
 
    

 

 

 

 

BUY 
Current Price:  $71.95 
Target Price:  $77.99 
Market Cap:  17.44B 
Beta:   1.2 
Other key Metrics/Ratios 
 

 

Company Description:   
NetApp, Inc. provides storage and data management 
solutions. The Company's storage solutions include 
specialized hardware, software, and services that 
provide storage management for open network 
environments. NetApp serves enterprises, 
government agencies, and universities worldwide 

 
 

Thesis: The emerging importance of data, 

analytics, and machine learning to corporations 
ensures that demand for the cloud will see continued 
growth in the years ahead. For many companies that 
have yet to make the transition, moving to the cloud 
provides the necessary means to expand in a cost 
effective manner. NetApp is making its products a 
need for every business in order to be able to focus 
on its mission instead of losing focus area. The 
expertise and cutting edge technology available from 
NetApp’s cloud partners will be essential for the next 
generation of companies. NetApp is poised to benefit 
from the continuation of this trend by offering 
flexibility and making the transition to flash-based 
storage easier. I think the current share price offers 
new investors an attractive entry point considering its 
previous performance. 
 

Catalysts: Forward looking projections that call 

for positive/negative outlook that will strengthen 
your thesis. Example: 

 Short Term(within the year): 

 Mid Term(1-2 years): 

 Long Term(3+):   
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Earnings Performance: 
NetApp has reported positive net income and free cash flow for over a decade. NetApp shares currently offer 

a 2.42% dividend yield. However, growth figures are not very impressive. Sales growth was at 1.6% on a quarter 

over quarter basis while EPS declined substantially. Sales over the last five years are about flat while earnings 

grew at 19.8% annually on average. This is one of the reason why I think there is additional value in the shares. 

Analyst estimates the one-year target price of NetApp at 79.30 giving it only a 7% of growth. The company is 

still in the early stages of a turnaround and I believe analyst do not factor in the earnings growth potential for 

the coming years. The company has been affected by events currently but still have a high level of cash with 

2.9 billion on their books. In terms of their assets, the company currently has 9.8 billion total. We can clearly 

assess from these number that the company has a strong balance sheet. NetApp recorded 804 million as free 

cash flow during the recent reported quarter of the year, this saw their quarterly net cash flow reduce by 671 

million. In cash movements, the company had a total of 942 million as operating cash flow.  

 

The company has continually beat the estimates these past quarters. Revenues were 1.47B and adjusted EPS 

1.05 during the fourth quarter of 2018 compared to its expected revenue of 1.42B and 1.006 EBITDA giving 

the company a YoY growth of respectively 0.3% and 19.9%. EBITDA also had a growth of 13.7%.   

Lately, the company has suffered from the tech-spending slowdown but it has a long-term plan to cut cost and 

stabilize its business. Next earnings is expected to be reported on May 22nd 2019. 

 

  

 

 

 

Industry Outlook: 

We can clearly see from the technology hardware and equipment index (MXWO0TH) line chart that there is a 

strong correlation between the hardware industry and price movements of Netapp. This industry has been 

suffering from macroeconomic factors that caused a slowdown due to slowing consumer spending in 

technology. The industry is slowly growing since the beginning of this year due to increasing demand and shift 

to All-Flash and cloud-based storage. Cloud storage is revolutionizing the way companies store their data and 

it is expected that the market size of the Data Center Services will significantly increase in the coming years. 



 
    

 

Lately, IT departments around the world have made a shift in order to have a better access of their data. Instead 

of building up their own datacenters, which will increase their costs, and make it run by a whole IT department, 

businesses are increasingly moving to the cloud data storage. One of the main drivers of this shift is the desire 

to better focus on their core business and subcontract with another company to the best technology run by 

specialists. The growth of data and the need to have access to them everywhere due to the increasing mobility 

of people has increased the demand for cloud services. However, the growth of data and the movement of 

corporations to the cloud are still in the early stages of development. Global Hybrid Cloud Market is expected 

to reach $171,926 Million by 2025 growing at a CAGR of 21.7%. The latter being the specialty of NetApp, the 

company has a lot of growth prospect and could position itself as a solid market leader in the coming years. 

 

 

 

Business Offerings: 

 
NetApp provides a full range of hybrid cloud data services to seamlessly manage applications and data across 

cloud and on-premises environments. NetApp’s broad offering of products are in the areas of Cloud Data 

Services, Data Storage Systems, Converged Systems, Data Infrastructure Management, Data Backup and 

Recovery, Data Security, Data Storage Systems, All-Flash Storage, Hybrid Flash Storage and AI. The company 

also offers an equally long list of solutions such as to integrate cloud data services and accelerate workloads and 

analytics. NetApp’s products and services are valued across a diverse list of industries including financial 

services, manufacturing healthcare, media and energy. NetApp utilizes a data fabric that connects different 

clouds. Corporation often look for solutions that involve a combination of private, public and hybrid 

environments. The company has integrated data management services and applications allow for data visibility 

and insights, data access and control and data protection and security. In addition to those, NetApp also offers 

consulting services for digital transformation. 

 



 
    

 

Competiton: 

NetApp differentiates itself from competitors through a combination of technology, partnerships, and its vision 

to be the leader in delivering integrated and consistent data services for the hybrid cloud. NetApp utilizes a data 

fabric that connects different clouds. Corporation often look for solutions that involve a combination of private, 

public and hybrid environments. The company has integrated data management services and applications allow 

for data visibility and insights, data access and control and data protection and security. 

This industry is highly competitive. Competition is intense between the well-established brand such as Dell, HP 

and IBM. NetApp is also facing competition from smaller companies and alliances. For instance in 2016, Dell 

and EMC Corp. merged and HP also acquired Nimble storage which give both of the company a better 

competitive advantage in comparison of the other market players. Compared to the median of its competitors, 

we can see that the company has better operating and has approximately equal EBITDA margin and sales 

growth, it also has significantly lower debt with only 6.6% in debt compared to the industry who approximately 

has 30% in debt. Competition in this industry is principally based on recognition as well as product offering 

and innovation. Capital intensiveness and regulation make this industry particularly challenging. 

  

 

 

  

Management/Ownership: 

The Ownership chart for NetApp with their one-year change is shown below. Investments advisors at 88% 

and hedge fund managers at 3% hold the majority of the company’s shares. The high ownership by investment 

advisor, which has been decreasing on a one-year period, show that there is not a particularly good sentiment 

on this stock.  With an institutional ownership at 88%, NetApp might face volatility in its stock price movements 

if institutions chose to block traded on the open market. Hedge funds do not have a significant stake on the 

company. The company has 246.9M shares outstanding with an equity float of 246.7M and 2.37M shares are 

traded daily. The short interest chart is shown below. It takes 5.37 days to cover short interest. It has recently 

come down from a low of 3.3 days on February to 7.5 as of the end of March. 

 

 



 
    

 

 

 

 

Bear Case: 

Under the bear case, there is a 37.5% intrinsic value probability upside with a target price $73.5. This is due to 

assuming that the revenue growth will grow at a slower rate than in the base case thus a year on year return of 

less than 1% 

 

 

Base Case: 

During my valuation, I was conservative and expected growth to slow down slightly due to increasing new 

competitors and a slower shift of demand by the companies. I expected a slight increase in EBITDA margin 

to 30%  due to better cost management and higher profits resulting from better price negotiating with 

suppliers. There is a 69% of probability increase with a target price of $78.01. 



 
    

 

 

 

 

 

Bull Case: 

The bull case for NTAP would come if the company can exceed expectations in the coming year. This would 
need to be a beat and raise for the company. If demand continue to grow for the following year leading to 
stable macroeconomic environment. The company will see a sales growth of 7% while keeping other margins 
constant. This would result from the increase of cloud based storage demand due to an accelerating shift for 
the demand of hybrid could services. The 84.5% intrinsic probability upside will lead to a target price of $ 
90.23 thus a 25.4% one-year return. 
a return of 58%.

 

 



 
    

 

 

Conclusion:  

In conclusion, NetApp is a buy at the current price. This is due to the growing potential of the industry of hybrid 

coloud as well as the broadening of the company offerings to expand its customer base and lower its costs to 

achiever a higher operating margin. Also, NetApp heavily invested technology and marketing, which allows the 

company to operate with higher margins as well as to remain competitive in this industry.  

 

 



 
    

 

 



 
    

 

 


