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MANAGEMENT DISCUSSION SECTION

Operator: Good day, ladies and gentlemen, and welcometo the NetApp First Quarter Fiscal Year 2016 Results
Conference Call. At this time, all participants are in alisten-only mode. Later, we will conduct a question-and-
answer session and instructions will follow at that time. [OperatorInstructions] As areminder, this conference
callmay be recorded.

I'would nowlike to turn the conference over to Kris Newton, Vice PresidentofInvestor Relations. You may begin.

Kris Newton

VP, Investor Relations, NetApp, Inc.

Hello and thankyou forjoiningus onour Q1 fiscal year 2016 earnings call. With me today are our CEO, George
Kurian; and CFO, Nick Noviello.

This callis being webcast liveand will be available for replay on our website at netapp.com along with the
earningsrelease, our financial tables, a historical supplemental data table,and anon-GAAPto GAAP
reconciliation.

Asareminder, during today's call, we will make forward -looking statements and projections with respect to our
financial outlook and future prospects such as our guidance for the second quarter and full fiscal year2016; our
expectations regarding our ability to respond to changing demands of our customers; our ability to manageour
portfolio to drive efficiency, profitability, and growth; our expectations regarding market acceptance of clustered
Data ONTAP; our ability to driveoperational and financial performance; our expectationsregarding ourbusiness
modelin FY 2016, all of which involve risk and uncertainty.

Such statements reflectour bestjudgmentbased on factors currently known to us and are being made as oftoday.
We disclaim any obligation to update our forward -looking statements and projections. Actual results may differ
materially from our statements and projections for a variety ofreasons. We describe some ofthese reasons in our
accompanying press release, which we have furnished to the SEC on a Form 8-K. Please refer to the documentswe
file from time to time with the SEC, specifically our Form 10-Kfor fiscal year 2015and our current reports on
Form 8-K, all of which can be found on our website.

During the call, all financial measures presented will be non-GAAP unless otherwise noted. These non-GAAP
measures are not prepared in accordance with generally accepted accounting principles. A reconciliation ofour
GAAPandnon-GAAPresultsis provided intoday's pressrelease and on our website.

I'll nowturnthe call overto George.

George Kurian

Chief Executive Officer & Director

Thank you, Kris, and good afternoon. This is my first earnings call as NetApp's CEO and it's an honor to be here.

We deliveredrevenue abovethe midpoint ofour priorguidance with gross margin, operating margin, and EPS all
above ourprevious guidanceranges. We did what we said we would, but we are clear that we have alot more work
to do. We're committed to helping ourcustomers navigatetheir IT transformation, to improving our own
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execution, and to enhancing valuefor our shareholders. We are making progress againstour plan, adding new
customers and expanding the adoption of our portfolio by aggressively pivoting towards modern architectures
such ascale-out,software-defined, flash, converged, and hybrid cloud, all while planning to return to our
operating modelin the second halfofthis fiscalyear.

This is my first time addressing many ofyou, and what you will hear from me today is a focus on portfolio
management, execution, and enhancing shareholdervalue.I want to start by sharing my views on how I think
about managing our business and how we are shaping our strategy to respond to the transformation in the IT
industry,to increaseefficiency, and to deliver strong financial returns. Then I will provide an update on our
businessinthe quarter and hand it overto Nickto cover our financial results beforewe open the call for Q&A.

Inmy first days as CEO, I spenttime to ensure that we had a well-articulated view ofthe industry transition and a
clear understanding of customers'IT transformation priorities. But this alone isnot enough. To maximizeresults
from our strong portfoliooftechnologies,we need to operatethe business with a greater level ofdiscipline and to
alignresources againstour most importantpriorities. In addition to improving alignment and inspection, you can
expect from me highly disciplined portfolio management across all aspects of the business: technology, customers,
and go-to-market. We must manage the business to drive efficiency and profitability from the mature parts ofour
portfolio so we can afford investment in emerging high-growth areas to deliver innovation ahead ofthe market,
driveincreased awareness, and expand our footprint. You can expect to hear about the results ofthis rigorous
portfolio management as we come back oversuccessive quarters.

The requirement for digital capabilities and cloud-based solutions is driving fundamental change across the IT
industry.Enterprises must transform in order to survive, and data managementis at the heart ofthe transition
they need to make. Whether it's dealing with data growth efficiently, drawing real -time insight from data, or
integrating data across their globally distributed value chain, managing datais ofgreatimportance to our
customers. Thisis where NetApp has a profoundly important roleto play. We are the only company that can help
customers managetheir data seamlessly across multiple cloud architectures and providethe scaleneeded to
accommodatethe exponential data growth generated by the digital world. Thisis what I see as o ur big
opportunity.

To accelerate this transformation, customers are seeking to take advantage of new applications and modern data
center storageand data management architectures. Thisimplies areduced opportunity in the traditional storage
market, but, at the same time, growth in new areas such as scale-out storage, software-defined, flash, converged,
and hybrid cloud. We are and will continue to actively drive a shift within our product and go -to-market portfolio
to meet the changing demands ofour customers. And you will see me drive a more disciplined approach around
managing this portfolio, both to increasefocusonthe growth in emerging parts ofour business and to drive
efficiency in the mature parts.

As customers transform their IT environments, they arereducing their spend on traditional storage, which has put
pressure onour ONTAP 7-Mode business. The 7 -Mode storage operating system was shippedin only 35%o0fFAS
unitsin the quarter, down from roughly 75%ayear ago. Customers are also slowin g investment in the capacity
expansion oftheir traditional storage environments. Both ofthese dynamics lowered new unit shipments offand
lower incremental capacity in ONTAP 7 -Mode systems put downward pressureon our product revenue despite
strong growth in otherparts ofour business. We have a heightened sense ofurgencyin working with our
customers to enable theirmove to the modern architectures delivered by our portfolio. As customers replace their
traditional storage architectures and transform their data centers, they want scale-out and software-defined
storage functionality to both manage data growth efficiently and deliver service providerlike flexibility.
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Clustered Data ONTAP provides this through a highly efficient multi-tenant non-stop shared storage
infrastructureto replace legacy stovepipearchitectures for enterprise applications like databases, virtualization,
VDI, and e-commerce. Clustered ONTAP also enables customers to seamlessly managetheir applications and data
across flash, disk, and cloud footprints. And as customers plan theirhybrid crowd architectures, the software -
defined architecture of clustered ONTAP provides a consistent way to manage data across privateand public
cloudsregardless ofunderlying hardware.

Clustered ONTAP was deployed on 65%ofthe FAS systems shipped in Q1, up from roughly 25%ayear ago. Unit
shipments of clustered ONTAP sy stems grew by approximately 115%, the 13th consecutive quarter oftriple-digit
growth. The value proposition ofclustered ONTAP for the next-generation data centeris strong, as evidenced by
continued rapid customeradoption. We are migrating our installed base customers of clustered ONTAP and
gaining new customers in competitive environments. The number of customers using clustered ONTAP grew by
morethan130%in Q1 from Q1 a year ago. The fastest growth was in new-to-NetApp customers, which grew 225%.

Let me give yousome examples to illustrate why new customers are choosing NetApp. We won the business ofa
midsized Internet radio provider who had moved offaleading hyperscalecloud service provider due to costand
onto asolution from one ofthe startups. Ultimately, that infrastructure could not scale to meet the customers'
needs, so they turned to clustered ONTAP for its ability to spread the load across multiple controllers and for its
virtual storagetiering capability which efficiently prioritizes workloads.

At a multi-billion-dollar construction services company, we replaced an establishedvendor. Clustered ONTAP was
able to solve their problem with less hardware and greaterflexibility. In addition to buying new sy stems from us,
the customeris also using our FlexArray software to run clustered ONTAP on the un-depreciated hardware assets
from their nowlegacy vendor.

We told youlast quarter that we would make investments to accelerate the migration ofour customers ONTAP 7 -
Mode installed base to clustered ONTAP, and we have. Our transition programs offer customers and certified
partners with transition support,temporary gear, and financial incentives. Just formalized in Q1, this program is
already showing early results. A large semiconductor manufacturer in Asia-Pacific building its privatecloud on
clustered ONTAPleveraged the program to deploy a clusterof All Flash FASsystems, beating out flash offerings
from established and emerging vendors, and they plan to migrate additional 7 -Mode systems in the future to
clustered ONTAP.

A U.S.-based multi-campus university is replacing its existing storage silos sy stems from NetAp p and multiple
competitors. They will standardize on clustered ONTAP and OnCommand Insight to provide services for all of
their campuses and medical centers. Only NetApp could fulfill their performance archive and reporting needs.
Over the course offiscal 2016, we will continue to refine and expand our transition programs.

Customers are seeking to gain competitive advantage and economicbenefitsfrom accelerating business
transactions, processes, and their supporting enterprise applications. To do so, they are deploying high-
performance enterprise-grade flash technology. Our All Flash FASproducts offer built-in data protection, multi-
protocol support, scale-out performance, and seamless data movement from flash to disk to cloud. These benefits
have driven rapid customer adoption of our All Flash FASsolutions with unit shipments growing almost 140%
year-on-year, the fifth consecutive quarter oftriple digit-growth. In Q1, we launched new lower-cost All Flash FAS
products with Flash Essentials innovations to improve performance and efficiency. Customer reception to this
launch hasbeentremendous, and we saw a strong uptickin All Flash FASsales momentum during the quarter.

We had significant and growing numbers of competitive wins against established and emerging flash-only
vendors. For example, at a major Software-as-a-Service provider, designing their next-generation infrastructure to
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migrate from a traditional database architectureto anin-memory architecture, All Flash FASbeat solutions from
both established and emerging flash-only and hybrid flash competitors.

Ataleading online retail financial services company with demanding mission -critical applications that monitor
and analyze trading data throughout the day, the EF-Series all-flash array easily outperformed all ofthe leading
competitors.To improvebusiness insight and decision-making, customers are also deploying new webscale and
analyticapplications, like Hadoop and Splunk, as well as increasing the amount ofdata that they retain online. To
support the performance,availability, and cost requirements ofthese applications, customers are using our E-
Series platforms. As we aggressively targetthis part ofthe market, we see continued growth ofthe E-Series
platforms with unit shipments up almost50%from Q1 last year.

To help with their digital transformation and to bettermanage their IT portfolio, customers over the medium - to
long-term are looking to enable hybrid cloud architectures. The challenge ofthe hybrid cloud is thatitis a series of
isolated and incompatible data silos. Every cloud provider has a different way to managedata, making it difficult
for customers to moveand share data across clouds. Our customers arelooking for a consistent way to secureand
manage dataregardless oflocation. And ourfocus on data management enables customers to utilize cloud
resourceswhile leveraging existing investments and maintaining control oftheir data.

Our hybrid cloud solutions are important in positioning us ahead ofthe market, but do not contribute
meaningfully to revenue today. The productsincluded in our hybrid cloud solution portfolio are NetApp Private
Storage for Cloud, Cloud ONTAP, StorageGRID Webscale, and AltaVault. Of these, NetApp Private Storage
represents the largest opportunity. It enables customers to take advantage ofthe elastic computeresources of
multiple clouds for cloud bursting or data analytics while maintaining complete control oftheir data.Cloud
ONTAP is a rent by the hour version of clustered Data ONTAP, av ailable on Amazon Web Services for use cases
such as agile software development.

The number ofhours ofusage continues to grow nicely with hours ofusage more than doubling from last quarter.
AltaVaultis the mostrecent addition to this part of our portfolio. It helps customers preserve the investments in
their existing backup software while enabling them to take advantage oflow-cost cloud storage as along-term
backup and archival target. In Q1, we announced new AltaVaultsolutions and extended service offerings. Our
hybrid cloud portfoliois delivering strategic wins. We've had several NetApp Private Storage wins at companies
with strong cloud mandates becauseit enables them to leverage cloud resources while avoiding data governance
risk and data mobility challenges.

We gained a foothold in a new financial services customer with AltaVault, displacing our leading competitors'
legacy backup solution because of our ability to unlock the economics ofcloud for backup. With StorageGRID
Webscale, we beat established and emerging vendors at a photo sharing cloud providerbecause it enabled a
customer to leveragetheir existing infrastructure while moving to objectstorage for data management at
webscale.

Finally, customers are looking for pre-integrated converged solutions. Today, NetApp offers the highly successful
FlexPod converged system in conjunction with Cisco. Youcan expectto see exciting innovations on FlexPod this
year. Werecently began shipping NetApp Integrated EVO:RAIL Solutions, bringing the proven benefits of NetApp
storage for VMwareto a hyper-converged form factor. We will continue to monitorthe evolution of hyper-
converged infrastructure.

Aswemoveto better address the growth areas ofthe storage market, ourconfidencein our direction comes from
our customers. Our strategy and technology portfolio resonate with enterprises and service providers, positioning
us as a strategic advisorto assist them through their IT and digital transformations. AsI have said, elements of
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our technology portfolio are growing rapidly. We are shifting investments in our go -to-marketteamsto accelerate
that growth, and those actions are showing early signs ofsuccess.

We added incremental sales head countin Q4 oflast year and the beginning ofthis year, and they are already
driving meaningful expansion to our pipeline. We also took action to regain traction in our channel. We added a
global channel chief, a worldwide channel leadership team, and made investmentsin channel marketing
programs, all by reallocating resources within ouroperating expense envelope. I personally have met with
partnersinthe Americas and EMEA and I've seen their excitement over the opportunity with NetApp.

Be clear that we have a sense ofurgency and a highlevel offocus to ensure that ourinvestments continue to
translate into productive sales conversations and, ultimately, pipeline and bookings growth. We expect that
investmentsin clustered ONTAP transition, sales capacity,and channel traction combined with our shift to bet ter
addressthe industry trends will deliver improving results over the course ofthis fiscal year,and we are committed
toreturning to our target operating model in the second half. We continue to work through the declinesin the
mature partofour business, but are encouraged by the many areas ofgrowth.

BeforeI hand it overto Nickto go over the quarter in more detail, I'd like to summarize by saying our strategy is
to assist our customers'IT transformation with a unique and differentiated vision for data management. We plan
to deliver against this vision by actively pivoting the company to execute against the industry trends ofscale -out,
software-defined storage, flash, converged infrastructure, and hybrid cloud data management. And at the same
time, we have an intense focus on disciplined cost management and cost structure. We are confident that we are
ontheright path, but clearly havemore workto do.

I will focus ondriving disciplined portfolio management, streamline decision-making for efficiency, alignment,
and accountability,and instill more rigorous inspection and corrective action for high -performance execution. As
I continue my rigorousanalysis ofthe business, these plus understanding our customers'plans to consume
technology areall considerations that I will take into account as we position the company for success and increase
shareholder value. On our next quarterly earnings call, I willhave more details to sharewith you.

I'm excited for the future. The feedback from our customers on our technology and strategic direction has been
strongly positive. Partners feel confidentthat our portfolio provides a unique value proposition for them and their
customers and by raising the bar on execution and actively addressing the industry trends, we will emerge from
this transition a stronger, more focused, and disciplined company.

I'll now passit over to Nick.

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Thank you, George. Good afternoon, everyone,and thankyou for joining us. NetApp delivered Q1 results that
were generally ontrack and in line with our expectations.

As George highlighted, the storageindustry is in transition as customers drive IT transformations to take
advantageofnewtechnologies and architectures while planning theirjourney to the hybrid cloud. Asyou know,
this industry transition has impacted our business as well. We have embarked on anew chapter and we are
aggressively shifting our efforts to better position ourselves for the future.

We saw progress on many frontsin Q1, but we stillhave alot of workahead. For the first halfof fiscal year 2016,
we areraising the bar on execution across all aspects ofthe business. Forthe second halfofthe year,you can
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expect usto deliveragainst our plan and return to our targetoperating margins. Beyond fiscal 2016, we willdo a
much better jobdemonstrating our broad value proposition to customers and translating thatto financial results,
top and bottom line and increased shareholder value.

Please note that I willbe referring to non-GAAP numbersintoday's presentation unless otherwise indicated.

Fiscal Q1 net revenues were $1.34billion, down about 13%sequentially and down 10%year-over-year. FX
headwinds had an unfavorable impact ofabout four points on the year-over-year comparison. We estimate that
the extraweekin Q1, which occurs every sixyears to realign fiscal and calendar months, added approximately $40
million ofrevenueto the quarter. Product revenue was $ 664 million in the first quarter,down 27 %sequentially
and 25% year-over-year. FXheadwinds had an unfavorableimpact on the year-over-year productrevenue
comparison by about fivepoints. The declinein product revenue due largely to the declinein ONTAP 7 -Mode sales
was in line with our expectations and prior guidance.

The combination of software maintenanceand hardware maintenance and other services revenues primarily
comprised ofexisting, new, and renewed service contracts, was $ 671 million in the first quarter, up 7%
sequentially and up 11 %year-over-year. The increasereflects the continued growth ofour installed base and
short-term renewals from existing customers as well as the benefit from the extra weekin Q1. Indirect revenue
through the channels and OEMs was 77%0fQ1 netrevenues comparedto 78%in Q4 and 76%in Q1 oflast year.

Gross margin of 63.6%was down just under a point from Q1 last year and was negatively impacted by abouta
point from FX, consistent with our prior expectations. Product gross margin was 51.2%, reflecting a decline of
about 6 points year-over-year. Roughly halfofthis decline was due to FX headwinds with the remainder from
lower volume, unfavorable product mix, and somehigher discounting. Software maintenance gross margin was
relatively flat year-over-year while hardware maintenanceand other services gross margin was up just under a
point and a half, reflecting increased revenue and leverage ofexisting infrastructure investments and the benefit
of the 14th week.

Operating expenses of $746 million were up 3%year-over-year. FXreduced operating expenses by about four
points on ayear-over-year basis and, consistent with my commentslast quarter, the 14th week contributedabout
$41 million ofsequential growth. Operating margin of7.7%was above our previous guidance range, driven by
lower spending and the benefit of our previously announced realignment action onlargely in-line revenues and
gross margins. Our realignment action resulted in a head count reduction ofapproximately 3% and a GAAP
restructuring chargeofapproximately $27 million inthe quarter.

Our effective taxratefor the quarter and projected ratefor the year was 17%, up halfa point from Q1 last year due
to greater investment income in our foreign subsidiaries taxed at U.S. rates. Q1 weighted average diluted share
count of 308 million shares decreased by approximately 5 million shares sequentially due to share repurchase
activity inthe quarter. EPSwas $0.29, $0.04 over the high-end of our prior guidance range, driven by higher
operating margin and lower diluted share count.

Now turning to cash and balance sheet metrics. We closed Q1 with $5 billion in cash and short -term investments,
approximately 8% of which was held by our domestic entities. Inventory turns decreased to 10,due in partto our
factory move, which is now complete. I anticipateinventory turns returning to a normalized mid - to high-teens
levelin Q2 and, in fact, much ofthe additional inventory we built up during Q1 has already been shipped. Q1 days
sales outstanding decreased to 30 days due to invoicing occurring earlier in the quarter and an extra week of
collections from the 14th week.
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Deferred revenue decreased by $131 million in Q1 versus Q4 and decreased $10 million from Q1 last year. We
expected the decline, about $40 million of which was due to the 14thweek and the remainder, commensurate with
the decline in product revenue. Q1 cash from operations was approximately $129 million versus $216 million in
Q1 ayearago.At7%ofrevenue, free cash flowwas down, as expected, due to lowernet income resulting from the
year-over-yearrevenue decline.

We repurchased approximately $430 million ofour stockand paid $54 million in cash dividends during the
quarter. Asyou may recall, our board ofdirectors authorized $ 2.5 billion ofrepurchases by the end ofMay 2018
with the first $1 billion ofrepurchases expected to be completed by the end of May 2016. Today,we announced
our next cash dividend of $0.18 per share ofthe company's stock that will be paid on October21,2015.

Now I'd like to spend a few minutes discussing our business outlook and guidance. AsI discussed earlier, fiscal
year 2016 is one oftransition. We are aggressively focused on our top priorities: rebuilding pipeline and
momentum in the first halfof the year and executing against our plan to return to our targeted operating model
for the second halfofthe year. We have a strong portfoliooftechnologies,but can do abetter joboffully
monetizing it. With George at the helm, we are doing a deeper dive to understand ourbusiness and market
opportunity beyond this fiscal year. You can expectto hear from us on our nextquarterly earnings call with a
further update on how we expect to evolvethe business to deliver greater valueto customers and shareholders.

For fiscal 2016,we now expect revenueto be down about 5% with impact from FXheadwinds and limited top line
predictability in the first halfof the year easing in the second half. Though ultimately dependenton revenue mix,
growth, and our continued actions to drive down costs, we expect fiscal 2016 gross margin as a percentage of
revenueto be down about one point from fiscal 2015. We expect operating margin as a percentage ofrevenue to be
down about two points for the yearwith a challenging first halfand areturnto our 18%to 20%target operating
marginrange for the second half. Although offto slow start in the first quarter, we expect ayearofcontinued cash
flow generation with free cash flow as a percentageofrevenuefor the year in the mid-teens.

Finally, we remain committed to driving shareholder valuethrough share repurchases and dividends. Based on
current stock prices, we expect to reduceshare countin fiscal 2016 by approximately 5%. And between dividends
and share repurchases, we will again return over 100% offree cash flow generatedto shareholdersin fiscal 2016.

For Q2, we expect continued FXheadwinds and limited top line predictability as we rebuild pipelineand
momentum. As such, we expect net revenues for Q2 to range between $1.4 billion and $1.5billion, which, at the
midpoint, implies a sequential increase ofapproximately 9%and a 6% decrease year-over-year. We expect Q2
consolidated gross margins ofapproximately 63%to 63.5%and operating margins ofapproximately 14%to 15%.
Based on our share repurchasesin Q1 and in the first 10 days 0ofQ2, we expect our diluted share count for the
quarter to be approximately 303 million shares and earnings per share for Q2 to range from approximately $ 0.55
to $0.60 per share.

Insummary, we are confidentin our differentiated strategy for data management in hybrid cloud. We are shifting
our investments and efforts to accelerate growth in the areas of our portfolio that address our customers'most
pressing ITimperatives. FY 2016 isayear oftransition as we rebuild our pipeline, help customers through their IT
transition, and return the business to ourtargeted operating model. The positive feedback we've received from
customers and partners reinforce our confidence in our direction.

Lastbutnotleast, I'm excited aboutthe changethat Georgebrings asa CEO of NetApp. I believe hisfocuson
portfolio management, execution, and shareholdervalue combined with his perspective and frank assessment of
the entirety of our business will yield positive results for partners, customers, and shareholders.
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At this point, I'll turnthe call overto Kris to openit up for questions and answers. Kris?

Kris Newton
VP, Investor Relations, NetApp, Inc.

We'll now open the call for Q&A. Please be respectful of your peers and limit y ourselfto one question so we can get
to as many peopleas possible. Thanks for your cooperation. Operator?

QUESTION AND ANSWER SECTION

Operator: Thankyou. [OperatorInstructions] Our first question comes from the line of Amit Daryanani of RBC
Capital Markets. Yourline isnowopen.

Amit Daryanani

RBC Capital Markets LLC

Thanks a lot. Good afternoon, guys, and congrats, George, on a nice start to the job.I guess the question really is,
whenyouthink about the initiatives and the execution improvementyou're talking about,how do you think about
is there room for cost curtailment as you go forward? Because even I take the assumptions for fiscal 2016, you'll
probably exitthe y ear with low-single-digit revenue growth in a good scenario. Inthat case, I mean, do you think
45%, 50% ofsales going to expensesisareasonabletarget for acompany to have or do you thinkthere'sroom for
thatto lower and, ifso, what are the levers, what are the metrics you could do to lowerthat operating expense
structure?

George Kurian

Chief Executive Officer & Director

We havebeen and continued to be disciplined around the cost structure ofthe company. I thinkifyoulookinto
our plansfor thisfiscal year, there are already expense containment strategiesin place that improve the target
operating model ofthe company backto our guidancerange within the second halfofthe year. So we have plans
already in place. I continueto inspect them and I'm also rigorous that we align resources of the company against
the biggest opportunities and harvest the mature parts of our portfolio for profit. In addition, both Nickand I are
studying the evolution ofthe storage market and we'll have abroader perspective to you about the operating
structure ofthe company as well as the way to maximize both the return on our assets as well as shareholdervalue
at our nextearnings call.

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Hey, Amit. It's Nick as well. Let me just get real granular for asecond. IfI lookon ayear -over-year perspective,
our first half to second halfperspective, I would expect thatthe expenses ofthe company, the operating expenses
would be downinthe second halfofthe year. So we have operating plans and we are operating against all ofthose
plans across the functions to achieve just that. We also have the additional levers ofgross margin that you can
imagine. We alwayslook at —we alwayslookat our spending there, we alwayslook at our structure on that side.
Our workwith suppliers, et cetera, and then even to go furtherup the stack, the value we get out of our software
value proposition.

Kris Newton
VP, Investor Relations, NetApp, Inc.
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Thanks, Amit. Next question?

Operator: Thankyou. Our next question comes from the line of Sherri Scribnerof Deutsche Bank. Yourline is
nowopen.

Sherri A. Scribner

Deutsche Bank Securities, Inc.

Hi. Thanks. I just wanted to get a sense fromyou, George.On the last call, we heard alot about customers waiting
to transition to clustered ONTAP. I want to understand what changed this quarterand what makes you confident
in the growth for the next quarter? I mean, you're guiding to up 9%, what are yo u seeing that's making you
confident about that? Thankyou.

George Kurian

Chief Executive Officer & Director

The growth that we see is from both the investments in sales capacity translating to pipelineexpansion and is a
combination of customer acquisition and usage of clustered Data ONTAP for new workloads within existing
customers. The paceoftransitions from 7-Modeto clustered ONTAP within our installed base will be benefited
from the workthat we're doing to make it easier for customers to transition, but will be prioritized against their
broaderlandscape of IT priorities. So we are, by no means, counting on just installed base transitions to drive
growth. We are counting on the pipeline expansion and the capacity investment that we're making to drive that
upside.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Sherri. Next question?

Operator: Thankyou. Our next question comes from the line of Alex Kurtz of Sterne CRT. Yourline is open.

Alex Kurtz

CRT Capital Group LLC

Y eah, thanks for taking the question, guys. Nick, just on the product margin in the quarter, it sounded like maybe
FX had someimpacthere, but thisis one ofthe lowest prints you've put up in a while. Was there mix issues there?
Were there any component issues? And asyoulookat the second halfstatements you're making on operating
leverage, what is y our expectation for product margin recovery as we get into Q3 and Q4°?

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Yeah, thanks, Alex.So —just to be clear, so onthat product gross margin for Q1 versus Q1 ayear ago,yes, itwasa
pretty significant decline in gross margin percentage. Halfof that was FX all by itself. Okay? So you're seeing that
FX really hitting the product side ofthe fence versus the deferred side ofthe fence. In addition to that, it's a
combination ofvolume and mix, whichyou would expect given the rebuild ofthe pipeline and some discounting.
So we talked about discounting last quarter. We talked about again discounting this quarter.

Iindicated that I would talkabout that to the degree that it changes on a year -over-year basis,so you can imagine
with a lower pipeline and a need to rebuild, thoseare the types ofthings we have to work throu gh. Over the course
oftheyearintermsofproduct gross margin, we're going to expectthat FX certainly fadesin the backhalfofthe
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year. We shouldn't have —assuming there's not another dramatic change out there, we shouldn't have the typeof
compares we've had, so we'llbe backto the typical, which islooking at the mix ofbusiness. We'llbelooking at the
combination ofpricing, discounting, and savings out ofthe supply chain to really look at the gross marginsthere.
So that's probably the good perspectivefor you.

Alex Kuriz
CRT Capital Group LLC

Allright. Thanks.

Operator: Thankyou. And our next question comes from the line of Katy Huberty of Morgan Stanley. Yourline
is nowopen.

Kathryn Lynn Huberty

Morgan Stanley & Co. LLC

Yes. Thanks. Asitrelatesto hitting the target model in the back halfof the year, can you get therewith the current
booked maintenance and cost cutsand the gross margin acceleration that you've talked aboutalready? Or do you
need the product revenueto grow againin the back halfto hit that target? Thankyou.

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Yeah, Katy, let me start on that and if George has a perspective he can weigh in as well. Remember, the first halfof
this year was about pipeline rebuild. We were talking about pipeline rebuild from a perspective ofrebuilding sales
capacity, ofchannel investments, of cDOT transition programs, and we're seeing the beginning ofthose things. So
in terms ofthe backhalf ofthe year, what we expected to happen and what we're seeing the early, the green shoots
on, if you will, are those metrics are comingin and they 're starting to build and we expect to monetize someofthat
the second half. Isit a dramatic shift of product revenue from the second quarter, let's say, to the third or the
fourth? I wouldn't call it a dramatic shift. Certainly, the first quarter was impaired,and we knew that cominginto
the first quarter.

The maintenancestreams ofthe company,we canlookat those year-over-year, quarter-over-quarter, and that's
reflectiveofthatinstalled base. The installed base, as we indicated, continues to grow.It'sa combination ofnew,
renewal, and that — we see that, sometimes we see that in short-term, sometimes we see thatinlonger-term
pieces. So is there a dramatic shift from the second quarter to the second halfofthe year? I wouldn't say it'sa
dramatic shift. Obviously, we expect some uptickin terms of product revenue. We will no longer, hopefully, have
the FX pressure on productrevenue, but certainly Q1 was alow point and Q1 was reflective of what happened to
the pipeline and Q1 is really the area where we're going to be the lowest.

Kathryn Lynn Huberty
Morgan Stanley & Co. LLC

Thank you.

Operator: Thankyou. Our next question comes from the line of Brian Alexander of Raymond James. Your line is
nowopen.

Brian G. Alexander
Raymond James & Associates, Inc.
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Yeah, just following onto that, the revenue guidanceup 5%to 12%sequentially, Nick, it's the most growth you've
guided to for a July quarter in many years. So canyoujust talkabout your confidence level and the key drivers of
what appearsto be an aboveseasonal growth outlook and, specifically, how should we think about on a sequential
basis the productrevenue versus software and services? Thanks.

Nicholas R. Noviello
Chief Financial Officer & Executive VP-Operations

Well, if you're talking about a sequential basis from Q1 to Q2, obviously, there's going to be an uptick we expect on
the product revenue side. Thatis a granular buildup we do of pipeline and a granular buildup we do ofour
expectations for the quarter. Obviously, the —what comesin offthe balance sheet on the software and hardware
components we know very, very well.So there is a sequential increase on the product revenue side ofthe fence in
Q2. It's reflectiveof some ofthat pipeline that started to build and the metrics there.Itis a pretty significant
increase quarter-over-quarter sequentially,so ayear from now I willbe reminding you ofthat. But thatis built on
our bottom-up projection ofthe business.

Brian G. Alexander
Raymond James & Associates, Inc.

Do you still expect software and servicerevenues to grow double-digit on ayear-over-year basis in the October
quarter?

Nicholas R. Noviello
Chief Financial Officer & Executive VP-Operations

I'would not. Okay? They come in offthe balance sheet.I would not.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Allright. Thankyou, Brian.

Brian G. Alexander
Raymond James & Associates, Inc.

Thank you.

Operator: Thankyou. Our next question comes from the line of Jayson Noland of Robert Baird. Yourline isnow
open. Again, Jayson Noland of RobertBaird. Y our line isnow open.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Allright. Let'smove ontothe nextcaller.
Operator: Our next question comes from the line of Steve Milunovich of UBS. Your line isnow open.

Steven M. Milunovich
UBS Securities LLC

Thank you. Canyoutalkabit more about the transitionto ONTAP 8 from 7 ? Y ou giveus some percentages that
youhaven't given before. It sounds like there's a pretty significant shift toward 8, but you didn't give us any kind
of sequential percentages. So is that really accelerating at this point? And even though it seems to have
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accelerated, obviously, the total numberhas gone down. AndI guess that plays to yourcomment about just people
transactionally holding backright now.

George Kurian

Chief Executive Officer & Director

I think at the highestlevel, when we talked about percentages, we talked about the percentages of FASshipments
and we said that the 7 -Mode systems were downto 20%to —35% of FASshipmentsfrom75%ayear ago and the
clustered ONTAP 8 versions are up to 65%of FAS shipments from 25%ayear ago. So there is a dramatic growth
in clustered ONTAP sy stems as a percentage of our total mix as well as just year -on-year. And it represents the
value propositions of clustered ONTAP. Those include shipments being made to new customers, new workloads
within existing customers, and as we mentioned, some early benefit from the transition programs around our
installed base. I would say that on the last bucket, meaning the transitions, we're still very early in that program.
It's seen some good momentum and confidence building within our customers, but hasn't materially translated
into resultsyet.

Steven M. Milunovich
UBS Securities LLC

Thanks.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Steve.

Operator: Thankyou. And our next question comes from the line of Louis Miscioscia 0of CLSA. Y ourline isnow
open.

Louis R. Miscioscia

CLSA Americas LLC

Okay, great. Maybe go backto Brian's question. It looks like most of the extra week fell into software entitlement
and also services. So how much would we expect those to be down on a quarter -to-quarter basis? Or do you expect
this to be flat? Help us think about how we should also then modelin the productrevenue. Thanky ou.

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Yeah, Lou, I'm not going to getinto a granular level ofspecificthere, but really the $40 million ofthe 14th week
was in software and within the service revenue line. So it was all there. And in fact, you can see it on the deferred
revenueside ofthe fence. So deferred revenuewas down pretty substantially in Q1 on a year -over-year basis,and
we haven't seenthatkind ofdecline really in quite some time. Ifyou take $40 million outofthat, whichisthe
deferred component, you get backto anumber that we're not thrilled about, but that'salot closerto thosetypes of
sequential declinewe've seen before.

So what we expect to happenis obviously that 14th weekdoesn't occuragainin Q2. We go backto a13th week, we
won't talkabout 14th week again for six more years from now. So, we're going to look at those pieces. It obviously
means thatthe amount ofrevenue of $40 million was shared between software and hardwareand th e share was
$18 million and $25 million, respectively. That's not going to occur againin Q2.
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Kris Newton
VP, Investor Relations, NetApp, Inc.

Allright. Thanks, Lou.

Operator: Thankyou. Our next question comes from the line of Aaron Rakers of Stifel. Y our line isnow open.

Aaron C. Rakers

Stifel, Nicolaus & Co., Inc.

Y eah, thanks for taking the question.Just so I'm clear, and [indiscernible] (47:23) go backto Brian's question and
I think the prior question as well, at what point does the declinein deferred catch-up with the software
entitlement and maintenance? And ifyou do expect that to declineor not grow at the double -digit rate, it seems to
imply afairly high-teensifnot 20% sequential growth in product revenue for the [ph] current (47:43) quarter. So
I'm just curious ofhow we should expect the deferred revenue trend? Should we expect that to grow going forward
and what thatimplies for the product revenue inthe current quarter?

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Okay. So if I thinkabout deferred being software entitlements and service revenue on a year-over-yearbasis in Q2,
I'would expect those thingsto go up. They're not going to go up dramatically. They're not going to be reflective of
the 14th weekbecause there will be no such thing. Okay ? On the product revenue side,I think the real question is
what's going to happen with product revenue. On a sequential basis, expect a pretty reasonable increase in
productrevenue. Why is that? That is because by the time we cameto the end 0fQ4, we did nothave a pipeline on
the product revenue side ofthe fence and we had to rebuild that pipeline. What we're seeing and what we're doing
as we build up the guidance for Q2 is that we're going to see some return on the productrevenue side and that's
reflected in the guidance that we pulled out there.

Aaron C. Rakers
Stifel, Nicolaus & Co., Inc.

Thank you.

Nicholas R. Noviello
Chief Financial Officer & Executive VP-Operations

Actually, no, we don't guide below the overall revenue line for a quarter.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Allright. Thanks, Aaron.

Operator: Thankyou. Our next question comes from the line of Brent Bracelin of Pacific Crest Securities. Your
line is nowopen.

Brent Bracelin
Pacific Crest Securities

Thank you. George, I wanted to go backto kind ofthe decision here to kind ofpivotto the modern data
architectures. The question ishow quickly can you pivot? And then will that include dive stitures or acquisitions?
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And thereasonwhy I ask, obviously, cDOT has been years in the making, so help us understand your appetite,
how quickly can you pivot here and will that include divestitures or acquisitions?

George Kurian
Chief Executive Officer & Director

First of all, I think we have a strong portfolio oftechnologies that are relevant to the modern architectures within
our customers. In some cases, it is developing core technology. In other cases, it is qualifying our technology for
emerging use cases within our customers, what we call solutions development. I think that is all well underway
and we feel good about the portfolio we have. We are also constantly looking at the evolution of our customers'
perspectiveon the ITlandscape, their requirements for data management and we'll always be on the lookout for
M&A tuck-ins where they make sense,havestrategicfit, havethe right financial criteria associated with them, and
we have a disciplined way of scanning the landscape and discussing with our customers theirchoices ahead of
them and for us.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Allright. Thanks, Brent. Next question?

Operator: Thankyou. Our next question comes from the line of Rod Hall of JPMorgan. Y our line isnow open.

Rod B. Hall
JPMorgan Securities LLC

Yeah, hi, guys. Thanks for taking my question. I just got one which is, could you give us —you gave us allthe year-
over-year trajectory on clustered ONTAP, but would you be able to give us the proportion of the installed base that
hasadopteditjustto give ussomeidea of where we are, where we're tracking...

George Kurian
Chief Executive Officer & Director

Y eah, we are about...

Rod B. Hall
JPMorgan Securities LLC

...[indiscernible] (51:00) compared thatto last quarter?

George Kurian
Chief Executive Officer & Director

We are — as a percentage of our installed base, we are about 15% ofthe total installed base. And rememberthe
installed base is growing, and last quarter, we were at 11% ofthe installed base, so pretty good sequential growth.

Rod B. Hall
JPMorgan Securities LLC

Great. Okay. Thank you, George.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Rod.
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Operator: Thankyou. Our next question comes from the line of Maynard Um of Wells Fargo. Your line is now
open.

Maynard J. Um

Wells Fargo Securities LLC

Hi. Thanks. Nick, you talked about next quarterbeing based on abottoms-upbasis. Canyou just talkabout how
much ofthat is based on fiscal year government spending or what yourexpectation is there? And then, George, if
you could just talkabout —you talked about making sure to understand customer mindsets and if they are
changing. Wonderingifyou are seeing any changes within your customer mindsets sinceyou did bring that up.
Thanks.

Nicholas R. Noviello

Chief Financial Officer & Executive VP-Operations

Okay. So, Maynard, why don't I just get started. So second quarter is when we generally see the government, the
U.S. Government I should say, [ph] tickin (52:00) so our bottom-upincludes ourexpectations from the U.S. Fed.
Itincludes our view ofcontracts that are taking shorter, longer or sideways in terms ofthe time to land them. As
youknow, we have avery strong presencethereand a very good business condition overall and value proposition
for them. So the second quarter will include a U.S. public sectorelement to it, a federal fiscal year end element to
it. We planon all of those. Welook at risks or opportunitiesto those as we build that bottom-up guidance.

George Kurian

Chief Executive Officer & Director

I think to answer yourquestion in terms ofthe discussions we havewith our customers, I'veactually had several
meetings with customers from all different parts ofthe world, and I'm just headed out to Asia-Pacific as well. I
think the things that encourage me are the breadth ofdiscussions we have and the adoption of multiple products
in our portfolio by the enterprise customers that we work with. I think they are expanding the r ange ofthings
they're doing with us, and we are excited and encouraged. Strong growth in terms ofthe number of customers,
enterprises buying multiple products from us for broad sets of use cases.

Kris Newton

VP, Investor Relations, NetApp, Inc.
Thanks, Maynard.

Operator: Thankyou. Our next question comes from the line of Nehal Chokshi of Maxim Group. Yourline is now
open.

Nehal Sushil Chokshi
Maxim Group LLC

Thank you. What hasbeen the capturerate ofnewworkloads across the marketwith clustered ONTAPover the
pastyear?Itseemslikeit'sbeendepressed, and I thinkyou've talked about needing to refill that pipeline. Isthat a
fair way oflooking at that?

George Kurian
Chief Executive Officer & Director

I'would say thatifyouweretolookattwo dimensions ofnewworkloads being captured, I think the first one is
new to NetApp customers, where clustered Data ONTAP has given us a footprint that we didn't have before, and
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as we said in our commentary, that has seen strong growth, up triple-digits, 225%, and so that's a measure ofthe
competitiveness of clustered ONTAP in net new-to-NetApp environments. Within existing NetApp customers, the
preponderant majority of clustered ONTAP sales have been to new footprints. As we mentioned, the percentage of
our installed base that has migrated from theirlegacy 7 -Mode environments to clustered ONTAP has been small.

Nehal Sushil Chokshi
Maxim Group LLC

Okay. Thank you.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Nehal.

Operator: Thankyou. Our next question comes from the line of Jim Suva of Citigroup. Your line isnow open.

James Dickey Suva

Citigroup Global Markets, Inc. (Broker)

Thank you very much, and congratulations, both George and Nick. First a question for Georgeand then an easy
clarification for Nick. George, you talked about stay tuned to many things you'relooking at for the next quarter.
Can you help us understand, thesemany things, are they more operational focused? Or are they more capital
allocation deploymentfocused? The reason why I askis I'm sure you're awareofwhere yourstock priceis and
your financial strength of your company, and so one could beg, hey, why not even buy back more stock? But one
could also say, maybeyou need to spend that morefor strategicacquisitions or maybesome different go-to-
market strategy orsomethinglike that. So kind of, if you can help us understand what [ph] spectrum (55:20)
you'relooking at for stay tuned? And then for Nick, can you just help usunderstand, you'veguided for I think it
was 303 millionin shares. Does that include the share count today than what you've bought back so far this
month?Or doesit also include your estimated stock buyback that you will do after today's call?

George Kurian

Chief Executive Officer & Director

So let me answer first. The perspective I'm taking is a broad perspective, looking at all aspects ofthe business,
boththe operating model ofthe company as well as the opportunity to optimize ourcapital structure to maxi mize
returnsto shareholders.

Nicholas R. Noviello
Chief Financial Officer & Executive VP-Operations

Okay.And then my quickclarification on the 303 million shares, this is what we've done based upon the first 10
daysofthe quarter.So we have not, inthe pastand don'tin the future, planto project outwhat we'llbuy overthe
quarter. Itisreally based uponthe first 10 days,what happened last quarterand how that falls in, but then really
just the first 10 days ofbuying.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thank you, Jim.
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James Dickey Suva
Citigroup Global Markets, Inc. (Broker)

Great. Thanks so much.

Operator: Thankyou. Our next question comes from the line of Eric Martinuzzi of Lake Street Capital. Yourline
is now open.

Eric Martinuzzi

Lake Street Capital Markets LLC

Thanks. I was hopingyou could comment on the international aspect of your business. Just asyou've rebuilt the
pipeline exiting Q1, pockets of strength in the international, EMEA, APAC, rest of world, ifyou could comment on
that, I'd appreciateit.

George Kurian

Chief Executive Officer & Director

We've had a strong start to the year in the European theater with all ofour parts of Europe doing very well year -
on-year, both —especially with FXbeing accounted for. So that's areflection of both the leadership team in
Europe as well as the value proposition for clustered ONTAP. Some ofthe key features that our European
customers werewaiting for were we made available to them in 8.3, and that is now translating into results from
the capacity investments as well as the productreadiness. Within APAC, we continueto monitor the situation in
China. Of course, our China business is a small business and hasn't been affected by the changes in China, but
we're evaluating the impact ofthe Chinese economy for the restofthe Asia-Pacific theater.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Eric.

Operator: Thankyou. Our next question comes from the line of Andrew Nowinski of Piper Jaffray. Your line is
now open.

Andrew James Nowinski

Piper Jaffray & Co (Broker)

Allright. Thanks. Y ou mentioned pretty strong growth out ofyour Engenio pipeline this quarter.Just curiousyour
thoughts regarding the acquisition of Dot Hill last night [indiscernible] (57:57) you'll nowbe competing against
one ofyourlargestsuppliers, Seagate.

George Kurian

Chief Executive Officer & Director

The focus for our E-Series businesses on the branded customerbusiness, and it is about building pathways to
market through ourmoretraditional routes to market,resellers, system integrators, and service providers. I think
we feel good about the progress we've made. We think we feel good about the relationships that we have with
enterpriseand service provider customers who look to buy directly from us or through our reseller model. And so
we feelthat the acquisition does not materially affect that business.
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Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Andy.

Operator: Thankyou. And ourlast question comes fromthe line of Srini Nandury of Summit Research. Your line
is now open.

Srini Nandury

Summit Research Partners

Allright. Thankyou for taking my call. Congratulations on a good quarter. I had a question on the clustered
ONTAP adoption withinyour installed base. Are they —whenyousellinto installed base, are they going to the net
newworkloads or are they going to your existing workloads? Or in other words, are people replacing the old [ph]
installations of(59:03) 7-Mode and putting the new boxes in?

George Kurian

Chief Executive Officer & Director

When youlookat that, right, so there's sort oftwo or threesets ofuse cases within our existing customers. One is
competitivedisplacement or new workload growth. We are certainly seeing a strong set oftrajectory around that.
The second is replacing 7-Modefor a workload that could have run on 7-Mode wherethey choose to go to anew
architecture. That certainly happens as part ofour footprint. And then the percentage ofthose where you havea
workload thatis running on an old 7 -Modesystem that now gets essentially upgraded and converted to a clustered
ONTAP system,the last one is a small percentage ofthe total.

Kris Newton
VP, Investor Relations, NetApp, Inc.

Thanks, Srini.

Srini Nandury

Summit Research Partners

Allright. Thankyou.
Operator: Thankyou. And I'd like to hand the callbackoverto NetApp for any further remarks.

George Kurian

Chief Executive Officer & Director

Thank you. I'dlike to conclude by saying I'm excited and honored to lead NetApp through the industry transition.
I want to extend my thanks to the entire NetApp team for your hard work and for your support as we create
opportunity for NetAppduring this transition. We are taking action to better address the trends in the storage
market and will manage our portfolio solutions to target the requirements created by thosetrends. Our strategy
resonates with partners, enterprises, and service providers. And we are making investments to ensure we are
engaging in more customer conversations and opportunities.

Those investments areyielding results that position us for a successful future. But we have more workahead ofus.
We are committed to enhancing shareholder value and plan to return to our targetoperating model in the second
half of this fiscal year. Our focus on coststructure, stockbuyback program and dividends are important
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demonstrations to this commitmentand to our confidence in our future. Thankyou all for joining us, and I'll talk
withyouagain onour next earnings call with a further update on how we're evolving the business to deliver
greater value to customers and shareholders.

Operator: Ladies and gentlemen, thankyoufor participating in today's conference. This concludes today's
program. You may all disconnect. Have a great day, everyone.
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