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Item 2.02     Results of Operations and Financial Condition.

On May 25, 2011, NetApp, Inc. (“NetApp” or the “Company”) issued a press release and supplemental commentary reporting financial results for the fourth
quarter and year ended April 29, 2011.  The press release and supplemental commentary are furnished herewith as Exhibit 99.1 and Exhibit 99.2,
respectively, and are incorporated herein by reference.
 
These exhibits shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or
incorporated by reference in any filing under the Securities Act of 1933, as amended, or the Exchange Act, except as shall be expressly set forth by specific
reference in such a filing.
 

Non-GAAP Financial Measures
 
To supplement NetApp’s condensed consolidated  financial statement information presented on a GAAP basis, the press release and supplemental
commentary furnished herewith as Exhibit 99.1 and Exhibit 99.2, respectively, provide investors with certain non-GAAP measures, including, but not limited
to, historical non-GAAP operating results and net income and historical and future non-GAAP net income per diluted share. For purposes of internal
planning, performance measurement and resource allocation, NetApp’s management uses non-GAAP measures of net income that exclude: (a) amortization of
intangible assets, (b) stock-based compensation expenses, (c) acquisition related income and expenses, (d) restructuring and other charges, (e) asset
impairments, (f) non-cash interest expense associated with our convertible debt, (g) net losses or gains on investments, and (h) our GAAP tax provision, but
includes a non-GAAP tax provision based upon our projected annual non-GAAP effective tax rate for the first three quarters of the fiscal year and an actual
non-GAAP tax provision for the fourth quarter of the fiscal year. NetApp’s management uses these non-GAAP measures in making operating decisions
because it believes the measurements provide meaningful supplemental information regarding NetApp’s ongoing operational performance. These non-GAAP
financial measures are used to: (1) measure company performance against historical results, (2) facilitate comparisons to our competitors’ operating results,
and (3) allow greater transparency with respect to information used by management in financial and operational decision making. In addition, these non-
GAAP financial measures are used to measure company performance for the purposes of determining employee incentive plan compensation.
 
As described above, NetApp excludes the following items from its non-GAAP measures:

A. Amortization of intangible assets. NetApp records amortization of intangible assets that were acquired in connection with its business
combinations. The amortization of intangible assets varies depending on the level of acquisition activity. Management finds it useful to exclude these
charges to assess the appropriate level of various operating expenses to assist in budgeting, planning and forecasting future periods and in measuring
operational performance.
 

B. Stock-based compensation expenses.  NetApp excludes stock-based compensation expenses from its non-GAAP measures primarily
because they are non-cash expenses. While management views stock-based compensation as a key element of our employee retention and long-term
incentives, we do not view it as an expense to be used in evaluating operational performance in any given period. In addition, the valuation of stock-based
awards and associated expense are based on factors and assumptions that management believes are, in large part, outside of management’s control.

 C. Acquisition related income and expense.  NetApp excludes acquisition related income and expenses, including (a) merger termination
proceeds, (b) due diligence, legal and other one-time integration charges, and (c) the impact of inventory step-ups, from its non-GAAP measures primarily
because they are not related to our on-going business or cost base and, therefore, cannot be relied upon for future planning and forecasting.
  

 D. Restructuring and other charges. These charges include restructuring charges that are incurred based on the particular facts and
circumstances of restructuring decisions, including employment and contractual settlement terms, and other related charges, and can vary in size and
frequency. These items are not ordinarily included in our annual operating plan and related budget due to the unpredictability of the timing and size of these
events. We therefore exclude them in our assessment of operational performance.

E. Asset impairments. These are non-cash charges to write down assets when there is an indication that the asset has become impaired, or assets
from acquisitions that NetApp does not intend to use in its ongoing business. Management finds it useful to exclude these non-cash charges due to the
unpredictability of these events in its assessment of operational performance.

F. Non-cash interest expense.  These are non-cash charges from the amortization of debt discount and issuance costs.  Management does not
believe that these charges reflect the underlying performance of our business.

G. Net losses or gains. These include realized gains and losses on and other-than-temporary impairments of our investments related to
significant investment impairments or liquidation events.  Management believes that these gains and losses do not reflect the results of our underlying, on-
going businesses and, therefore, finds it useful to exclude them in assessing our performance.
 
 

 



 

 
H. Income tax effects. NetApp excludes its GAAP tax provision, including discrete items, from its non-GAAP measure of  net income, but

includes a non-GAAP tax provision based upon its projected annual non-GAAP effective tax rate for the first three quarters of the fiscal year and an actual
non-GAAP tax provision for the fourth quarter of the fiscal year. Management believes the use of a non-GAAP tax provision provides a more meaningful
measure of the company’s operational performance in any given period.

There are limitations in using non-GAAP financial measures because the non-GAAP financial measures are not prepared in accordance with generally
accepted accounting principles and may be different from non-GAAP financial measures used by other companies. In addition, the non-GAAP financial
measures are limited in value because they exclude certain items that may have a material impact upon our reported financial results. Management
compensates for these limitations by analyzing current and future results on a GAAP basis as well as a non-GAAP basis and also by providing GAAP measures
in our earnings release and prepared remarks. The presentation of non-GAAP financial information is not meant to be considered in isolation or as a substitute
for the directly comparable financial measures prepared in accordance with generally accepted accounting principles in the United States. The non-GAAP
financial measures are meant to supplement, and be viewed in conjunction with, GAAP financial measures. Investors should review the information regarding
non-GAAP financial measures provided in our press release and prepared remarks.

Adoption of New Accounting Standards
In the fourth quarter of fiscal year 2011, NetApp adopted Accounting Standards Update (“ASU”) No. 2009-13, and ASU No. 2009-14 related to revenue
recognition for transactions originating or materially modified in fiscal year 2011. These accounting standards generally result in earlier revenue recognition
than under previous standards for certain deliverables in multiple-element arrangements. We implemented these standards retrospectively to the beginning of
fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the adoption of these new
standards.
 
 
 
Item 9.01     Financial Statements and Exhibits.
 
 
(d) Exhibits.
 
Exhibit Description
99.1 Press release, dated May 25, 2011, reporting earnings for the fiscal quarter and year ended April 29, 2011.
99.2 Supplemental Commentary, dated May 25, 2011.
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Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.
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  (Registrant)
 
 
 
May 25, 2011 By: /s/ Matthew K. Fawcett                
  Matthew K. Fawcett
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Exhibit Description
99.1 Press release, dated May 25, 2011, reporting earnings for the fiscal quarter and year ended April 29, 2011.

 
99.2 Supplemental Commentary, dated May 25, 2011.



Exhibit 99.1 PRESS RELEASE
 
 

NETAPP ANNOUNCES RESULTS FOR FOURTH QUARTER AND FISCAL YEAR 2011
 

Company Reports Q4 FY’11 Revenues of $1.428 Billion; Fiscal Year Revenues of $5.123 Billion

Sunnyvale, Calif.—May 25, 2011—NetApp (NASDAQ: NTAP) today reported results for the fourth quarter and fiscal year 2011, which
ended April 29, 2011. Revenues for the fourth quarter of fiscal year 2011 totaled $1.428 billion compared to revenues of $1.172 billion for the same
period one year ago.

For the fourth quarter of fiscal year 2011, GAAP net income was $160.6 million, or $0.40 per share1 compared to GAAP net income of
$145.1 million, or $0.40 per share for the same period a year ago. Non-GAAP net income for the fourth quarter of fiscal year 2011 was $236.7
million, or $0.59 per share2, compared to non-GAAP net income of $183.1 million, or $0.50 per share for the same period a year ago.

Revenues for fiscal year 2011 totaled $5.123 billion compared to revenues of $3.931 billion for fiscal year 2010. GAAP net income for
fiscal year 2011 was $673.1 million, or $1.71 per share, compared to GAAP net income of $400.4 million, or $1.13 per share for fiscal year 2010.
Non-GAAP net income for fiscal year 2011 totaled $865.7 million, or $2.20 per share, compared to non-GAAP net income of $533.0 million, or
$1.51 per share for fiscal year 2010.

“NetApp delivered 30% revenue growth, 38% growth in cash from operations and over $1B in non-GAAP operating profit during fiscal
2011. We achieved the largest market share gains in our history and closed a record number of million dollar deals, demonstrating our momentum in
the market as enterprise customers increasingly choose NetApp as their vendor of choice for storage virtualization and cloud deployments,” said
Tom Georgens, president and CEO. “Together with our partners we create unmatched IT efficiency and flexibility with innovative solutions that
solve the biggest and hardest problems in accessing and protecting business-critical information.”

In the fourth quarter of fiscal year 2011, NetApp adopted mandatory new accounting standards related to revenue recognition for
transactions originating or materially modified in fiscal year 2011. We implemented these standards retrospectively to the beginning of fiscal year
2011; therefore the full year and previously reported quarterly results for fiscal 2011 have been adjusted to reflect the adoption of these new
standards. An analysis of the impact of the new accounting standards can be found on page 3 of the Supplemental Commentary and the adjusted
Statements of Operations for prior quarters can be found on page 14 of the Supplemental Commentary and on our website at investors.netapp.com.

 
 

 



 
 

Outlook
●  NetApp estimates revenue for the first quarter of fiscal year 2012 to be approximately $1.500 billion, plus or minus 3%, which equates to

approximately 2% to 8% sequential revenue growth and approximately 26% to 34% year over year revenue growth.
●  NetApp estimates that first quarter fiscal year 2012 GAAP earnings per share will be approximately $0.31 to $0.36 per share. NetApp estimates

that first quarter fiscal year 2012 non-GAAP earnings per share will be approximately $0.52 to $0.57 per share.
●  NetApp estimates that share count for the first quarter of fiscal year 2012 will increase to approximately 410 million shares, including an

estimated 16 million shares from the company’s outstanding convertible notes3 and 9 million shares from outstanding warrants. Share count
does not include the company’s outstanding note hedges that are expected to offset 80% of the dilution from the convertible notes at maturity
or conversion.

●  The above guidance reflects the new accounting standards related to revenue recognition.

Business Highlights
In its fourth quarter of fiscal year 2011, NetApp continued to demonstrate its commitment to providing customers and partners with

the solutions and technologies that are foundational to their success. During the quarter, NetApp entered into a definitive agreement to purchase the
Engenio external storage systems business from LSI Corporation to enable NetApp to expand its addressable market and generate greater revenue
growth with a strategic storage platform intended to capitalize on new high-growth opportunities for big-bandwidth and high-performance
applications. Additionally, NetApp continues to enable enterprises to make the transition to a flexible and shared IT infrastructure and once again
received numerous awards honoring its product innovation, executive leadership, and culture. Highlights included the following:

 
NetApp to Address Emerging, Fast-Growing Market Segments for Big-Bandwidth and High-Performance Applications

●  The purchase of the Engenio external storage systems business provides NetApp with a storage platform that is complementary to its existing
NetApp® Data ONTAP® platform and is targeted to address emerging customer needs around big-bandwidth and high-performance applications
such as full-motion video and digital video surveillance. The purchase will help enable NetApp to capitalize on the expected growth within this
emerging market and help it further diversify its channels to market through a proven, mature OEM business.

NetApp Enables Transition to a Shared IT Infrastructure
●  NetApp helps Suncorp Group spark innovation on shared IT infrastructure. The Suncorp Group, a provider of diversified financial services and

one of Australia’s largest companies, recently made a strategic bet on storage to fuel its growth and transformation as a company. With NetApp as its
storage foundation, Suncorp migrated 80% of its entire IT environment to a shared infrastructure, creating a culture of innovation throughout the
company and enabling it to scale rapidly.

●  NetApp enables leading service providers to deliver innovative cloud services. Expanding on its strategy to broaden and leverage its diverse
pathways to reach customers, NetApp is collaborating with many of its leading service provider partners to deliver a wide range of innovative cloud
services that help customers make the transition to a flexible and efficient shared IT infrastructure. These service providers are part of the industry’s
first NetApp Partner Program for Service Providers, which helps partners increase their business and take advantage of the market shift to cloud
services.

 
 

 



 
 
Milestones and Awards

●  NetApp named one of the Best Places to Work around the globe. NetApp continued to gain recognition as a “best place to work,” ranking as the
#2 best company to work for in Canada for a second consecutive year and #8 in Japan in the “Fewer than 250 Employees” category. Both honors are
a testament to NetApp’s model company approach, strong culture, and talented employees.

●  NetApp gains impressive channel leadership recognition. NetApp was named a 2011 CRN Channel Champion in the Enterprise Network Storage
category, amplifying the company’s focus on enabling its partners’ success. Additionally, Julie Parrish, senior vice president of Global Partner
Sales; Todd Palmer, vice president of Americas Channels; and David Drahozal, director of Channel Sales for U.S. Pub lic Sector, were named
Channel Chiefs by Everything Channel’s CRN.

●  NetApp positioned in Leaders quadrant. Gartner, Inc. placed NetApp in the Leaders quadrant for midrange and high-end NAS solutions. Gartner
asserted that vendors in the Leaders quadrant “have the highest scores in their ability to execute and completeness of vision.”4 

Webcast and Conference Call Information
The NetApp fourth quarter and fiscal year 2011 results conference call will be broadcast live on the Internet at http://investors.netapp.com on
Wednesday, May 25, 2011, at 2:00 p.m. Pacific time. This press release and any other information related to the call will also be posted on the Web
site at that location. An audio replay Webcast will be available after 4:00 p.m. Pacific time on our Web site.

NetApp uses a hybrid format for disclosing key financial information associated with our quarterly results. Concurrent with the press release, NetApp
posts a supplemental commentary with financial information and statistics to our Web site at investors.netapp.com.

About NetApp
NetApp creates innovative storage and data management solutions that deliver outstanding cost efficiency and accelerate business breakthroughs.
Discover our passion for helping companies around the world go further, faster at www.netapp.com.

“Safe Harbor” Statement Under U.S. Private Securities Litigation Reform Act of 1995
This press release contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These statements
include all of the statements under the Outlook section relating to our forecasted operating results, share count, and metrics for the first quarter of
fiscal year 2012, as well as expectations regarding our recent acquisition of the Engenio external storage systems business, our partnerships and
strategic alliances, and the benefits that we expect our customers to realize from using our products and from our strategic alliances and partnerships.
These forward-looking statements involve risks and uncertainties, and actual results could vary. Important factors that could cause actual results to
differ materially from those in the forward-looking statements include, but are not limited to, customer demand for our products and services; our
ability to effectively integrate the recently acquired Engenio external storage systems business and achieve our anticipated results for such business;
our ability to increase revenue and manage our operating costs; our ability to accurately forecast demand for our products; increased competition
risks associated with the anticipated growth in networked storage market; our reliance on a limited number of suppliers; general economic and
market conditions, including our stock price; our ability to deliver new product architectures and enterprise service offerings; our ability to design
products and services that compete effectively from a price and performance perspective; and other important factors as described in NetApp reports
and documents filed from time to time with the Securities and Exchange Commission (SEC), including the factors described under the sections
captioned “Risk Factors” in our most recently submitted Annual and Quarterly Reports on Forms 10-K and 10-Q, respectively. We disclaim any
obligation to update information contained in these forward-looking statements whether as a result of new information, future events, or otherwise.

 
 

 



 

NetApp, the NetApp logo, Go further, faster, and Data ONTAP are trademarks of NetApp, Inc. All other marks are the property of their respective
owners and should be treated as such.

 
1  GAAP earnings per share is calculated using the diluted number of shares for all periods presented.
2 Non-GAAP net income excludes the amortization of intangible assets, stock-based compensation expenses, acquisition related income and expenses,

restructuring and other charges, asset impairments, non-cash interest expense associated with our convertible debt, net losses or gains on investments,
and our GAAP tax provision, but includes a non-GAAP tax provision based upon our projected annual non-GAAP effective tax rate for the first three
quarters of the fiscal year and an actual non-GAAP tax provision for the fourth quarter of the fiscal year. Non-GAAP earnings per share is calculated
using the diluted number of shares for all periods presented.

3 80% hedged on maturity or conversion of the convertible notes.
4 “Magic Quadrant for Midrange and High-End NAS Solutions” by Pushan Rinnen, Roger W. Cox, and Robert E. Passmore, Gartner, Inc.

 
NetApp Usage of Non-GAAP Financials
The Company refers to the non-GAAP financial measures cited above in making operating decisions because they provide meaningful supplemental
information regarding the Company's ongoing operational performance. Non-GAAP net income excludes the amortization of intangible
assets, stock-based compensation expenses, acquisition related income and expenses, restructuring and other charges, asset impairments, non-cash
interest expense associated with our convertible debt, net losses or gains on investments, and our GAAP tax provision, but includes a non-GAAP tax
provision based upon our projected annual non-GAAP effective tax rate for the first three quarters of the fiscal year and an actual non-GAAP tax
provision for the fourth quarter of the fiscal year. We have excluded these items in order to enhance investors’ understanding of our ongoing
operations. The use of these non-GAAP financial measures has material limitations because they should not be used to evaluate our company
without reference to their corresponding GAAP financial measures. As such, we compensate for these material limitations by using these non-GAAP
financial measures in conjunction with GAAP financial measures.

These non-GAAP financial measures are used to: (1) measure company performance against historical results, (2) facilitate comparisons to our
competitors’ operating results, and (3) allow greater transparency with respect to information used by management in financial and operational
decision making. In addition, these non-GAAP financial measures are used to measure company performance for the purposes of determining
employee incentive plan compensation. We have historically reported similar non-GAAP financial measures to our investors and believe that the
inclusion of comparative numbers provides consistency in our financial reporting at this time.

Adoption of New Accounting Standards
In the fourth quarter of fiscal year 2011, NetApp adopted  Accounting Standards Update (“ASU”) No. 2009-13, and ASU No. 2009-14 related to
revenue recognition for transactions originating or materially modified in fiscal year 2011. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore the full year and previously reported fiscal 2011 quarterly results have been adjusted to reflect the adoption
of these new standards.
 

 
 



 
 

NETAPP, INC.  
CONDENSED CONSOLIDATED BALANCE SHEETS  

(In millions)  
(Unaudited)  

       

  
April 29, 2011

(1)   April 30, 2010  
       

ASSETS       
       
Current assets:       
    Cash, cash equivalents and investments  $ 5,174.7  $ 3,724.0 
    Accounts receivable, net   742.6   471.5 
    Inventories   108.5   112.9 
    Other current assets   368.5   228.7 
        Total current assets   6,394.3   4,537.1 
         
Property and equipment, net   911.6   804.4 
Goodwill and other intangible assets, net   813.3   706.1 
Long-term investments and restricted cash   69.2   72.8 
Other non-current assets   310.4   374.0 
  $ 8,498.8  $ 6,494.4 
         
         

LIABILITIES AND STOCKHOLDERS' EQUITY         
         
Current liabilities:         
    Accounts payable  $ 232.8  $ 184.6 
    Accrued compensation and other current liabilities   763.0   591.3 
    1.75% Convertible Senior Notes due 2013   1,150.4   - 
    Short-term deferred revenue   1,226.6   1,135.1 
        Total current liabilities   3,372.8   1,911.0 
         
1.75% Convertible Senior Notes due 2013   -   1,101.5 
Other long-term liabilities   192.9   171.9 
Long-term deferred revenue   1,088.3   779.5 
   4,654.0   3,963.9 
         
Stockholders' equity   3,844.8   2,530.5 
  $ 8,498.8  $ 6,494.4 
         
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the
adoption of these new standards.  

 
 



 
 

NETAPP, INC.  
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  

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

             
             
  Three Months Ended   Year Ended  

  
April 29, 2011

(1)   April 30, 2010   
April 29, 2011

(1)   April 30, 2010  
             
Revenues:             
   Product  $ 960.5  $ 758.8  $ 3,367.1  $ 2,381.1 
   Software entitlements and maintenance   187.0   173.8   720.6   679.8 
   Service   280.8   239.2   1,034.9   870.5 
       Net revenues   1,428.3   1,171.8   5,122.6   3,931.4 
                 
Cost of revenues:                 
   Cost of product   379.1   310.9   1,342.0   976.4 
   Cost of software entitlements and maintenance   4.8   3.1   15.7   12.3 
   Cost of service   116.2   109.3   436.2   423.5 
        Total cost of revenues   500.1   423.3   1,793.9   1,412.2 
Gross profit   928.2   748.5   3,328.7   2,519.2 
                 
Operating expenses:                 
    Sales and marketing   462.6   366.7   1,597.0   1,293.7 
    Research and development   176.5   143.7   648.6   535.7 
    General and administrative   69.0   64.2   251.3   238.8 
    Restructuring and other charges   2.4   (0.2)   1.8   2.5 
    Acquisition related (income) expense, net   4.8   1.2   5.7   (39.9) 
        Total operating expenses   715.3   575.6   2,504.4   2,030.8 
                 
Income from operations   212.9   172.9   824.3   488.4 
                 
Other expense, net                 
    Interest income   10.3   8.1   39.9   31.2 
    Interest expense   (19.7)   (18.8)   (75.9)   (74.1)
    Other income, net   4.6   1.7   5.8   1.5 
          Total other expense, net   (4.8)   (9.0)   (30.2)   (41.4)
                 
Income before income taxes   208.1   163.9   794.1   447.0 
                 
Provision for income taxes   47.5   18.8   121.0   46.6 
                 
Net income  $ 160.6  $ 145.1  $ 673.1  $ 400.4 
                 
Net income per share:                 
    Basic  $ 0.44  $ 0.42  $ 1.87  $ 1.18 
                 
    Diluted  $ 0.40  $ 0.40  $ 1.71  $ 1.13 
                 
Shares used in net income per share calculations:                 
    Basic   368.1   346.1   360.9   339.6 
                 
    Diluted   403.6   364.5   393.7   353.2 
                 
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the
adoption of these new standards. Our net revenues for the three months and year ended April 29, 2011 were higher by $48.2 million and $129.2 million,
respectively, as a result of adoption of these new standards.

 

 
 



 
 

NETAPP, INC.  
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW  

(In millions)  
(Unaudited)  

             
  Three Months Ended   Year Ended  

  
April 29, 2011

(1)   April 30, 2010   
April 29, 2011

(1)   April 30, 2010  
             
Cash Flows from Operating Activities:             

Net income  $ 160.6  $ 145.1  $ 673.1  $ 400.4 
Adjustments to reconcile net income to net cash provided                 

 by operating activities:                 
Depreciation and amortization   42.3   40.0   165.6   166.0 
Stock-based compensation   48.2   37.8   175.2   159.8 
Accretion of discount and issue costs on notes   13.9   13.1   53.1   50.8 
Unrealized losses on derivative activities   (2.5)   -   9.9   - 
Tax benefit from stock-based compensation   53.6   1.8   128.5   (0.9)
Excess tax benefit from stock-based compensation   (64.4)   (7.6)   (127.7)   (8.6)
Other, net   17.2   4.1   (21.4)   (1.6)

Changes in assets and liabilities, net of acquisition of business:                 
Accounts receivable   (185.2)   (13.4)   (262.7)   (21.3)
Inventories   (14.4)   (41.2)   4.4   (52.1)
Accounts payable   41.0   43.1   38.7   42.7 
Accrued compensation and other current liabilities   159.4   112.4   118.8   53.2 
Deferred revenue   231.4   116.6   382.9   176.7 
Changes in other operating assets and liabilities, net   (42.3)   22.8   7.9   9.9 

Net cash provided by operating activities   458.8   474.6   1,346.3   975.0 
Cash Flows from Investing Activities:                 

Purchases and redemptions of investments, net   417.0   (768.9)   (418.5)   (860.3)
Purchases of property and equipment   (72.9)   (38.4)   (222.7)   (135.6)
Acquisition of business, net of cash acquired   (61.6)   -   (136.5)   - 
Other investing activities, net   (0.3)   4.1   0.5   8.2 

Net cash provided by (used in) investing activities   282.2   (803.2)   (777.2)   (987.7)
Cash Flows from Financing Activities:                 

Issuance of common stock   12.2   40.4   324.2   197.1 
Excess tax benefit from stock-based compensation   64.4   7.6   127.7   8.6 
Settlement of note hedge   -   14.2   -   14.2 
Other financing activities   (1.4)   -   (1.0)   - 

Net cash provided by financing activities   75.2   62.2   450.9   219.9 
                 
Effect of Exchange Rate Changes on Cash and Cash Equivalents   21.7   (4.4)   32.3   3.6 
                 
Net Increase (Decrease) in Cash and Cash Equivalents   837.9   (270.8)   1,052.3   210.8 
Cash and Cash Equivalents:                 

Beginning of period   1,919.4   1,975.8   1,705.0   1,494.2 
End of period  $ 2,757.3  $ 1,705.0  $ 2,757.3  $ 1,705.0 

                 
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the
adoption of these new standards.  

 
 



 
 

NETAPP, INC.  
RECONCILIATION OF NON-GAAP AND GAAP  

IN THE CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  
(In millions, except net income per share amounts)  

(Unaudited)  
             
  Three Months Ended   Year Ended  

  
April 29, 2011

(1)   April 30, 2010   
April 29, 2011

(1)   April 30, 2010  
             
SUMMARY RECONCILIATION OF NET INCOME             
NET INCOME  $ 160.6  $ 145.1  $ 673.1  $ 400.4 
                 
Adjustments:                 

Amortization of intangible assets   4.3   4.9   17.7   20.5 
Stock-based compensation expenses   48.4   37.8   175.2   159.8 
Restructuring and other charges   2.4   (0.2)   1.8   2.5 
Acquisition related (income) expense, net   4.8   1.2   5.7   (39.9)
Non-cash interest expense   13.9   13.1   53.1   50.8 
Gain on investments   (0.9)   (1.2)   (3.4)   (4.7)
Income tax effect of non-GAAP adjustments   3.2   (17.6)   (57.5)   (56.4)

                 
NON-GAAP NET INCOME  $ 236.7  $ 183.1  $ 865.7  $ 533.0 
                 
                 
NET INCOME PER SHARE  $ 0.398  $ 0.398  $ 1.710  $ 1.134 
                 
Adjustments:                 

Amortization of intangible assets   0.011   0.013   0.045   0.058 
Stock-based compensation expenses   0.120   0.104   0.445   0.452 
Restructuring and other charges   0.006   (0.001)   0.005   0.007 
Acquisition related (income) expense, net   0.012   0.003   0.014   (0.113)
Non-cash interest expense   0.034   0.036   0.135   0.144 
Gain on investments   (0.002)   (0.003)   (0.009)   (0.013)
Income tax effect of non-GAAP adjustments   0.008   (0.048)   (0.146)   (0.160)

                 
NON-GAAP NET INCOME PER SHARE  $ 0.586  $ 0.502  $ 2.199  $ 1.509 
                 
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the
adoption of these new standards.  

 
 



 
NETAPP, INC.  

SUPPLEMENTAL INFORMATION  
(In millions)  
(Unaudited)  

                      
  Three Months Ended April 29, 2011 (1)  
                      

  

Amortization of
Intangible

Assets   

Stock-based
Compensation

Expenses   

Restructuring
and Other
Charges   

Acquisition
related

(income)
expense, net   

Non-Cash
Interest
Expense   

Gain on
Investments   Total  

                      
                      
Cost of product
revenues  $ 3.1  $ 1.0  $ -  $ -  $ -  $ -  $ 4.1 
Cost of service
revenues   -   3.8   -   -   -   -   3.8 
Sales and marketing
expense   1.1   22.4   -   -   -   -   23.5 
Research and
development expense   0.1   12.9   -   -   -   -   13.0 
General and
administrative
expense   -   8.3   -   -   -   -   8.3 
Restructuring and
other charges   -   -   2.4   -   -   -   2.4 
Acquisition related
expense   -   -   -   4.8   -   -   4.8 
Interest expense   -   -   -   -   13.9   -   13.9 
Other income
(expenses), net   -   -   -   -   -   (0.9)   (0.9)
Effect on income
before income taxes  $ 4.3  $ 48.4  $ 2.4  $ 4.8  $ 13.9  $ (0.9)  $ 72.9 
                             
                             
  Year Ended April 29, 2011 (1)  
                             

  

Amortization of
Intangible

Assets   

Stock-based
Compensation

Expenses   

Restructuring
and Other
Charges   

Acquisition
related

(income)
expense, net   

Non-Cash
Interest
Expense   

Gain on
Investments   Total  

                             
Cost of product
revenues  $ 13.3  $ 3.6  $ -  $ -  $ -  $ -  $ 16.9 
Cost of service
revenues   -   14.4   -   -   -   -   14.4 
Sales and marketing
expense   4.3   81.5   -   -   -   -   85.8 
Research and
development expense   0.1   44.5   -   -   -   -   44.6 
General and
administrative
expense   -   31.2   -   -   -   -   31.2 
Restructuring and
other charges   -   -   1.8   -   -   -   1.8 
Acquisition related
expense   -   -   -   5.7   -   -   5.7 
Interest expense   -   -   -   -   53.1   -   53.1 
Other income
(expenses), net   -   -   -   -   -   (3.4)   (3.4)
Effect on income
before income taxes

 $ 17.7  $ 175.2  $ 1.8  $ 5.7  $ 53.1  $ (3.4)  $ 250.1 
                             
                             

 
 



 
                             
  Three Months Ended April 30, 2010  
                             

  

Amortization of
Intangible

Assets   

Stock-based
Compensation

Expenses   

Restructuring
and Other
Charges   

Acquisition
related

(income)
expense, net   

Non-Cash
Interest
Expense   

Gain on
Investments   Total  

                             
Cost of product
revenues  $ 4.1  $ 1.3  $ -  $ -  $ -  $ -  $ 5.4 
Cost of service
revenues   -   3.5   -   -   -   -   3.5 
Sales and marketing
expense   0.8   16.9   -   -   -   -   17.7 
Research and
development expense   -   9.0   -   -   -   -   9.0 
General and
administrative expense   -   7.1   -   -   -   -   7.1 
Restructuring and
other charges   -   -   (0.2)   -   -   -   (0.2)
Acquisition related
expense   -   -   -   1.2   -   -   1.2 
Interest expense   -   -   -   -   13.1   -   13.1 
Other income
(expenses), net   -   -   -   -   -   (1.2)   (1.2)
Effect on income
before income taxes  $ 4.9  $ 37.8  $ (0.2)  $ 1.2  $ 13.1  $ (1.2)  $ 55.6 
                             
                             
  Year Ended April 30, 2010  
                             

  

Amortization of
Intangible

Assets   

Stock-based
Compensation

Expenses   

Restructuring
and Other
Charges   

Acquisition
related

(income)
expense, net   

Non-Cash
Interest
Expense   

Gain on
Investments   Total  

                             
Cost of product
revenues  $ 17.1  $ 4.0  $ -  $ -  $ -  $ -  $ 21.1 
Cost of service
revenues   -   14.3   -   -   -   -   14.3 
Sales and marketing
expense   3.4   73.7   -   -   -   -   77.1 
Research and
development expense   -   38.5   -   -   -   -   38.5 
General and
administrative expense  -   29.3   -   -   -   -   29.3 
Restructuring and
other charges   -   -   2.5   -   -   -   2.5 
Acquisition related
income, net   -   -   -   (39.9)   -   -   (39.9)
Interest expense   -   -   -   -   50.8   -   50.8 
Other income
(expenses), net   -   -   -   -   -   (4.7)   (4.7)
Effect on income
before income taxes  $ 20.5  $ 159.8  $ 2.5  $ (39.9)  $ 50.8  $ (4.7)  $ 189.0 
                             
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the
adoption of these new standards.  
 
 
 

 



 
 NETAPP, INC.  
 RECONCILIATION OF NON GAAP

GUIDANCE TO GAAP
 

 EXPRESSED AS EARNINGS PER SHARE  
 FIRST QUARTER 2012  
 (Unaudited)  
   
   
   
 First Quarter  
 2012  
   
Non-GAAP Guidance $0.52 - $0.57  
   
   
Adjustments of Specific Items to   
     Net Income Per Share for the First   
     Quarter 2012:   
   
     Amortization of intangible assets (0.04)  
     Stock based compensation expense (0.13)  
     Acquisition-related expense (0.04)  
     Restructuring & other charges (0.02)  
     Non cash interest expense (0.03)  
     Income tax effect 0.05  
Total Adjustments (0.21)  
   
GAAP Guidance -Net Income Per Share $0.31 - $0.36  
 
 
Press Contact:
Ryan Lowry
NetApp
(408) 822-7544
ryanl@netapp.com
 
Investor Contacts:
Shauna O'Boyle
NetApp
(408) 822-7655
oboyle@netapp.com
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NetApp Q4 and FY2011 Earnings Results
 

Supplemental Commentary
May 25, 2011

This supplemental commentary is provided concurrently with our earnings press release to allow for additional time to review and analyze additional
supplemental data prior to commencement of the company’s earnings call. This information will not be read during the live call.
 
Safe Harbor Statement
 
These prepared remarks contain forward-looking statements and projections that involve risk and uncertainty, including the statements under the Q1 FY12
outlook section regarding our forecasted financial performance and share count for the first quarter of fiscal year 2012. Actual results may differ materially
from our statements or projections. Factors that could cause actual results to differ from our statements or projections include, but are not limited to, customer
demand for our products and services; our ability to effectively integrate the recently acquired Engenio external storage systems business and achieve our
anticipated results for such business; our ability to increase revenue and manage our operating costs; our ability to accurately forecast demand for our
products and services; increased competition risks associated with the anticipated growth in the networked storage market; our reliance on a limited number
of suppliers; general economic and market conditions, including our stock price; our ability to deliver new product architectures and enterprise service
offerings; and our ability to design products and services that compete effectively from a price and performance perspective. Other equally important factors
are detailed in our accompanying press release as well as in our Annual and Quarterly reports on Forms 10-K and 10-Q, respectively, on file with the SEC and
also available on our website, all of which are incorporated by reference into today’s commentary.
 
All numbers herein are stated in accordance with U.S. Generally Accepted Accounting Principles (GAAP) unless indicated otherwise. To see the reconciling
items between our non-GAAP and GAAP financial information, refer to the tables at the end of this document, as well as in our press release and on our
website.

Adoption of New Accounting Standards Related to Revenue Recognition

In the fourth quarter of fiscal year 2011, NetApp adopted mandatory new accounting standards related to revenue recognition for transactions originating or
materially modified in fiscal year 2011. This accounting convention affects the way certain deliverables in multiple-element arrangements are recognized
from a revenue perspective. We implemented these standards retrospectively to the beginning of fiscal year 2011; therefore the full year and previously
reported quarterly results for fiscal 2011 have been adjusted to reflect the adoption of these new standards.

 
 

 



 

All fiscal year 2011 disclosures (both full year and quarterly) reflect the adoption of the new accounting standards. Fiscal year 2010 numbers have not been
adjusted. Year over year comparisons reflect the new accounting standards for fiscal year 2011 results and the prior standards for fiscal year 2010 results.

Year over Year Overview

  FY2011*   FY2010   
Year/Year

Growth  
Net Revenue  $ 5.12B  $ 3.93B   30%
Non-GAAP Gross Margin   65.6%   65.0%    
Non-GAAP Operating Expenses  $ 2.34B  $ 1.92B   21%
Non-GAAP Income from Operations  $ 1.02B  $ 0.63B   62%
Non-GAAP Operating Margin   20.0%   16.1%    
Non-GAAP Net Income per Share, Diluted  $ 2.20  $ 1.51   46%
* Reflects new accounting standards related to revenue recognition

Fiscal year 2011 net revenue was $5.12 billion, an increase of 30% over fiscal year 2010.  Non-GAAP gross margins were 65.6% and reflect incremental
improvement over last year’s results.

Revenue growth of 30% year over year outpaced growth in operating expenses and non-GAAP operating margin was 20% for fiscal year 2011. Profitability
gains are reflected in the 46% year over year increase in non-GAAP net income per share.
 
The table below provides a summary of the impact from adopting the new accounting standards related to revenue recognition for Q1 – Q3 of fiscal year
2011.
 
 

 



 
 
  Q3 FY11   Q2 FY11   Q1 FY11  
Net Revenue*  $ 1.29B  $ 1.25B  $ 1.15B 

Favorable impact from previously reported amounts  $ 22M  $ 43M  $ 16M 
Non-GAAP Gross Margin*   66.2%   65.8%   64.7%

Favorable (unfavorable) impact from previously reported amounts  

0.7
percentage

points  

(1.1)
percentage

points  

0.2
percentage

points 
Non-GAAP Operating Margin*   20.9%   20.4%   19.7%

Favorable  impact from previously reported amounts  

1.5
percentage

points  

0.6
percentage

points  

0.8
percentage

points 
Non-GAAP Net Income per Share, Diluted*  $ 0.56  $ 0.54  $ 0.51 

Favorable impact from previously reported amounts  $ 0.04  $ 0.02  $ 0.02 
* Reflects new accounting standards related to revenue recognition

 
Our net revenues for the three months and twelve months ended April 29, 2011 include a favorable impact of $48.2 million and $129.2 million, respectively,
from the adoption of the new accounting standards related to revenue recognition. In Q2, application of the new standards included an incremental impact of
approximately $28 million to both revenues and cost of revenues for a single transaction, the only such transaction of its kind, entered into in fiscal year
2011. While operating under the old methodology, the average impact of the first three quarters was just under $20 million per quarter. The gap was wider in
Q4 as the previous methodology no longer governed our practices. For the adjusted Statements of Operations for Q1 – Q3, please see page 14 of this
commentary or on our website http://investors.netapp.com.

 
 



 
 
Q4 Fiscal Year 2011
 
Revenue

  
Q4 FY11
Revenue*   

% of Q4
FY11 Net
Revenue   

Sequential
 Growth1   

Year/Year
Growth  

Product Revenue  $ 960M   67%  14%  27%
Software Entitlements
    & Maintenance  $ 187M   13%  2%  8%
Service  $ 281M   20%  7%  17%
Net Revenue  $ 1,428M       11%  22%
* Reflects new accounting standards related to revenue recognition

Net revenue for the fourth quarter was $1.428 billion, an increase of 11% sequentially and 22% year over year. Foreign currency2 had an immaterial impact
on revenue, on both a sequential and a year over year basis.

Product revenue grew 14% sequentially and increased 27% year over year to $960 million. The product component of our revenue mix increased to 67% of
net revenue, up from 65% last quarter.

Revenue from software entitlement and maintenance (SEM), which is a deferred revenue element and is recognized over the related contract period, was $187
million or 13% of net revenue. SEM revenue increased 2% sequentially and 8% year over year.

Service revenue was $281 million, an increase of 7% sequentially and 17% year over year. Service revenue represented 20% of net revenue.

●  Revenue from hardware maintenance support contracts, which is also a deferred revenue element, comprised approximately 67% of our
service revenue this quarter, and increased 8% sequentially and 27% year over year.

●  Professional services revenue grew 5% sequentially and was flat on a year over year basis.

 
1 Sequential growth calculated based upon recast Q3 FY11 results which can be found on in this supplemental commentary and on our website at
investors.netapp.com
 
2 Foreign currency effects represent the changes in the average foreign exchange rates between the current period and the comparative prior periods (or, in the
case of deferred revenue, the exchange rate in effect when the transaction was invoiced), less current period actual net gains or losses on revenue hedging
activities.

 
 



 

 
Gross Margin
  Q4 FY11*   Q3 FY11*   Q4 FY10  
Non-GAAP Gross Margin   65.5%   66.2%   64.6%
     Product   61.0%   61.5%   59.7%
     S/W Entitlements & Maintenance   97.4%   97.8%   98.2%
     Services   60.0%   59.1%   55.8%
* Reflects new accounting standards related to revenue recognition

 
Operating Expenses
  Q4 FY11*   Q3 FY11*   Q4 FY10  
Non-GAAP Operating Expenses  $ 663M  $ 584M  $ 541M 
* Reflects new accounting standards related to revenue recognition

Non-GAAP operating expenses were $663 million, an increase of 14% from the prior quarter and an increase of 23% year over year. Q4 non-GAAP operating
expenses were 46% of net revenue, compared to 45% last quarter.

In Q4 we crossed the 10,000 headcount mark by adding net new 454 employees for a total global headcount of 10,212 as of April 29, 2011.

On a GAAP basis, Q4 operating expenses included stock compensation expense of $44 million, up from $40 million in Q3, as well as amortization of
intangibles, acquisition related expenses and restructuring charges.
 
 

 



 

Income from Operations, Other Income & Effective Tax Rate

  Q4 FY11*   Q3 FY11*   Q4 FY10  
Non-GAAP Income from Operations  $ 273M  $ 269M  $ 217M 
     % of Net Revenue   19.1%   20.9%   18.5%
Non-GAAP Other Income, Net  $ 8M  $ 5M  $ 3M 
Non-GAAP Income Before Income Taxes  $ 281M  $ 274M  $ 220M 
Non-GAAP Effective Tax Rate   15.8%   17.6%   16.6%
* Reflects new accounting standards related to revenue recognition

Non-GAAP income from operations was $273 million or 19.1% of revenue in Q4. Non-GAAP income from operations rose 1% sequentially and 26% year
over year.

Non-GAAP other income, net was $8 million in Q4. GAAP other expense, net includes $14 million of non-cash interest expense associated with our
convertible notes.

Non-GAAP income before income taxes was $281 million or 19.7% of revenue in Q4, compared to 21.2% of revenue in the prior quarter. The non-GAAP
effective tax rate was 15.8%.

Net Income

  Q4 FY11*   Q3 FY11*   Q4 FY10  
Non-GAAP Net Income  $ 237M  $ 226M  $ 183M 
Weighted Average Common Shares Outstanding, dilutive   404M   406M   365M 
Non-GAAP Net Income per Share, diluted  $ 0.59  $ 0.56  $ 0.50 
* Reflects new accounting standards related to revenue recognition

Non-GAAP net income totaled $237 million or $0.59 per share. GAAP net income was $161 million or $0.40 per share. Diluted share count decreased by
approximately 3 million shares in Q4 from the prior quarter.

 
 

 



 

Impact of Convertible Note Transaction on Share Count

  Q4 FY11   Q3 FY11   Q4 FY10  
Convertible Notes3   15M   17M   1M 
Warrants   8M   10M   0 

For Q4, our dilutive share count was approximately 404 million, slightly lower than our guidance of approximately 414 million. With an average stock price
of $51.23 during Q4, both the convertible notes and warrants had a dilutive impact on our share count.

Our convertible notes have a dilutive impact on our share count whenever the average quarterly share price is above the notes’ $31.85 conversion price.  We
expect the dilutive effect from the notes will ultimately be 80% hedged, although the hedge will not be reflected in our share count until the notes are
converted or mature in June 2013 as it is considered anti-dilutive under GAAP. If the notes had been converted in Q4, the hedge would have reduced our
share count by approximately 12 million shares.
 
Unlike the notes, the warrants are not hedged and are dilutive whenever the average quarterly stock price is above $41.28.
 
 
 
3 80% hedged on maturity or conversion of the convertible notes.
 
 

 



 

Select Balance Sheet Items

  Q4 FY11*   Q3 FY11*   Q4 FY10  
Cash, Cash Equivalents & Investments  $ 5.2B  $ 4.8B  $ 3.7B 
Deferred Revenue  $ 2.3B  $ 2.1B  $ 1.9B 
DSO (days)4   47   39   37 
Inventory Turns5   18.1   18.6   14.7 
* Reflects new accounting standards related to revenue recognition

For Q4, cash, cash equivalents and short term investments grew by $419 million, ending the quarter at $5.2 billion, up 9% sequentially and 39% year over
year. Of the Q4 cash balance, 59% was held in the US. Our balance sheet reflects a total deferred revenue balance of $2.3 billion, an increase of 12%
sequentially and 21% year over year.

Accounts receivable days sales outstanding (DSO) increased from 39 days in Q3 to 47 days in Q4 partially due to material constraints at the beginning of the
quarter. Q4 inventory turns were 18.1, similar to Q3 levels.
 
 
Select Cash Flow Statement Items
  Q4 FY11*   Q3 FY11*   Q4 FY10  
Net Cash Provided by Operating Activities  $ 459M  $ 354M  $ 475M 
Purchases of Property and Equipment  $ 73M  $ 66M  $ 38M 
Free Cash Flow6  $ 386M  $ 288M  $ 436M 
Free Cash Flow as % of Total Revenue   27%   22%   37%
* Reflects new accounting standards related to revenue recognition

Net cash provided by operating activities was $459 million, an increase of 29% sequentially and a decrease of 3% from Q4 last year.  Capital expenditures
were $73 million, an increase of $7 million from last quarter.  Free cash flow totaled $386 million or 27% of revenue and increased 34% sequentially but
decreased 12% year over year.

 
 
4 Days sales outstanding are defined as accounts receivable net divided by net revenue, multiplied by number of days in the quarter.
 
5 Inventory turns are defined as annualized non-GAAP cost of revenues divided by net inventory.
 
6 Free cash flow is defined as net cash provided by operating activities less purchases of property and equipment.
 
 

 



 

Q1 FY12 Outlook
  Q1 FY12 Outlook 
Revenue

 

$1,500M, +/- 3%
2% - 8% sequential

growth
26% - 34% year over

year growth 
Share Count  Approximately 410M 
Non-GAAP Net Income per Share, Diluted   $0.52 - $0.57 
GAAP Net Income per Share, Diluted   $0.31 - $0.36 

This forecast reflects the Engenio acquisition which closed on May 9, new accounting standards related to revenue recognition and is based on current
business expectations and current market conditions. Dilutive share count includes the impact of our convertible note and warrants, based upon our average
stock price of $52.98 for the first 10 days of our first quarter. We estimate share count for the first quarter of fiscal year 2012 will increase to approximately
410 million shares, including an estimated 16 million shares from the Company’s outstanding convertible notes and 9 million shares from outstanding
warrants. Share count does not include the Company’s outstanding note hedges that are expected to offset 80% of the dilution from the convertible notes at
maturity or conversion, which would equate to an offset of approximately 13 million shares if the conversion or maturity occurs in the first quarter.

 
 



 
 
Other Business Metrics
 
Geographic Mix

  
% of Q4 FY11

Revenue   
Q4 FY11
Revenue*   

Year/Year
Growth  

Americas   56%   $805M   27%
     U.S. Commercial   40%   $576M   14%
     U.S. Public Sector   16%   $229M   73%
EMEA   34%   $487M   15%
AsiaPacific   10%   $137M   21%
* Reflects new accounting standards related to revenue recognition
 
The Americas contributed $805 million, 56% of revenue, an increase of 15% sequentially and an increase of 27% year over year. Included in the Americas
number are the commercial and public sector. The U.S. commercial contributed $576 million or 40% of revenue, an increase of 6% sequentially and 14% year
over year. The U.S. public sector generated $229 million or 16% of total revenue, an increase of 43% sequentially and 73% year over year. In the fourth
quarter, EMEA contributed $487 million or 34% of total revenue, up 7% sequentially and 15% year over year. Asia Pacific generated $137 million or 10% of
revenue. APAC revenue was up 5% from the prior quarter and 21% year over year.

 
 



 
 
Channel Mix
 

  
% of Q4 FY11

Revenue*   
% of Q3 FY11

Revenue*   
% of Q4 FY10

Revenue  
Direct   25%   26%   29%
Indirect   75%   74%   71%
     Arrow   19%   16%   16%
     Avnet   12%   11%   11%
     IBM   3%   5%   3%
* Reflects new accounting standards related to revenue recognition
 
In the fourth quarter, both the direct and indirect channels demonstrated revenue growth. Direct revenues were 25% of total revenue and increased 7%
sequentially and 6% year over year. Indirect business continues to be a major contributor of our revenue growth, supplying a record 75% of quarterly
revenue. Our indirect business grew 12% sequentially and 28% year over year.
 
Within the indirect channel, Arrow accounted for 19% of total revenue and Avnet contributed 12% of total revenue. Revenue from our IBM OEM was 3% of
total revenue, consistent with their Q1 seasonality.
 
Customer Dynamics
 
This quarter’s top 100 accounts contributed approximately 40% of total Q4 revenue, similar to Q4 fiscal year 2010 levels. In fiscal year 2011, we added 104
net new Storage 5000 accounts for a total of 1,976 accounts in the Storage 5000.
 
Platform Trends
 
Total systems shipped increased 15% sequentially and grew 29% year over year. Large system units grew 86% from Q3 levels while showing a 64% year over
year growth. Medium-sized systems grew 39% sequentially and increased 51% year over year. Small sized systems declined 4% from last quarter while
growing 11% year over year. Units of the V-series platform grew 37% sequentially and 35% year over year.
 
 

 



 

 
Capacity Trends
 
(in Petabytes)  Q4 FY10   Q1 FY11   Q2 FY11   Q3 FY11   Q4 FY11  
 Fibre Channel   99   79   84   73   65 
 ATA   298   323   349   364   476 
 SAS   49   68   90   128   170 
     Total   446   470   523   565   711 
 
In Q4, we shipped 711 petabytes, representing a 26% increase over the prior quarter and growing 59% year over year. ATA drives represented approximately
2/3 of the total capacity shipped, consistent with the past several quarters.
 
Additional Information
 
For more detailed information about our solutions, corporate strategy and our go-to-market initiatives, please visit our website at http://investors.netapp.com
 
NetApp Usage of Non-GAAP Financials

The Company refers to the non-GAAP financial measures cited above in making operating decisions because they provide meaningful supplemental
information regarding the Company's ongoing operational performance. Non-GAAP net income excludes the amortization of intangible assets, stock-based
compensation expenses, acquisition related income and expenses, restructuring and other charges, asset impairments, non-cash interest expense associated
with our convertible debt, net losses or gains on investments, and our GAAP tax provision, but includes a non-GAAP tax provision based upon our projected
annual non-GAAP effective tax rate for the first three quarters of the fiscal year and an actual non-GAAP tax provision for the fourth quarter of the fiscal
year. We have excluded these items in order to enhance investors’ understanding of our ongoing operations. The use of these non-GAAP financial measures
has material limitations because they should not be used to evaluate our company without reference to their corresponding GAAP financial measures. As
such, we compensate for these material limitations by using these non-GAAP financial measures in conjunction with GAAP financial measures.

These non-GAAP financial measures are used to: (1) measure company performance against historical results, (2) facilitate comparisons to our competitors’
operating results, and (3) allow greater transparency with respect to information used by management in financial and operational decision making. In
addition, these non-GAAP financial measures are used to measure company performance for the purposes of determining employee incentive plan
compensation. We have historically reported similar non-GAAP financial measures to our investors and believe that the inclusion of comparative numbers
provides consistency in our financial reporting at this time.
 
 

 



 

 
Non-GAAP to GAAP Reconciliation
 

NETAPP, INC.  
RECONCILIATION OF NON-GAAP AND GAAP  

IN THE CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  
(In millions, except net income per share amounts)  

(Unaudited)  
             
  Three Months Ended   Year Ended  

  
April 29, 2011

(1)   April 30, 2010   
April 29, 2011

(1)   April 30, 2010  
             
SUMMARY RECONCILIATION OF NET INCOME             
NET INCOME  $ 160.6  $ 145.1  $ 673.1  $ 400.4 
                 
Adjustments:                 

Amortization of intangible assets   4.3   4.9   17.7   20.5 
Stock-based compensation expenses   48.4   37.8   175.2   159.8 
Restructuring and other charges   2.4   (0.2)   1.8   2.5 
Acquisition related (income) expense, net   4.8   1.2   5.7   (39.9)
Non-cash interest expense   13.9   13.1   53.1   50.8 
Gain on investments   (0.9)   (1.2)   (3.4)   (4.7)
Income tax effect of non-GAAP adjustments   3.2   (17.6)   (57.5)   (56.4)

                 
NON-GAAP NET INCOME  $ 236.7  $ 183.1  $ 865.7  $ 533.0 
                 
                 
NET INCOME PER SHARE  $ 0.398  $ 0.398  $ 1.710  $ 1.134 
                 
Adjustments:                 

Amortization of intangible assets   0.011   0.013   0.045   0.058 
Stock-based compensation expenses   0.120   0.104   0.445   0.452 
Restructuring and other charges   0.006   (0.001)   0.005   0.007 
Acquisition related (income) expense, net   0.012   0.003   0.014   (0.113)
Non-cash interest expense   0.034   0.036   0.135   0.144 
Gain on investments   (0.002)   (0.003)   (0.009)   (0.013)
Income tax effect of non-GAAP adjustments   0.008   (0.048)   (0.146)   (0.160)

                 
NON-GAAP NET INCOME PER SHARE  $ 0.586  $ 0.502  $ 2.199  $ 1.509 
                 
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported fiscal year 2011 quarterly results have been adjusted to reflect the adjustments
for adopting these new standards.  

 
 
 

 



 

Q1 – Q3 Fiscal Year 2011 Adjusted Statements of Operations with New Accounting Standards
 

NETAPP, INC.  
ADJUSTED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  

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

          
  Three Months Ended  

  

 
 

July 30, 2010 (1)   
October 29, 2010

(1)   
January 28, 2011

(1)  
Revenues:          

Product  $ 737.5  $ 824.8  $ 844.3 
Software entitlements and maintenance   174.2   176.7   182.7 
Service   242.0   249.5   262.6 

Net revenues   1,153.7   1,251.0   1,289.6 
Cost of revenues:             

Cost of product   310.2   324.3   328.4 
Cost of software entitlements and maintenance   3.4   3.5   4.0 
Cost of service   102.3   106.7   111.0 

Total cost of revenues   415.9   434.5   443.4 
Gross profit   737.8   816.5   846.2 

Operating expenses:             
Sales and marketing   354.2   382.8   397.4 
Research and development   149.5   156.6   166.0 
General and administrative   56.2   64.2   61.9 
Restructuring and other charges   -   0.1   (0.7)
Acquisition related (income) expense, net   0.3   -   0.6 

Total operating expenses   560.2   603.7   625.2 
Income from operations   177.6   212.8   221.0 
Other income (expenses), net:             

Interest income   9.8   9.5   10.3 
Interest expense   (18.6)   (18.6)   (19.0)
Other income (expenses), net   2.2   (1.4)   0.4 

Total other expenses, net   (6.6)   (10.5)   (8.3)
Income before income taxes   171.0   202.3   212.7 
Provision for income taxes   20.3   26.9   26.3 
Net income  $ 150.7  $ 175.4  $ 186.4 
             
Net income per share:             

Basic  $ 0.43  $ 0.49  $ 0.51 
Diluted  $ 0.40  $ 0.45  $ 0.46 

Shares used in net income per share calculations:             
Basic   352.4   359.1   364.8 
Diluted   374.3   391.7   406.2 

  
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards.  We implemented these standards retrospectively to the
beginning of fiscal year 2011; therefore, the full year and previously reported fiscal year 2011 quarterly results have been adjusted to reflect the adjustments
for adopting these new standards.

 
 



 

NETAPP, INC.  
RECONCILIATION OF NON-GAAP AND GAAP  

IN THE ADJUSTED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  
(In millions, except net income per share amounts)  

(Unaudited)  
  Three Months Ended  

  July 30, 2010 (1)   
October 29, 2010

(1)   
January 28, 2011

(1)  
SUMMARY RECONCILIATION OF NET INCOME          
NET INCOME  $ 150.7  $ 175.4  $ 186.4 
Adjustments:             

Amortization of intangible assets   5.5   4.4   3.5 
Stock-based compensation expenses   44.3   37.7   44.8 
Restructuring and other charges   -   0.1   (0.7)
Acquisition related expense   0.3   -   0.6 
Non-cash interest expense   12.9   13.0   13.2 
Gain on investments   (2.5)   -   - 
Income tax effect of non-GAAP adjustments   (20.3)   (18.4)   (21.9)

NON-GAAP NET INCOME  $ 190.9  $ 212.2  $ 225.9 
             
DETAILED RECONCILIATION OF SPECIFIC ITEMS:             
COST OF REVENUES  $ 415.9  $ 434.5  $ 443.4 
Adjustments:             

Amortization of intangible assets   (4.4)   (3.3)   (2.5)
Stock-based compensation expenses   (4.8)   (3.9)   (4.5)

NON-GAAP COST OF REVENUES  $ 406.7  $ 427.3  $ 436.4 
COST OF PRODUCT REVENUES  $ 310.2  $ 324.3  $ 328.4 
Adjustments:             

Amortization of intangible assets   (4.4)   (3.3)   (2.5)
Stock-based compensation expenses   (0.9)   (0.8)   (0.9)

NON-GAAP COST OF PRODUCT REVENUES  $ 304.9  $ 320.2  $ 325.0 
COST OF SERVICE REVENUES  $ 102.3  $ 106.7  $ 111.0 
Adjustment:             

Stock-based compensation expenses   (3.9)   (3.1)   (3.6)
NON-GAAP COST OF SERVICE REVENUES  $ 98.4  $ 103.6  $ 107.4 
GROSS PROFIT  $ 737.8  $ 816.5  $ 846.2 
Adjustments:             

Amortization of intangible assets   4.4   3.3   2.5 
Stock-based compensation expenses   4.8   3.9   4.5 

NON-GAAP GROSS PROFIT  $ 747.0  $ 823.7  $ 853.2 
SALES AND MARKETING EXPENSES  $ 354.2  $ 382.8  $ 397.4 
Adjustments:             

Amortization of intangible assets   (1.1)   (1.1)   (1.0)
Stock-based compensation expenses   (20.6)   (17.3)   (21.2)

NON-GAAP SALES AND MARKETING EXPENSES  $ 332.5  $ 364.4  $ 375.2 
RESEARCH AND DEVELOPMENT EXPENSES  $ 149.5  $ 156.6  $ 166.0 
Adjustments:             

Stock-based compensation expenses   (11.1)   (9.2)   (11.3)
NON-GAAP RESEARCH AND DEVELOPMENT EXPENSES  $ 138.4  $ 147.4  $ 154.7 

 
 

 



 
 

GENERAL AND ADMINISTRATIVE EXPENSES  $ 56.2  $ 64.2  $ 61.9 
Adjustment:             

Stock-based compensation expenses   (7.8)   (7.3)   (7.8)
 
NON-GAAP GENERAL AND ADMINISTRATIVE EXPENSES  $ 48.4  $ 56.9  $ 54.1 
OPERATING EXPENSES  $ 560.2  $ 603.7  $ 625.2 
Adjustments:             

Amortization of intangible assets   (1.1)   (1.1)   (1.0)
Stock-based compensation expenses   (39.5)   (33.8)   (40.3)
Restructuring and other charges   -   (0.1)   0.7 
Acquisition related expense   (0.3)   -   (0.6)

NON-GAAP OPERATING EXPENSES  $ 519.3  $ 568.7  $ 584.0 
INCOME FROM OPERATIONS  $ 177.6  $ 212.8  $ 221.0 
Adjustments:             

Amortization of intangible assets   5.5   4.4   3.5 
Stock-based compensation expenses   44.3   37.7   44.8 
Restructuring and other charges   -   0.1   (0.7)
Acquisition related expense   0.3   -   0.6 

NON-GAAP INCOME FROM OPERATIONS  $ 227.7  $ 255.0  $ 269.2 
TOTAL OTHER INCOME (EXPENSES), NET  $ (6.6)  $ (10.5)  $ (8.3)
Adjustments:             

Non-cash interest expense   12.9   13.0   13.2 
Gain on investments   (2.5)   -   - 

NON-GAAP TOTAL OTHER INCOME (EXPENSES), NET  $ 3.8  $ 2.5  $ 4.9 
INCOME BEFORE INCOME TAXES  $ 171.0  $ 202.3  $ 212.7 
Adjustments:             

Amortization of intangible assets   5.5   4.4   3.5 
Stock-based compensation expenses   44.3   37.7   44.8 
Restructuring and other charges   -   0.1   (0.7)
Acquisition related expense   0.3   -   0.6 
Non-cash interest expense   12.9   13.0   13.2 
Gain on investments   (2.5)   -   - 

NON-GAAP INCOME BEFORE INCOME TAXES  $ 231.5  $ 257.5  $ 274.1 
PROVISION FOR INCOME TAXES  $ 20.3  $ 26.9  $ 26.3 
Adjustments:             

Income tax effect on non-GAAP adjustments   20.3   18.4   21.9 
NON-GAAP PROVISION FOR INCOME TAXES  $ 40.6  $ 45.3  $ 48.2 
NET INCOME PER SHARE  $ 0.403  $ 0.448  $ 0.459 
Adjustments:             

Amortization of intangible assets   0.015   0.011   0.009 
Stock-based compensation expenses   0.118   0.096   0.110 
Restructuring and other charges   -   -   (0.002)
Acquisition related expense   0.001   -   0.001 
Non-cash interest expense   0.034   0.033   0.033 
Gain on investments   (0.007)   -   - 
Income tax effect of non-GAAP adjustments   (0.054)   (0.047)   (0.054)

NON-GAAP NET INCOME  $ 0.510  $ 0.541  $ 0.556 
             
(1) In the fourth quarter of fiscal year 2011, NetApp adopted new revenue recognition standards. We implemented these standards retrospectively to the beginning of
fiscal year 2011; therefore, the full year and previously reported quarterly results for fiscal year 2011 have been adjusted to reflect the adoption of these new standards.  
 
 

 



 
 
Reg G Schedule
 
 NETAPP, INC.  
 RECONCILIATION OF NON GAAP GUIDANCE TO GAAP  
 EXPRESSED AS EARNINGS PER SHARE  
 FIRST QUARTER 2012  
 (Unaudited)  
   
   
   
 First Quarter  
 2012  
   
Non-GAAP Guidance $0.52 - $0.57  
   
   
Adjustments of Specific Items to   
     Net Income Per Share for the First   
     Quarter 2012:   
   
     Amortization of intangible assets (0.04)  
     Stock based compensation expense (0.13)  
     Acquisition-related expense (0.04)  
     Restructuring & other charges (0.02)  
     Non cash interest expense (0.03)  
     Income tax effect 0.05  
Total Adjustments (0.21)  
   
GAAP Guidance -Net Income Per Share $0.31 - $0.36  
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