net gains from the transactions.
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Funds associated with certain of our auction rate securities may not be accessible for more than 12 months and our auction rate securities may
experience further other-than-temporary declines in value, which would adversely affect our earnings.

Auction rate securities (ARSs) held by us are securities with long-term nominal maturities, which, in accordance with our investment policy guidelines,
had credit ratings of AAA and Aaa at time of purchase. Interest rates for ARSs are reset through a “Dutch auction” each month, which prior to February 2008
had provided a liquid market for these securities.

All of our ARSs are backed by pools of student loans guaranteed by the U.S. Department of Education, and we believe the credit quality of these
securities is high, based on this guarantee. However, liquidity issues in the global credit markets resulted in the failure of auctions for certain of our ARS
investments, with a par value of $60.9 million. For each failed auction, the interest rate resets to a maximum rate defined for each security and the ARS
continues to pay interest in accordance with its terms, although the principal associated with the ARS will not be accessible until there is a successful auction
or such time as other markets for ARS investments develop or the final maturity of the individual securities.

As of October 28, 2011, we determined there was a total decline in the fair value of our ARS investments of approximately $4.9 million, of which we
have recorded cumulative net temporary impairment charges of $2.8 million, and $2.1 million was recognized as an other-than-temporary impairment charge.
In addition, we have classified all of our auction rate securities as long-term assets in our condensed consolidated balance sheet as of October 28, 2011 as our
ability to liquidate such securities in the next 12 months is uncertain. Although we currently have the ability and intent to hold these ARS investments until
recovery in market value or until maturity, if current market conditions deteriorate, or the anticipated recovery in market values does not occur, we may be
required to record additional impairment charges in future quarters.

We may need to undertake cost-reduction initiatives and restructuring initiatives in the future.
We have previously recognized restructuring and other charges related to initiatives to realign our business strategies and resize our business in

response to economic and market conditions, including those announced in February 2009 and December 2008. We may undertake future cost-reduction
initiatives and restructuring plans that may adversely impact our operations, and we may not realize all of the anticipated benefits of our prior or any future
restructurings.

Our business and operations are experiencing rapid growth and organizational change. If we fail to effectively manage such growth and change in a
manner that preserves our reputation and the key aspects of our corporate culture, our business and operating results could be harmed.

Due to recent organic growth and acquisitions, we have experienced, and may continue to experience, rapid growth and organizational change, which
has placed, and may continue to place, significant demands on our management, operational and financial resources. Our headcount has grown from
approximately 9,343 employees as of October 29, 2010 to over 11,500 employees as of October 28, 2011, which includes the employees added as a result of
the Engenio acquisition in May 2011. We will incur significant expenditures and the allocation of valuable management resources to assimilate our
additional human resources in a manner that preserves the key aspects of our corporate culture and enables us to maintain our reputation in the marketplace.
If we do not effectively manage our growth and train, retain and manage our employee base, our corporate culture could be undermined, the quality of our
products and customer service could suffer, and our reputation could be harmed, each of which could adversely impact our business, financial condition and
results of operations.

In addition, as our headcount increases, our costs will also increase. Our business will be harmed if our efforts to expand our organization and
headcount are not accompanied by a corresponding increase in revenues.

If we are unable to establish fair value for any undelivered element of a sales arrangement, all or a portion of the revenues relating to the arrangement
could be deferred to future periods.

In the course of our sales efforts, we often enter into multiple element arrangements that include software related elements consisting of non-essential
software and undelivered software entitlements and maintenance. If we are required to change the pricing of our software-related elements through
discounting, or otherwise introduce variability in the pricing of such elements, we may be unable to maintain Vendor Specific Objective Evidence of fair
value of the undelivered elements of the arrangement, and would therefore be required to delay the recognition of all or a portion of the related arrangement.
A delay in the recognition of revenues may cause fluctuations in our financial results and may adversely affect our operating margins.
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We are continually seeking ways to make our cost structure, business processes and systems more efficient, including moving activities from higher-cost
to lower-cost owned locations, outsourcing certain business process functions and implementing new business information systems. Problems with the
execution of these activities could have an adverse effect on our business or results of operations.

We continuously seek to make our cost structure and business processes more efficient. We are focused on increasing workforce flexibility and
scalability, and improving overall competitiveness by leveraging our global capabilities, as well as external talent and skills worldwide. For example, certain
engineering activities and projects that were formerly performed in the U.S. have been moved to lower cost international locations and we rely on partners or
third-party service providers for the provision of certain business process functions and activities in IT, human resources and accounting.

The challenges involved with moving or outsourcing activities include executing business functions in accordance with local laws and other
obligations while maintaining adequate standards, controls and procedures. We are also subject to increased business continuity risks as we increase our
reliance on outsource providers. For example, we may no longer be able to exercise control over some aspects of the future development, support or
maintenance of outsourced operations and processes, including the management and internal controls associated with those outsourced business operations
and processes, which could adversely affect our business. If we are unable to effectively utilize or integrate and interoperate with external resources or if our
partners or third-party service providers experience business difficulties or are unable to provide business services as anticipated, we may need to seek
alternative service providers or resume providing these business processes internally, which could be costly and time-consuming and have a material adverse
effect on our operating results. In addition, we may not achieve the expected benefits of our business process improvement initiatives.

We are currently implementing changes to our business information systems and processes and other IT initiatives. These initiatives involve a large
investment of capital and resources and significant changes to our current operating processes. Failure to properly implement one or more of these initiatives,
or an interruption in service or unavailability of our systems, could result in lost business and increased costs which could negatively impact our business,
results of operations and cash flows.

We are subject to risks related to the provision of employee health care benefits and recent health care reform legislation.
We use a combination of insurance and self-insurance for workers’ compensation coverage and health care plans. We record expenses under these plans

based on estimates of the number and costs of expected claims, administrative costs and stop-loss premiums. These estimates are then adjusted each year to
reflect actual costs incurred. Actual costs under these plans are subject to variability depending primarily upon participant enrollment and demographics, the
actual number and costs of claims made and whether and how much the stop-loss insurance we purchase covers the cost of these claims. In the event that our
cost estimates differ from actual costs, we could incur additional unplanned health care costs which could adversely impact our financial condition.

In March 2010, comprehensive health care reform legislation under the Patient Protection and Affordable Care Act (HR 3590) and the Health Care
Education and Affordability Reconciliation Act (HR 4872) was passed and signed into law. Among other things, the health reform legislation includes
guaranteed coverage requirements, eliminates pre-existing condition exclusions and annual and lifetime maximum limits, restricts the extent to which
policies can be rescinded, and imposes new and significant taxes on health insurers and health care benefits. Provisions of the health reform legislation
become effective at various dates over the next several years. The Department of Health and Human Services, the National Association of Insurance
Commissioners, the Department of Labor and the Treasury Department have yet to issue necessary enabling regulations and guidance with respect to the
health care reform legislation.

Due to the breadth and complexity of the health reform legislation, the lack of implementing regulations and interpretive guidance, and the phased-in
nature of the implementation, it is difficult to predict the overall impact of the health reform legislation on our business over the coming years. Possible
adverse affects of the health reform legislation include reduced revenues, increased costs, exposure to expanded liability and requirements for us to revise the
ways in which we conduct business or risk of loss of business. In addition, our results of operations, financial position, and cash flows could be materially
adversely affected.

We depend on attracting and retaining qualified personnel. If we are unable to attract and retain such personnel, our operating results could be
materially and adversely impacted.

Our continued success depends, in part, on our ability to identify, attract, motivate and retain qualified personnel. Because our future success is
dependent on our ability to continue to enhance and introduce new products, we are particularly dependent on our ability to identify, attract, motivate and
retain qualified engineers with the requisite education, background and industry experience. Competition for qualified employees, particularly in Silicon
Valley, can be intense. The loss of the services of a significant number of our employees, particularly our engineers, salespeople and key managers, could be
disruptive to our development efforts or business relationships and could materially and adversely affect our operating results.
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A component of our strategy to hire and retain personnel consists of long-term compensation in the form of equity-based grants. We face increased risk
of the inability to continue to offer equity if we are unable to obtain shareholder approval in light of increased shareholder activism, heightened focus on
corporate compensation practices, and increased scrutiny of the dilutive effects of such equity compensation programs. Such inability could adversely impact
our ability to continue to attract and retain employees.

In addition, because of the structure of our incentive compensation plans, we may be at increased risk of losing employees and other service providers
at certain points in time. For example, the retention value of our compensation plans decreases after the payment of bonuses or the vesting of stock options,
employee stock purchase rights or other equity compensation. As a result, employees may be more likely to leave us during periods following such payments
or the vesting of such rights. The loss of services of a significant number of our key employees during a short period of time could be disruptive to our
product development and sales efforts and adversely impact our business relationships and operating results.

Our business could be materially and adversely affected as a result of a natural disaster, terrorist acts or other catastrophic events.
We depend on the ability of our personnel, raw materials, equipment and products to move reasonably unimpeded around the world. Any political,

military, terrorism, global trade, world health or other issue that hinders this movement or restricts the import or export of materials could lead to significant
business disruptions. Furthermore, any strike, economic failure or other material disruption caused by fire, floods, hurricanes, earthquakes, volcanoes, power
loss, power shortages, environmental disasters, telecommunications or business information systems failures, break-ins and similar events, such as the recent
flooding in Thailand, could also adversely affect our ability to conduct business. If such disruptions result in cancellations of customer orders or contribute to
a general decrease in economic activity or corporate spending on information technology, or directly impact our marketing, manufacturing, financial and
logistics functions, or impair our ability to meet our customer demands, our results of operations and financial condition could be materially adversely
affected. In addition, our headquarters are located in Northern California, an area susceptible to earthquakes. If any significant disaster were to occur, our
ability to operate our business could be impaired.

Undetected software errors, hardware errors, or failures found in new products may result in loss of or delay in market acceptance of our products,
which could increase our costs and reduce our revenues. Product quality problems could lead to reduced revenues, gross margins and operating results.

Our products may contain undetected software errors, hardware errors or failures when first introduced or as new versions are released. Despite testing
by us and by current and potential customers, errors may not be found in new products until after commencement of commercial shipments, resulting in loss
of or delay in market acceptance, which could materially and adversely affect our operating results.

In addition, if we fail to remedy a product defect, we may experience a failure of a product line, temporary or permanent withdrawal from a product or
market, damage to our reputation, inventory costs or product reengineering expenses, and these occurrences could have a material impact on our revenues,
gross margins and operating results. We may be subject to losses that may result from or are alleged to result from defects in our products, which could subject
us to claims for damages, including consequential damages.

We are exposed to various risks related to legal proceedings or claims and protection of intellectual property rights, which could adversely affect our
operating results.

We may be a party to lawsuits and other claims in the normal course of our business from time to time, including intellectual property, commercial,
product liability, employment, class action, whistleblower and other litigation and claims, and governmental and other regulatory investigations and
proceedings. Litigation can be expensive, lengthy and disruptive to normal business operations. Moreover, the results of complex legal proceedings are
difficult to predict. An unfavorable resolution of a particular lawsuit could have a material adverse effect on our business, operating results, or financial
condition.

If we are unable to protect our intellectual property, we may be subject to increased competition that could materially and adversely affect our
operating results. Our success depends significantly upon our proprietary technology. We rely on a combination of copyright and trademark laws, trade
secrets, confidentiality procedures, contractual provisions, and patents to
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protect our proprietary rights. We seek to protect our software, documentation and other written materials under trade secret, copyright and patent laws, which
afford only limited protection. Some of our U.S. trademarks are registered internationally as well. We will continue to evaluate the registration of additional
trademarks as appropriate. We generally enter into confidentiality agreements with our employees and with our resellers, strategic partners and customers. We
currently have multiple U.S. and international patent applications pending and multiple U.S. patents issued. The pending applications may not be approved,
and our existing and future patents may be challenged. If such challenges are brought, the patents may be invalidated. We may not be able to develop
proprietary products or technologies that are patentable, and patents issued to us may not provide us with any competitive advantages and may be
challenged by third parties. Further, the patents of others may materially and adversely affect our ability to do business. In addition, a failure to obtain and
defend our trademark registrations may impede our marketing and branding efforts and competitive position.

Litigation may be necessary to protect our proprietary technology. Any such litigation may be time-consuming and costly. Despite our efforts to
protect our proprietary rights, unauthorized parties may attempt to copy aspects of our products or obtain and use information that we regard as proprietary. In
addition, the laws of some foreign countries do not protect proprietary rights to as great an extent as do the laws of the United States. Our means of protecting
our proprietary rights may not be adequate or our competitors may independently develop similar technology, duplicate our products, or design around
patents issued to us or other intellectual property rights of ours.

We are subject to intellectual property infringement claims. We may, from time to time, receive claims that we are infringing third parties’ intellectual
property rights. Third parties may in the future, claim infringement by us with respect to current or future products, patents, trademarks or other proprietary
rights. We expect that companies in the network storage and data management market will increasingly be subject to infringement claims as the number of
products and competitors in our industry segment grows and the functionality of products in different industry segments overlaps. Any such claims could be
time consuming, result in costly litigation, cause product shipment delays, require us to redesign our products or enter into royalty or licensing agreements,
any of which could materially and adversely affect our operating results. Such royalty or licensing agreements, if required, may not be available on terms
acceptable to us or at all.

Our business could be materially adversely affected by changes in regulations or standards regarding energy efficiency of our products and climate
change issues.

We continually seek ways to increase the energy efficiency of our products. Recent analyses have estimated the amount of global carbon emissions
that are due to information technology products. As a result, governmental and non-governmental organizations have turned their attention to development
of regulations and standards to drive technological improvements and reduce such amount of carbon emissions. There is a risk that the development of these
standards will not fully address the complexity of the technology developed by the IT industry or will favor certain technological approaches. Depending on
the regulations or standards that are ultimately adopted, compliance could adversely affect our business, financial condition or operating results.

Climate change issues, energy usage and emissions controls may result in new environmental legislation and regulations, at any or all of the
international, federal and state levels, that may unfavorably impact us, our suppliers, and our customers in how we conduct our business including the design,
development, and manufacturing of our products. This could cause us to incur additional direct costs in complying with any new environmental regulations,
as well as increased indirect costs resulting from our customers, suppliers or both incurring additional compliance costs that get passed on to us. These costs
may adversely impact our operations and financial condition.

Our business and results of operations could be adversely impacted as a consequence of regulations or business trends such as:
 

 •  Decreased demand for storage products that produce significant greenhouse gases;
 

 •  Increased demand for storage products that produce lower emissions and are more energy efficient, and increased competition to develop such
products; and

 

 •  Reputational risk based on negative public perception of publicly reported data on our greenhouse gas emissions.
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Our business is subject to increasingly complex corporate governance, public disclosure, and accounting and tax requirements that have increased both
our costs and the risk of noncompliance.

Because our common stock is publicly traded, we are subject to certain rules and regulations of federal, state and financial market exchange entities
charged with the protection of investors and the oversight of companies whose securities are publicly traded. These entities, including the Public Company
Accounting Oversight Board, the SEC, and NASDAQ, have implemented requirements and regulations and continue developing additional regulations and
requirements in response to corporate scandals and laws enacted by Congress, most notably the Sarbanes-Oxley Act of 2002. Our efforts to comply with these
regulations have resulted in, and are likely to continue resulting in, increased general and administrative expenses and diversion of management time and
attention from revenue-generating activities to compliance activities.

We have completed our evaluation of our internal controls over financial reporting for the fiscal year ended April 29, 2011 as required by Section 404
of the Sarbanes-Oxley Act of 2002. Although our assessment, testing and evaluation resulted in our conclusion that, as of April 29, 2011, our internal
controls over financial reporting were effective, we cannot predict the outcome of our testing in future periods. If our internal controls are ineffective in future
periods, our business and reputation could be harmed. We may incur additional expenses and commitment of management’s time in connection with further
evaluations, both of which could materially increase our operating expenses and accordingly reduce our operating results.

On July 21, 2010, the President signed into law the Dodd-Frank Act. Many aspects of the Dodd-Frank Act are subject to rulemaking and will take effect
over several years, making it difficult to anticipate the overall financial impact on us. However, as we continue to implement changes in response to this new
law and its associated regulations, we expect to incur additional operating costs that could have a material adverse effect on our financial condition and
results of operations.

Because new and modified laws, regulations, and standards are subject to varying interpretations in many cases due to their lack of specificity, their
application in practice may evolve over time as new guidance is provided by regulatory and governing bodies. This evolution may result in continuing
uncertainty regarding compliance matters and additional costs necessitated by ongoing revisions to our disclosure and governance practices.

If a data center or other third-party who relies on our products experiences a disruption in service or a loss of data, such disruption or loss could be
attributed to the quality of our products, thereby causing financial or reputational harm to our business.

Third-party vendors, including data centers, Software as a Service (SaaS), cloud computing and Internet infrastructure and bandwidth providers rely on
our products for their data storage needs. We exercise little control over how these third-party vendors use or maintain our products, and in some cases
improper usage or maintenance could impair the performance of our products. A disruption in the services provided by these third-party vendors, or the loss
of data stored by such vendors, could result in financial or reputational harm to our business to the extent that such disruption or loss is caused by, or
perceived by our customers to have been caused by, defects in our products. Moreover, the risk of reputational harm may be magnified and/or distorted
through the rapid dissemination of information over the Internet, including through news articles, blogs, chat rooms, and social media sites.

Security and privacy breaches may expose us to liability, and our reputation and business could suffer.
We obtain and store sensitive data related to our employees, customers and partners, including intellectual property, books of record and personally

identifiable information. It is critical to our business strategy that our infrastructure remains secure and is perceived by our employees, customers and partners
to be secure. If our security measures are breached as a result of technical problems, third-party actions, employee error, or malfeasance, our reputation could
be damaged and our business could suffer.

Changes in financial accounting standards may cause adverse unexpected fluctuations and affect our reported results of operations.
A change in accounting standards or practices and varying interpretations of existing accounting pronouncements, such as the changes to revenue

recognition standards that we recently adopted, the increased use of fair value measures, additional proposed changes to revenue recognition, lease
accounting, financial instruments and other accounting standards, and the potential requirement that U.S. registrants prepare financial statements in
accordance with International Financial Reporting Standards (IFRS), could have a significant effect on our reported financial results or the way we conduct
our business.

Implementation of accounting regulations and related interpretations and policies, particularly those related to revenue recognition, could cause us to
defer recognition of revenue or recognize lower revenue, which may affect our results of operations.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
The following table provides information with respect to the shares of common stock repurchased by us during the three months ended October 28,

2011:
 

Period   
Total Number of

Shares Purchased    

Average
Price Paid

per Share    

Total Number of
Shares Purchased as

Part of Publicly
Announced Program    

Approximate Dollar Value of
Shares That May Yet Be

Purchased Under The
Repurchase Program  

   (Shares in thousands)       (Shares in thousands)    (Dollars in millions)  
July 30, 2011 - August 26, 2011    10,776    $ 37.12     118,749    $ 496.2  
August 27, 2011 - September 23, 2011    —      $ —       118,749     496.2  
September 24, 2011 - October 28, 2011    —      $ —       118,749     496.2  
Total    10,776    $ 37.12     118,749     496.2  
 

On May 13, 2003, we announced that our Board of Directors had authorized a stock repurchase program. As of October 28, 2011, our Board of
Directors had authorized the repurchase of up to $4.0 billion of common stock under this program. As of October 28, 2011, we had repurchased
118.7 million shares of our common stock at a weighted-average price of approximately $29.70 per share for an aggregate purchase price of $3.5
billion since inception of the stock repurchase program. The remaining authorized amount for stock repurchases under this program was $0.5 billion
with no termination date.

 

On July 8, 2011, we entered into a collared accelerated share repurchase agreement (ASR) with Bank of America, N.A, under which we prepaid $200.0
million to purchase shares of our common stock. The aggregate number of shares ultimately purchased was determined based on the volume weighted-
average share price of our common stock over a specified period of time. The contract was settled in August 2011. The total number of shares
repurchased and retired under this ASR was 4.1 million shares at a weighted-average price of $48.30.
On August 19, 2011, we entered into a new ASR with Wells Fargo Bank, National Association (Wells Fargo), under which we prepaid $400.0 million to
purchase shares of our common stock. The aggregate number of shares ultimately purchased was determined based on the volume weighted-average
share price of our common stock over a specified period of time, subject to certain provisions that establish a minimum and maximum number of shares
that may be repurchased. On August 25, 2011, Wells Fargo delivered 10.3 million minimum shares, which were retired immediately. The contract was
settled on November 17, 2011, and we received an additional 0.2 million shares at this time. The total number of shares repurchased and retired under
this ASR was 10.5 million shares at a weighted-average price of $38.08.

Item 3. Defaults upon Senior Securities
None

Item 4. Reserved

Item 5. Other Information
None

Item 6. Exhibits
See the Exhibit Index immediately following the signature page of this Quarterly Report on Form 10-Q.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
 
  NETAPP, INC.

 (Registrant)

 /S/    STEVEN J. GOMO
 Steven J. Gomo
 Executive Vice President of Finance and
Chief Financial Officer 

Dated: December 5, 2011
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EXHIBIT INDEX
 

Exhibit
No  Description

    3.1  Certificate of Incorporation of the Company, as amended.

    3.2  Bylaws of the Company.

  10.1  The Company’s Amended and Restated 1999 Stock Option Plan.

  10.2  The Company’s Amended and Restated Employee Stock Purchase Plan.

  10.3  Collared Accelerated Share Repurchase Transaction, dated as of August 19, 2011, by and between the Company and Wells Fargo Bank, N.A.

  31.1  Certification of the Chief Executive Officer pursuant to Section 302(a) of the Sarbanes-Oxley Act of 2002.

  31.2  Certification of the Chief Financial Officer pursuant to Section 302(a) of the Sarbanes-Oxley Act of 2002.

  32.1
 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of
2002.

  32.2
 

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of
2002.

101.INS*  XBRL Instance Document

101.SCH*  XBRL Taxonomy Extension Schema Document

101.CAL* XBRL Taxonomy Calculation Linkbase Document

101.DEF*  XBRL Taxonomy Extension Definition Linkbase Document

101.LAB* XBRL Taxonomy Label Linkbase Document

101.PRE*  XBRL Taxonomy Extension Presentation Linkbase Document
 

 Previously filed as an exhibit to the Company’s Annual Report on Form 10-K dated June 24, 2008.
 Previously filed as an exhibit to the Company’s Quarterly Report on Form 10-Q dated December 6, 2010.
 Previously filed as an appendix to the Company’s Proxy Statement dated July 19, 2011.

* XBRL (Extensible Business Reporting Language) information is furnished and not filed or a part of a registration statement or prospectus for purposes
of sections 11 or 12 of the Securities Act of 1933, is deemed not filed for purposes of section 18 of the Securities Exchange Act of 1934, and is
otherwise not subject to liability under these sections.
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Exhibit 10.3

Reference Number:  ̈                               Account Number: ¨

Wells Fargo Securities, LLC (“Agent”)
solely as agent of Wells Fargo Bank, NA
375 Park Avenue
New York, NY 10152

August 19, 2011

Collared Accelerated Share Repurchase Transaction

NetApp, Inc.
495 East Java Drive
Sunnyvale, California 94089
  
Dear Sir/Madam:

The purpose of this letter agreement (this “Confirmation”) is to confirm the terms and conditions of the Transaction entered into between Wells Fargo Bank,
National Association (“Wells Fargo” or “Seller”) and NetApp, Inc., a Delaware corporation, (the “Issuer”) on the Trade Date specified below (the
“Transaction”). This confirmation, together with the related Trade Notification (defined below), constitutes a “Confirmation” as referred to in the ISDA
Master Agreement specified below.

The additional terms of any particular Transaction shall be set forth in a Trade Notification in the form of Schedule II hereto (a “Trade Notification”), which
shall reference the Confirmation and supplement, form a part of, and be subject to such Confirmation. The definitions and provisions contained in the 2002
ISDA Equity Derivatives Definitions (as published by the International Swaps and Derivatives Association, Inc. (“ISDA”)) (the “Equity Definitions”) are
incorporated into this Confirmation. If, in relation to any Transaction to which this Confirmation and a Trade Notification relate, there is any inconsistency
between the Agreement, this Confirmation, any Trade Notification and the Equity Definitions, the following will prevail for purposes of such Transaction in
the order of precedence indicated: (i) such Trade Notification, (ii) this Confirmation; (iii) the Agreement; and (iv) the Equity Definitions. Any reference to a
currency shall have the meaning contained in Annex A to the 1998 ISDA FX and Currency Option Definitions, as published by ISDA.

1. This Confirmation evidences a complete and binding agreement between Seller and Issuer as to the terms of the Transaction to which this Confirmation
relates. This Confirmation shall be subject to an agreement (the “Agreement”) in the form of the 2002 ISDA Master Agreement (the “ISDA Form”) as if Seller
and Issuer had executed an agreement in such form without any Schedule. For the avoidance of doubt, the Transaction shall be the only transaction under the
Agreement. If there exists any ISDA Master Agreement between Seller and the Issuer or any confirmation or other agreement between Seller and the Issuer
pursuant to which an ISDA Master Agreement is deemed to exist between Seller and the Issuer, then notwithstanding anything to the contrary in such ISDA
Master Agreement, such confirmation or agreement or any other agreement to which Seller and the Issuer are parties, the Transactions shall not be considered
Transactions under, or otherwise governed by, such existing or deemed ISDA Master Agreement.
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2.  The terms of the particular Transaction to which this Confirmation and any related Trade Notification relates are as follows:

GENERAL TERMS:
 
Trade Date:   August 19, 2011

Buyer:   Issuer

Seller:   Wells Fargo

Shares:   Common Stock of Issuer (Ticker: NTAP)

Number of Shares:
  

The number of Shares delivered in accordance with Physical Settlement
below.

Forward Price:

  

A price per Share (as determined by the Calculation Agent) equal to the
Mean of the 10b-18 VWAPs; provided, however, that if the Forward Price
would otherwise be: (A) greater than the Forward Cap Price, the Forward
Price shall equal the Forward Cap Price (as specified in Schedule I), or (B)
less than the Forward Floor Price, the Forward Price shall equal the
Forward Floor Price (as specified in Schedule I).

10b-18 VWAP:

  

For each Observation Date that is a Trading Day during the Calculation
Period or the Initial Hedge Period, a price per share equal to the price
shown on the screen entitled “NTAP <Equity> AQR SEC” or any
successor page as reported by Bloomberg L.P.

Mean of 10b-18 VWAPs:
  

The arithmetic mean of the 10b-18 VWAP on each Observation Date that
is a Trading Day during the Calculation Period.

Calculation Period:

  

The period from and including the first Observation Date that is a Trading
Day that occurs after the Initial Hedge Completion Date to but excluding
the relevant Valuation Date; provided, however, that if the Valuation
Date is the Scheduled Valuation Date, then the Valuation Date shall be
included in the Calculation Period.

Trading Day:
  

Any Exchange Business Day that is not a Disrupted Day (as defined
below).

Initial Hedge Period:

  

As set forth in the Trade Notification, the period from and including the
first Observation Date that is a Trading Day that occurs after the Trade
Date to and including the Initial Hedge Completion Date.

Initial Hedge Completion Date:

  

As set forth in the related Trade Notification, to be the Observation Date
on which Seller completes its initial hedge, as determined by Seller in its
good faith and commercially reasonable discretion and communicated to
the Buyer by 6:00p.m. EST on such date, but in no event later than the
Initial Hedge End Date.
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Initial Hedge End Date:
  

Four Trading Days after the beginning of the Initial Hedge Period, subject
to postponement as provided under Market Disruption Event below.

Initial Hedge Period Reference Price:

  

As set forth in the related Trade Notification, to be an amount in USD
equal to the arithmetic mean (not a weighted average) of the 10b-18
VWAP on each Observation Date that is a Trading Day from, and
including, the first Observation Date that is a Trading Day immediately
following the Trade Date to, and including, the Initial Hedge Completion
Date.

Initial Shares:
  

A number of Shares equal to (i) the Prepayment Amount (as defined
below) divided by (ii) the Forward Cap Price.

Initial Share Delivery Date:

  

One Exchange Business Day following the Initial Hedge Completion
Date. On the Initial Share Delivery Date, Seller shall deliver a number of
shares equal to the Initial Shares to Buyer in accordance with Section 9.4
of the Equity Definitions, with the Initial Share Delivery Date deemed to
be a “Settlement Date” for purposes of such Section 9.4.

Prepayment:   Applicable

Prepayment Amount:

  

As specified in Schedule I; Seller and Issuer hereby agree that,
notwithstanding anything to the contrary herein or in the Agreement, in
the event that (a) an Early Termination Date (whether as a result of an
Event of Default or a Termination Event) occurs or is designated with
respect to any Transaction and, as a result, Issuer owes to Seller an amount
calculated under Section 6(d) and 6(e) of the Agreement (calculated as if
the Transactions being terminated on such Early Termination Date were
the sole Transactions under the Agreement) or (b) Issuer owes to Seller,
pursuant to Sections 12.2, 12.3, 12.6, 12.7, or 12.9 of the Equity
Definitions, an amount calculated under Section 12.8 of the Equity
Definitions, such amount shall be deemed to be zero.

Prepayment Date:
  

One Exchange Business Day following the Trade Date. On the
Prepayment Date, Buyer shall pay to Seller the Prepayment Amount.

Exchange:   NASDAQ GS

Related Exchange:
  

The primary U.S. exchange on which options or futures on the relevant
Shares are traded.

Market Disruption Event:
  

The definition of “Market Disruption Event” in Section 6.3(a) of the
Equity Definitions is hereby amended by
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replacing the words “at any time during the one-hour period that ends at
the relevant Valuation Time” in the third line thereof with the words “at
any time on any Observation Date during the Calculation Period or Initial
Hedge Period or” after the word “material”

  

Notwithstanding anything to the contrary in the Equity Definitions, if
any Observation Date in the Calculation Period or the Initial Hedge
Period is a Disrupted Day, the Calculation Agent shall have the option in
its reasonable discretion either (i) to determine the weighting of each
Rule 10b-18 eligible transaction in the Shares on the relevant Disrupted
Day using its commercially reasonable judgment for purposes of
calculating the Forward Price, as applicable, (ii) to elect to extend the
Calculation Period or the Initial Hedge Period by a number of
Observation Dates equal to the number of Disrupted Days during the
Calculation Period or the Initial Hedge Period; provided that the
Calculation Period shall not be extended to a date later than the Final
Share Delivery Date or (iii) to suspend the Calculation Period or the
Initial Hedge Period, as appropriate, until the circumstances giving rise to
such suspension have ceased; provided that the Calculation Period shall
not be extended to a date later than the Final Share Delivery Date, in any
case, by delivering notice in writing to Issuer of (x) the circumstances
giving rise to such Disrupted Day and (y) any such weighting, extension
or suspension as soon as reasonably practicable after the occurrence of
such Disrupted Day and, with respect to a Disrupted Day arising with
respect to any Requirements (as defined in Section 10), shall
subsequently notify Issuer on the day Seller believes that the
circumstances giving rise to such Disrupted Day have changed. For the
avoidance of doubt, if Calculation Agent elects the option described in
clause (i) above, then such Disrupted Day shall be deemed to be a Trading
Day for purposes of calculating the Forward Price or the Initial Hedge
Period Reference Price, as the case may be.

VALUATION:   

Valuation Time:   The Scheduled Closing Time on the relevant Exchange.

Valuation Date:

  

The earlier of (i) the Scheduled Valuation Date (as specified in Schedule
I) and (ii) any date after the First Acceleration Date (as specified in
Schedule I) specified by Seller to Issuer by 9:00pm EST on such date as a
Valuation Date, in each case, subject to extension in accordance with
“Market Disruption Event” above or Section 9 or Section 10 below;
provided, however, that in no event shall the Scheduled Valuation Date
be extended to a date later than the Final Share Delivery Date; provided
further, that if a Valuation Date occurs pursuant
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to clause (ii) above, then (A) the Calculation Period for this Transaction
shall be deemed to end as of the Trading Day immediately preceding the
relevant Valuation Date and (B) Seller shall specify a Valuation Date with
respect to the entire Transaction (such Valuation Date for the full
Prepayment Amount, the “Acceleration Date”).

  
On a Valuation Date, Calculation Agent shall calculate the Settlement
Amount.

Final Share Delivery Date:
  

As specified in Schedule I; provided that such date shall be extended by
one Trading Day for each Trading Day during a Regulation M Event.

SETTLEMENT TERMS:   

Physical Settlement:   Applicable.

  

On the Settlement Date, Seller shall deliver to Buyer a number of Shares
equal to (a) (i) the Prepayment Amount divided by (ii) the Forward Price
as determined on the Valuation Date, minus (b) the Initial Shares, rounded
to the nearest whole number of Shares (such number of Shares, the
“Settlement Amount”); provided that the number of Shares to be
delivered under Physical Settlement shall not be less than the Minimum
Shares and not greater than the Maximum Shares.

Settlement Currency:   USD

Settlement Date:

  

Three Exchange Business Days after the Valuation Date, or if such date is
not a Clearance System Business Day or if there is a Settlement
Disruption Event on such day, the immediately succeeding Clearance
System Business Day on which there is no Settlement Disruption Event.

Minimum Shares:
  

To be determined as specified in Schedule I, the final number for which
shall be specified to the Issuer in the Trade Notification.

Maximum Shares:
  

To be determined as specified in Schedule I, the final number for which
shall be specified to the Issuer in the Trade Notification.

SHARE ADJUSTMENTS:   

Potential Adjustment Event:

  

Notwithstanding anything to the contrary in Section 11.2(e) of the Equity
Definitions, an Extraordinary Dividend shall not constitute a Potential
Adjustment Event. The parties agree that any open market Share
repurchases by the Issuer at prevailing prices, repurchases of Shares by the
Issuer pursuant to the Issuer’s stock repurchase plans or Compensatory
Plans (as defined below) or accelerated share repurchases, including any
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Transactions, forward contracts or similar transactions on customary terms
(including, without limitation, any discount to average VWAP prices),
shall not be considered Potential Adjustment Events.

Extraordinary Dividend:

  

Any dividend or distribution on the Shares with an ex-dividend date
occurring during the period from and including the Trade Date to and
including the Valuation Date (other than any dividend or distribution of
the type described in Section 11.2(e)(i) or Section 11.2(e)(ii)(A) or (B) of
the Equity Definitions) (a “Dividend”) that is either (i) a non-regularly
scheduled Dividend or (ii) the amount or value of which (as determined
by the Calculation Agent) exceeds the Ordinary Dividend Amount.

Ordinary Dividend Amount:   For any calendar quarter, USD $0.00

Method of Adjustment:

  

Calculation Agent Adjustment; provided that if Seller suspends trading in
the Shares for all or any portion of a Trading Day within the Calculation
Period, the suspension shall be treated as a Potential Adjustment Event
subject to Calculation Agent Adjustment. In the case of a suspension
pursuant to Section 10, the Calculation Agent shall make such
adjustments prior to the period of suspension, if it is practical to do so.
Otherwise, and in all cases of a suspension as contemplated under
“Market Disruption Event” above, the Calculation Agent shall, in a
reasonable fashion, make such adjustments promptly following the period
of suspension.

EXTRAORDINARY EVENTS:   

Consequences of Merger Events:   

Share-for-Share:   Modified Calculation Agent Adjustment

Share-for-Other:

  

Cancellation and Payment on that portion of the Other Consideration that
consists of cash; Modified Calculation Agent Adjustment on the
remainder of the Other Consideration

Share-for-Combined:   Modified Calculation Agent Adjustment

Tender Offer:
  

Applicable; provided that 12.1(d) of the Equity Definitions shall be
amended by replacing the “10%” in the third line thereof with “20%.”

Consequences of Tender Offers:   

Share-for-Share:   Modified Calculation Agent Adjustment

Share-for-Other:   Modified Calculation Agent Adjustment
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Share-for-Combined:   Modified Calculation Agent Adjustment

For purposes of this Transaction, the definition of Merger Date in Section 12.1(c) shall be amended to read, “Merger Date shall mean the Announcement
Date.” For purposes of this Transaction, the definition of Tender Offer Date in Section 12.1(e) shall be amended to read, “Tender Offer Date shall mean the
Announcement Date.” For purposes of the Transaction, the definition of Announcement Date in Section 12.1(l) shall be amended by replacing the words
“that leads” with the words “that, if consummated, would lead” in both clause (i) and clause (ii) thereof.

Composition of Combined Consideration:   Applicable

Nationalization, Insolvency or Delisting:   Cancellation and Payment (Calculation Agent Determination)

Additional Disruption Events:   

Change in Law:

  

Applicable; provided that Section 12.9(a)(ii) of the Equity Definitions is
hereby amended by (i) replacing the phrase “the interpretation” in the
third line thereof with the phrase “, or public announcement of, the formal
or informal interpretation” and (ii) by immediately following the word
“Transaction” in clause (X) thereof, adding the phrase “in the manner
contemplated by the Hedging Party on the Trade Date”; provided further
that the parties agree that, for the avoidance of doubt, for purposes of
Section 12.9(a)(ii) of the Equity Definitions, “any applicable law or
regulation” shall include the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010, any rules and regulations promulgated
thereunder and any similar law or regulation (such rules and regulations
referred to herein as “Dodd-Frank”) without regard to Section 739 of
Dodd-Frank or any similar legal certainty provision in any legislation
enacted, or rule or regulation promulgated and the consequences
specified in Section 12.9(b)(i) of the Equity Definitions shall apply to any
Change in Law arising from any such act, rule or regulation.

  

Failure to Deliver:   Applicable

Insolvency Filing:   Applicable

Hedging Disruption:   Applicable

Increased Cost of Hedging:   Not Applicable

Loss of Stock Borrow:   Applicable
Maximum Stock Loan Rate:   200 bps

Increased Cost of Stock Borrow:   Applicable
Initial Stock Loan Rate:   50 bps
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Determining Party:

  

For all Extraordinary Events other than Change in Law arising out of
Dodd-Frank, Seller; with respect to a Change in Law arising out of Dodd-
Frank, either the Issuer or Seller may be the Determining Party; provided
that, upon receipt of written request from Issuer, Determining Party if
Seller shall promptly (but in no event later than within seven Scheduled
Trading Days from the receipt of such request) provide the other party
with a written explanation describing in reasonable detail any
determination made by it (including any quotations, market data or
information from internal sources used in making such determinations,
but without disclosing the Seller’s proprietary models).

Hedging Party:   For all Additional Disruption Events, Seller

Non-Reliance:   Applicable

AGREEMENTS AND ACKNOWLEDGMENTS:   

Regarding Hedging Activities:   Applicable

Additional Acknowledgments:   Applicable

3.  Calculation Agent:

  

Seller; provided that upon receipt of written request from Issuer,
Calculation Agent shall promptly (but in no event later than within seven
Scheduled Trading Days from the receipt of such request) provide Issuer
with a written explanation describing in reasonable detail any
determination made by it (including any quotations, market data or
information from internal sources used in making such calculations,
adjustments or determinations, but without disclosing Seller’s proprietary
models). All determinations made by the Calculation Agent shall be made
in good faith and in a commercially reasonable manner.

4.  Account Details:

  

Wells Fargo Payment Instructions:
Wells Fargo Bank, N.A.
For A/C: WFB Equity Derivatives
Internal A/C # 01020300064228
ABA: 121-000-248

5.        (a) Nationalization, Insolvency or Delisting. The words “the Transaction will be cancelled,” in the first line of Section 12.6(c)(ii) are replaced with the
words “Seller will have the right to cancel this Transaction,”

  (b) Additional Termination Event. The declaration of any Extraordinary Dividend by Issuer during the period from and including the Trade Date to
but excluding the final Valuation Date shall constitute an Additional Termination Event with this Transaction as the only “Affected Transaction” and Issuer
as the sole “Affected Party”.
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(c) For the avoidance of doubt, this Transaction shall be deemed to be a “Share Forward Transaction” for purposes of the Equity Definitions; provided,
however, that in Section 9.2(a)(iii) of the Equity Definitions the words “the Excess Dividend Amount, if any, and” shall be deleted.

6.  Certain Payments and Deliveries by Seller. Notwithstanding anything to the contrary herein, or in the Equity Definitions, if at any time (i) an Early
Termination Date occurs and Seller would be required to make a payment pursuant to Sections 6(d) and 6(e) of the Agreement, (ii) a Tender Offer occurs and
Seller would be required to make a payment pursuant to Sections 12.3 and 12.7 of the Equity Definitions, (iii) a Merger Event occurs and Seller would be
required to make a payment pursuant to Sections 12.2 and 12.7 of the Equity Definitions (iv) an Additional Disruption Event occurs and Seller would be
required to make a payment pursuant to Sections 12.8 and 12.9 of the Equity Definitions or (v) a Nationalization, Insolvency or Delisting occurs and Seller
would be required to make a payment pursuant to Sections 12.6 and 12.7 of the Equity Definitions, then Issuer shall have the option to require Seller to make
such payment in cash or to settle such payment amount in Shares (or, in the case of a Merger Event, a number of units, each comprising the number or amount
of the securities or property that a hypothetical holder of one Share would receive in such Merger Event (each such unit, an “Alternative Delivery Unit” and,
the securities or property comprising such unit, “Alternative Delivery Property”)) (any such payment described in Sections 6(i), (ii), (iii), (iv) or (v) above, an
“Seller Payment Amount”). If Issuer elects for Seller to settle an Seller Payment Amount in Shares or Alternative Delivery Property, then on the date such
Seller Payment Amount is due, a Settlement Balance shall be established with an initial balance equal to the Seller Payment Amount. On such date, Seller
shall commence purchasing Shares or Alternative Delivery Property for delivery to Issuer. At the end of each Trading Day on which Seller purchases Shares or
Alternative Delivery Property pursuant to this Section 6, Seller shall reduce the Settlement Balance by the amount, determined in a good faith and
commercially reasonable manner, paid by Seller to purchase the Shares or Alternative Delivery Property purchased on such Trading Day. Seller shall deliver
any Shares or Alternative Delivery Property purchased on a Trading Day to Issuer on the third Exchange Business Day following the relevant Trading Day.
Seller shall continue purchasing Shares or Alternative Delivery Property until the Settlement Balance has been reduced to zero.

7.  Reserved.

8.  Reserved.

9.  Special Provisions for Merger Events. Notwithstanding anything to the contrary herein or in the Equity Definitions, to the extent that an Announcement
Date for a potential Merger Transaction occurs during the term of this Transaction and such Announcement Date does not cause this Transaction to terminate
in whole under the provisions of “Extraordinary Event” in paragraph 2 above:

(a) As soon as practicable following the public announcement of such potential Merger Transaction, Issuer shall provide Seller with written notice of
such announcement;

(b) Promptly after request from Seller, Issuer shall provide Seller with written notice specifying (i) Issuer’s average daily Rule 10b-18 Purchases (as
defined in Rule 10b-18) during the three full calendar months immediately preceding the Announcement Date that were not effected through Seller or its
affiliates and (ii) the number of Shares purchased pursuant to the block purchase proviso in Rule 10b-18(b)(4) under the Securities Exchange Act of 1934, as
amended (the “Exchange Act”) for the three full calendar months preceding the Announcement Date. Such written notice shall be deemed to be a certification
by Issuer to Seller that such information is true and correct in all material respects. Issuer understands that Seller will use this information in calculating the
trading volume for purposes of Rule 10b-18; and

(c) Seller in its reasonable discretion may extend the Calculation Period to account for any reduction in the number of Shares that could be purchased
on each day during the Calculation Period in compliance with Rule 10b-18 following the Announcement Date.
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“Merger Transaction” means any merger, acquisition or similar transaction involving a recapitalization of Issuer as contemplated by Rule 10b-18(a)
(13)(iv) under the Exchange Act.

10.  Seller Adjustments. In the event that Seller reasonably determines that it is appropriate with regard to any legal, regulatory or self-regulatory
requirements or related policies and procedures (whether or not such requirements, policies or procedures are imposed by law or have been voluntarily
adopted by Seller, and including, without limitation, Rule 10b-18, Rule 10b-5, Regulation 13D-G and Regulation 14E, “Requirements”), for Seller to refrain
from purchasing Shares or to purchase fewer than the number of Shares Seller would otherwise purchase on any Trading Day during the duration of this
Transaction, then Seller may, in its reasonable discretion, elect that the Initial Hedge Period or the Calculation Period, as the case may be, be suspended and,
if appropriate, extended with regard to any Requirements; provided that in no event shall the Initial Hedge Period or Calculation Period be extended to a date
later than the Final Share Delivery Date. Seller shall notify the Issuer upon the exercise of Seller’s rights pursuant to this Section 10 and shall subsequently
notify the Issuer on the day Seller believes that the circumstances giving rise to such exercise have changed. If the Initial Hedge Period or the Calculation
Period is suspended pursuant to this Section 10, at the end of such suspension Seller shall determine the number of Trading Days remaining in the
Calculation Period, as appropriate, and the terms of this Transaction shall be adjusted as set forth above under “Method of Adjustment.”
 
11.  Covenants.

(a)    The Buyer covenants and agrees:

(i) that during the term of this Agreement, neither it nor any of its “affiliated purchasers” (as such term is defined in Rule 10b-18 under the
Exchange Act (“Rule 10b-18”) shall directly or indirectly (which shall be deemed to include the writing or purchase of any cash-settled derivative
instrument) purchase Shares (or any security convertible into or exchangeable for Shares) without the prior written approval of Seller or take any other action
that would cause the purchase by Seller of any Shares in connection with this Agreement not to comply with Rule 10b-18 under the Exchange Act (assuming
for the purposes of this paragraph that such Rule were otherwise applicable to such purchases), except through Seller or except in the event that after the
Initial Hedge Completion Date, the price of the Shares is less than the Forward Floor Price, the Issuer may purchase Shares in an amount to be agreed with
Seller in the open market on such Exchange Business Day through Seller and Issuer’s agent pursuant to customary open market agency repurchase
documentation reasonably acceptable to both parties;

(ii) that it shall report the Transaction to the extent required under the Exchange Act and the rules and regulations thereunder;

(iii) that as of the Trade Date, the Issuer is in compliance with its reporting obligations under the Exchange Act;

(iv) that it is not relying, and has not relied, upon Seller or any of its representatives or advisors with respect to the legal, accounting, tax or other
implications of this Agreement and that it has conducted its own analyses of the legal, accounting, tax and other implications of this Agreement, and that
Seller and its affiliates may from time to time effect transactions for their own account or the account of customers and hold positions in securities or options
on securities of the Buyer and that Seller and its affiliates may continue to conduct such transactions during the term of this Agreement; and

(v) that the Shares are not, and Issuer will not cause the Shares to be, subject to a “restricted period” (as defined in Regulation M promulgated
under the Exchange Act) at any time during the Regulation M Period (as defined below) unless Issuer has provided written notice to Seller of such restricted
period not later than the Scheduled Trading Day immediately preceding the first day of such “restricted period” (such event, a “Regulation M Event”); Issuer
acknowledges that any such notice may cause an adjustment event to occur pursuant to Section 10; accordingly, Issuer acknowledges that its delivery of
such notice must comply with the
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standards set forth in Section 20; provided, however, that Issuer may only declare up to 3 Regulation M Events during the Regulation M Period. “Regulation
M Period” means, the period commencing on the first day of the Initial Hedge Period and ending on the earliest of (i) the Scheduled Valuation Date, (ii) the
third Exchange Business Day immediately following the last day of the Calculation Period, or such earlier day as elected by Seller and notified to Issuer (or,
if later, the First Acceleration Date), and (iii) in the event Section 6 applies to a Transaction, and Issuer elects to require Seller to deliver Shares or Alternative
Delivery Property pursuant to such Section 6, the date reasonably determined by the Calculation Agent and notified to Issuer;

provided that this Section 11(a) shall not (i) limit the Buyer’s ability, pursuant to its employee incentive plan or dividend reinvestment program, to re-acquire
Shares in connection with the related equity transactions, (ii) limit Buyer’s ability to withhold shares to cover tax liabilities associated with such equity
transactions or (iii) limit Buyer’s ability to grant stock and options to “affiliated purchasers” (as defined in Rule 10b-18) or the ability of such affiliated
purchasers to acquire such stock or options, in connection with the Buyer’s compensation policies for directors, officers and employees or any agreements
with respect to the compensation of directors, officers or employees of any entities that are acquisition targets of Issuer, and in connection with any such
purchase Buyer will be deemed to represent to Seller that such purchase does not constitute a “Rule 10b-18 Purchase” (as defined in Rule 10b-18) (any such
incentive or compensatory plan, program or policy of Issuer, a “Compensatory Plan”).

(b) During the Initial Hedge Period, Seller will use commercially reasonable efforts to purchase Shares to establish its initial hedge position in
compliance with the limitations set forth in clauses (b)(2), (b)(3), (b)(4) and (c) of Rule 10b-18 under the Exchange Act, as if such rule could be applied to
such purchases.
 
12.  Representations,Warranties and Acknowledgments.

(a) The Buyer hereby represents and warrants to Seller that:

(i) as of the date hereof, the Buyer (A) is not in possession of any material, non-public information with respect to the Buyer or any of its
securities, and is entering into this Agreement in good faith and not as part of a plan or scheme to evade the prohibitions of Rule 10b5-1 of the Exchange Act
and (B) agrees not to alter or deviate from the terms of this Agreement or enter into or alter a corresponding or hedging transaction or position with respect to
the Shares (including, without limitation, with respect to any securities convertible or exchangeable into the Shares) during the term of this Agreement;

(ii) the transactions contemplated by this Confirmation have been authorized under Buyer’s publicly announced program to repurchase Shares;

(iii) the Buyer is not entering into this Agreement to facilitate a distribution of the Shares (or any security convertible into or exchangeable for
Shares) or in connection with a future issuance of securities except pursuant to the Buyer’s employee benefit plans and dividend reinvestment plan or other
publicly disclosed transaction;

(iv) the Buyer is not entering into this Agreement to create actual or apparent trading activity in the Shares (or any security convertible into or
exchangeable for Shares) or to manipulate the price of the Shares (or any security convertible into or exchangeable for Shares); and

(v) the Buyer is as of the date hereof, and after giving effect to the transactions contemplated hereby will be, Solvent. As used in this paragraph,
the term “Solvent” means, with respect to a particular date, that on such date (A) the present fair market value (or present fair saleable value) of the assets of
the Buyer is not less than the total amount required to pay the liabilities of the Buyer on its total existing debts and liabilities (including contingent
liabilities) as they become absolute and matured, (B) the Buyer is able to realize upon its assets and pay its debts and other liabilities, contingent obligations
and commitments as they mature and become due in the normal course of business, (C) assuming consummation of the transactions as contemplated
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by this Agreement, the Buyer is not incurring debts or liabilities beyond its ability to pay as such debts and liabilities mature, (D) the Buyer is not engaged in
any business or transaction, and does not propose to engage in any business or transaction, for which its property would constitute unreasonably small capital
after giving due consideration to the prevailing practice in the industry in which the Buyer is engaged and (E) the Buyer is not a defendant in any civil action
that could reasonably be expected to result in a judgment that Buyer is or would become unable to satisfy.

(b) Seller and the Buyer each hereby acknowledges that any transactions by Seller in the Shares will be undertaken by Seller, as the case may be, as principal
for its own account. All of the actions to be taken by Seller in connection with this Agreement, shall be taken by Seller independently and without any
advance or subsequent consultation with the Buyer.
 
13.  Acknowledgementsof Buyer Regarding Hedging and Market Activity. Buyer acknowledges that:
 

 
(a) during the period from (and including) the Trade Date to (and including) the Settlement Date, Seller and its affiliates may buy or sell

Shares or other securities or buy or sell options or futures contracts or enter into swaps or other derivative securities in order to adjust its
hedge position with respect to the transactions contemplated by this Transaction;

 

 (b) Seller and its affiliates also may be active in the market for the Shares other than in connection with hedging activities in relation to the
transactions contemplated by this Transaction;

 

 
(c) Seller shall make its own determination as to whether, when and in what manner any hedging or market activities in the Issuer’s securities

shall be conducted and shall do so in a manner that it deems appropriate to hedge its price and market risk with respect to 10b-18 VWAP;
and

 

 (d) any market activities of Seller and its affiliates with respect to the Shares may affect the market price and volatility of the Shares, as well
as the 10b-18 VWAP, each in a manner that may be adverse to Buyer.

14.  In the event that Seller becomes involved in any capacity in any action, proceeding or investigation brought by or against any person in connection with
any matter referred to in this Agreement, to the extent that such action, proceeding or investigation results from the breach by the Buyer of any of its
representations, warranties or covenants hereunder, the Buyer will reimburse Seller for its reasonable legal and other expenses (including the cost of any
investigation and preparation) incurred in connection therewith. The Buyer also will indemnify and hold Seller harmless against any losses, claims, damages
or liabilities to which it may become subject in connection with any matter referred to in this Agreement, to the extent any such loss, claim, damage or
liability results from the breach by the Buyer of any of its representations, warranties or covenants hereunder, except to the extent that any such loss, claim,
damage or liability results from the gross negligence or bad faith of Seller in effecting the transactions which are the subject of this Agreement; provided,
however, that if it is determined by a court of competent jurisdiction in a final judgment that Seller is not entitled to be indemnified hereunder in connection
with such matter, then Seller shall reimburse the Buyer for any expenses paid pursuant to the first sentence of this Section 14. If for any reason the foregoing
indemnification is unavailable to Seller or insufficient to hold it harmless, then the Buyer shall contribute to the amount paid or payable by Seller as a result
of such loss, claim, damage or liability in such proportion as is appropriate to reflect the relative fault of the Buyer on one hand and Seller on the other hand
with respect to such loss, claim, damage, or liability and any other relevant equitable considerations. The reimbursement, indemnity and contribution
obligations of the Buyer under this Section 14 shall be in addition to any liability which the Buyer may otherwise have, shall extend upon the same terms
and conditions to any affiliate of Seller and the partners, directors, officers, agents, employees and controlling persons (if any), as the case may be, of Seller
and any such affiliate and shall be binding upon and inure to the benefit of any successors, assigns, heirs and personal representatives of the Buyer, Seller,
any such affiliate and any such person. The Buyer also agrees that neither Seller nor any of such affiliates, partners, directors, officers, agents, employees or
controlling persons shall have any liability to the
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Buyer for or in connection with any matter referred to in this Agreement except to the extent that any losses, claims, damages, liabilities or expenses incurred
by the Buyer result from the gross negligence or bad faith of Seller in effecting the transactions that are the subject of this Agreement. The foregoing
provisions shall survive any termination or completion of this Agreement. For the purposes of this Section 14, the term “Seller” shall include Seller and its
affiliates. The foregoing reimbursement, indemnity and contribution obligations of the Buyer shall be paid promptly in cash.

15.  The parties hereto agree and acknowledge that Seller is a “financial participant” within the meaning of Section 101(22A) of Title 11 of the United States
Code (the “Bankruptcy Code”). The parties hereto further agree and acknowledge that the Transaction is (i) a “securities contract” as such term is defined in
Section 741(7) of the Bankruptcy Code, in which case each payment and delivery made pursuant to the Transaction is a “termination value,” “payment
amount” or “other transfer obligation” within the meaning of Section 362 of the Bankruptcy Code and a “settlement payment,” within the meaning of
Section 546 of the Bankruptcy Code and a “transfer,” as such term is defined in Section 101(54) of the Bankruptcy Code and (ii) a “swap agreement,” as such
term is defined in Section 101(53B) of the Bankruptcy Code, with respect to which each payment and delivery hereunder or in connection herewith is a
“termination value,” “payment amount” or “other transfer obligation” within the meaning of Section 362 of the Bankruptcy Code, and a “transfer,” as such
term is defined in Section 101(54) of the Bankruptcy Code, and that Seller is entitled to the protections afforded by, among other sections, Sections 362(b)
(6), 362(b)(17), 362(o), 546(e), 546(g), 548(d)(2), 555, 560 and 561 of 546(g) and 560 of the Bankruptcy Code.

16.  Seller and Issuer hereby agree and acknowledge that Seller has authorized the Issuer and each of its employees, representatives and other agents to
disclose this Transaction, including the tax treatment and tax structure thereof and all materials relating thereto, to any and all persons, and there are no
express or implied agreements, arrangements or understandings to the contrary, and authorizes the Issuer to use any information that the Issuer receives or has
received with respect to this Transaction in any manner.
 

17.  Treatmentin Bankruptcy; No Setoff; No Collateral.

(a) In the event the Buyer becomes the subject of proceedings (“Bankruptcy Proceedings”) under the U.S. Bankruptcy Code or any other applicable
bankruptcy or insolvency statute from time to time in effect, any rights or claims of Seller hereunder in respect of this transaction shall rank for all purposes
no higher than, but on a parity with, the rights or claims of holders of Shares, and Seller hereby agrees that its rights and claims hereunder shall be
subordinated to those of all parties with claims or rights against the Buyer (other than common stockholders) to the extent necessary to assure such ranking.
Without limiting the generality of the foregoing, after the commencement of Bankruptcy Proceedings, the claims of Seller hereunder shall for all purposes
have rights equivalent to the rights of a holder of a percentage of the Shares equal to the aggregate amount of such claims (the “Claim Amount”) taken as a
percentage of the sum of (i) the Claim Amount and (ii) the aggregate fair market value of all outstanding Shares on the record date for distributions made to
the holders of such Shares in the related Bankruptcy Proceedings. Notwithstanding any right it might otherwise have to assert a higher priority claim in any
such Bankruptcy Proceedings, Seller shall be entitled to receive a distribution solely to the extent and only in the form that a holder of such percentage of the
Shares would be entitled to receive in such Bankruptcy Proceedings, and, from and after the commencement of such Bankruptcy Proceedings, Seller
expressly waives (i) any other rights or distributions to which it might otherwise be entitled in such Bankruptcy Proceedings in respect of its rights and claims
hereunder and (ii) any rights of setoff it might otherwise be entitled to assert in respect of such rights and claims. Section 6(f) of the Agreement is hereby
deleted.

(b) Notwithstanding any provision of this Agreement or any other agreement between the parties to the contrary, neither the obligations of the Buyer
nor the obligations of Seller hereunder are secured by any collateral, security interest, pledge or lien.
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18.  Reserved.

19.  Account Details:
 
      Account for Payments to Seller:
 
      Account for Payments to Issuer:  

To be provided separately by Seller
 
To be provided by Issuer  

20.  10b5-1 Plan.  Issuer and Seller each represent, warrant and covenant that:

(a)    The Issuer is entering into this Confirmation and each Transaction hereunder in good faith and not as part of a plan or scheme to evade the
prohibitions of Rule 10b5-1 under the Exchange Act (“Rule 10b5-1”) or any other antifraud or anti-manipulation provisions of the federal or applicable state
securities laws and, with respect to Issuer, that it has not entered into or altered and will not enter into or alter any corresponding or hedging transaction or
position with respect to the Shares. The Issuer acknowledges that it is the intent of the parties that each Transaction entered into under this Confirmation
comply with the requirements of paragraphs (c)(1)(i)(A) and (B) of Rule 10b5-1 and each Transaction entered into under this Confirmation shall be
interpreted to comply with the requirements of Rule 10b5-1(c).

(b)    Issuer will not seek to control or influence Seller’s decision to make any “purchases or sales” (within the meaning of Rule 10b5-1(c)(1)(i)(B)(3))
under any Transaction entered into under this Confirmation, including, without limitation, Seller’s decision to enter into any hedging transactions. Issuer
represents and warrants that it has consulted with its own advisors as to the legal aspects of its adoption and implementation of this Confirmation and each
Trade Notification under Rule 10b5-1.

(c)    Each of Seller and Issuer acknowledges and agrees that any amendment, modification, waiver or termination of this Confirmation or Trade
Notification must be effected in accordance with the requirements for the amendment or termination of a “plan” as defined in Rule 10b5-1(c). Without
limiting the generality of the foregoing, any such amendment, modification, waiver or termination shall be made in good faith and not as part of a plan or
scheme to evade the prohibitions of Rule 10b-5, and no such amendment, modification or waiver shall be made at any time at which Issuer or any officer,
director, manager or similar person of Issuer is aware of any material non-public information regarding Issuer or the Shares.
21.  Governing law: The laws of the State of New York.

EACH PARTY HEREBY IRREVOCABLY WAIVES ANY AND ALL RIGHTS TO TRIAL BY JURY WITH RESPECT TO ANY LEGAL
PROCEEDINGS ARISING OUT OF OR RELATING TO THIS CONFIRMATION OR ANY TRANSACTION CONTEMPLATED HEREBY.

22.  Terms relating to the Agent.

(a) The Agent is registered as a broker-dealer with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority (FINRA), is
acting hereunder for and on behalf of Wells Fargo solely in its capacity as agent for Wells Fargo pursuant to instructions from Wells Fargo, and is not and will
not be acting as the Issuer’s agent, broker, advisor or fiduciary in any respect under or in connection with the Transaction.

(b) In addition to acting as Wells Fargo’s agent in executing this Transaction, the Agent is authorized from time to time to give written payment and/or
delivery instructions to the Issuer directing it to make its payments and/or deliveries under this Transaction to an account of the Agent for remittance to Wells
Fargo (or its designee), and for that purpose any such payment or delivery by the Issuer to the Agent shall be treated as a payment or delivery to Wells Fargo.
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(c) Except as otherwise provided herein, any and all notices, demands, or communications of any kind transmitted in writing by either Wells Fargo or the
Issuer under or in connection with this Transaction will be transmitted exclusively by such party to the other party through the Agent at the following
address:

Wells Fargo Securities, LLC
201 South College Street, 6th Floor
Charlotte, NC 28288-0601
Facsimile No.: (704) 383-8425
Telephone No.: (704) 715-8086
Attention: Equity Derivatives

(d) The Agent shall have no responsibility or liability to Wells Fargo or the Issuer for or arising from (i) any failure by either Wells Fargo or the Issuer to
perform any of their respective obligations under or in connection with this Transaction, (ii) the collection or enforcement of any such obligations, or (iii) the
exercise of any of the rights and remedies of either Wells Fargo or the Issuer under or in connection with this Transaction. Each of Wells Fargo and the Issuer
agrees to proceed solely against the other to collect or enforce any such obligations, and the Agent shall have no liability in respect of this Transaction
except for its gross negligence or willful misconduct in performing its duties as the agent of Wells Fargo.

(e) Upon written request, the Agent will furnish to Wells Fargo and the Issuer the date and time of the execution of this Transaction and a statement as to the
source and amount of any remuneration received or to be received by the Agent in connection with this Transaction.
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Please confirm that the foregoing correctly sets forth the terms of our agreement by executing this Confirmation and returning it to Wells Fargo by facsimile
at 212-214-5913 (Attention: Derivatives Structuring Group).

Confirmed as of the date first written above:

WELLS FARGO SECURITIES, LLC,
acting solely in its capacity as Agent
of Wells Fargo Bank, National Association   

WELLS FARGO BANK, NATIONAL ASSOCIATION
By: Wells Fargo Securities, LLC,
acting solely in its capacity as its Agent

By: /s/ Cathleen Burke   By: /s/ Cathleen Burke
Name:  Cathleen Burke   Name:  Cathleen Burke
Title:    Managing Director   Title:    Managing Director

NetApp, Inc.   

By: /s/ Steven J. Gomo    
Name:  Steven J. Gomo    
Title:    CFO    
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Schedule I

This Schedule I, dated August 19, 2011 may be amended and/or superseded from time to time by mutual agreement of both parties. For the purposes of this
Transaction, the following terms shall have the following values/meanings:
 
1. The Forward Cap Price equals 105.4% of the Initial Hedge Period Reference Price.
 
2. The Forward Floor Price equals 90% of the Initial Hedge Period Reference Price.
 
3. The Minimum Shares equals the Prepayment Amount divided by the Forward Cap Price, as set forth in the related Trade Notification.
 
4. The Maximum Shares equals the Prepayment Amount divided by the Forward Floor Price, as set forth in the related Trade Notification.
 
5. The Prepayment Amount equals USD 400,000,000.
 
6. The Scheduled Valuation Date shall mean the 60  Observation Date following the Initial Hedge Completion Date.
 
7. The Final Share Delivery Date shall be December 30, 2011.
 
8. The First Acceleration Date shall mean the 20  Observation Date following the Initial Hedge Completion Date; provided that under any circumstances

where the Calculation Period is extended, the First Acceleration Date shall be postponed by an equal number of Observation Dates.
 
9. Observation Dates: Each Scheduled Trading Day after the Trade Date.

th

th
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AGREED AND ACKNOWLEDGED (as of the date listed above)

WELLS FARGO SECURITIES, LLC,
acting solely in its capacity as Agent
of Wells Fargo Bank, National Association   

WELLS FARGO BANK, NATIONAL ASSOCIATION
By: Wells Fargo Securities, LLC,
acting solely in its capacity as its Agent

By: /s/ Cathleen Burke   By: /s/ Cathleen Burke
Name:  Cathleen Burke   Name:  Cathleen Burke
Title:    Managing Director   Title:    Managing Director

NetApp, Inc.   

/s/ Steven J. Gomo    
Name:  Steven J. Gomo    
Title:    CFO    
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Schedule II

TRADE NOTIFICATION
 
To:

 

NetApp, Inc.
495 East Java Drive
Sunnyvale, California 94089       

From:
 

Wells Fargo Securities, LLC (“Agent”)
solely as agent of Wells Fargo Bank, National Association    

Subject:  Collared Accelerated Share Repurchase Transaction     

Ref. No:  [Insert Reference No.]     

Date:  [Insert Date]     
  

The purpose of this Trade Notification is to notify you of certain terms in the Transaction entered into between Wells Fargo Bank, National Association
(“Seller”) and NetApp, Inc. (“Issuer”) (together, the “Contracting Parties”) bearing the trade reference number set forth above.

This Trade Notification supplements, forms part of, and is subject to the Confirmation dated as of August 19, 2011 (the “Confirmation”) between the
Contracting Parties, as amended and supplemented from time to time.

Initial Hedge Completion Date:   [        ]   

Initial Hedge Period Reference Price:   USD [        ]   

Minimum Shares:   [        ]   

Maximum Shares:   [        ]   

Yours sincerely,

WELLS FARGO SECURITIES, LLC,
acting solely in its capacity as Agent
of Wells Fargo Bank, National Association   

WELLS FARGO BANK, NATIONAL ASSOCIATION
By: Wells Fargo Securities, LLC,
acting solely in its capacity as its Agent

By:     By:   

Name:   Name:
Title:   Title:



Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302(a)

OF THE SARBANES-OXLEY ACT OF 2002
I, Thomas Georgens, certify that:

1) I have reviewed this Quarterly Report on Form 10-Q of NetApp, Inc.;

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3) Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4) The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5) The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

 
/s/ THOMAS GEORGENS
Thomas Georgens
Chief Executive Officer, President and Director,
(Principal Executive Officer and Principal Operating Officer)

Dated: December 5, 2011



Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302(a)

OF THE SARBANES-OXLEY ACT OF 2002
I, Steven J. Gomo, certify that:

1) I have reviewed this Quarterly Report on Form 10-Q of NetApp, Inc.;

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3) Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4) The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5) The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

 
/s/ STEVEN J. GOMO
Steven J. Gomo
Executive Vice President of Finance and Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)

Dated: December 5, 2011



Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas Georgens, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the
Quarterly Report of NetApp, Inc., on Form 10-Q for the quarterly period ended October 28, 2011 fully complies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended, and that information contained in such Quarterly Report on Form 10-Q fairly presents in all
material respects the financial condition and results of operations of NetApp, Inc.
 

/s/ THOMAS GEORGENS
Thomas Georgens
Chief Executive Officer, President and Director,
(Principal Executive Officer and Principal Operating Officer)

Dated: December 5, 2011



Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven J. Gomo, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the
Quarterly Report of NetApp, Inc., on Form 10-Q for the quarterly period ended October 28, 2011 fully complies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended, and that information contained in such Quarterly Report on Form 10-Q fairly presents in all
material respects the financial condition and results of operations of NetApp, Inc.
 

 /s/ STEVEN J. GOMO
 Steven J. Gomo
 Executive Vice President of Finance and Chief Financial Officer
 (Principal Financial Officer and Principal Accounting Officer)

Dated: December 5, 2011
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