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$MM 2Q26e 3Q26e 4Q26e 1Q27e FY 26e FY 27e 
Revs     1,682   1,666   1,759   1,582    6,666    6,778  
Adjusted EPS $       1.91      1.99      2.11      1.71      7.55      8.05  
Y/Y Gr 3% 4% 9% 11% 4% 7% 
PE  n/a   n/a   n/a   n/a      15.8      14.8  
Cnsns Revs     1,690   1,710   1,800   1,640    6,760    7,090  
Cnsns Adj. EPS       1.88      2.06      2.26      1.85      7.76      8.55  

 
 
Shares Out: 203M   Market Cap: $24.2B   FYE: Apr  

1. NTAP expects its revenue to reaccelerate to mid to high single-digits as a result of market 
share gains in All-Flash Arrays (AFAs), increasing consumption of its storage solutions in 
public clouds, and higher usage of its solutions for enterprise AI. However, industry 
observers told us that these objectives are likely unachievable because of lack of 
innovation in the company’s storage solutions. 
 

2. Part of NTAP’s struggle with regard to innovative solutions results from its obsession for 
controlling operating costs. It spends far less on R&D as a percent of revenue than more 
innovative competitors such as Pure Storage (PSTG). 
 

3. Materials costs represent ~90% of NTAP product COGS and ~60% of total COGS. The 
current increase in NAND price could lead to gross margin and EPS shortfalls in coming 
quarters. 
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  San Jose, CA, based NetApp (NTAP) provides enterprise storage 
solutions. NTAP’s customers use its storage and software on premise, in the 
cloud, or in a hybrid environment comprising both on-prem and cloud. NTAP 
claims that its ONTAP operating system (OS), which includes data management 
and protection, is a competitive advantage because it allows customers to 
operate their storage solutions the same way regardless of storage type (file, 
block, or object) or location (on-prem or cloud). 
 
 The company’s segments its business into Products, Hybrid Cloud 
Support & Professional Services and Public Cloud. Products include HDD (hard 
disk drive) products, All Flash products and hybrid products (which include both 
HDDs and flash). Product revenue was 46% of total revenue in FY 25 (which 
ended on April 25, 2025). 
 

Hybrid Cloud Support includes hardware support contracts and software 
support contracts (which include upgrades, enhancements, bug fixes, and patch 
releases) for on-prem customers. Hybrid Cloud Professional Services comprise 
consulting, customer education, and training. Professional Services also include 
the company’s Keystone Storage-as-a-service solution for on-prem customers. 
Hybrid Cloud Support and Hybrid Cloud Professional Services constituted 38% 
and 5%, respectively, of total sales in FY 25. 

 
The Public Cloud segment provides enterprise-grade storage services 

natively embedded in the largest public cloud providers, including AWS, Azure, 
and Google Cloud. This segment comprises cloud storage, data services, 
operational services, and related support. Public Cloud was 10% of total 
revenue in FY 25. 

 
NTAP revenue CAGR was 1.3%, 4.0%, and 0.7%, respectively, over the 

past three, five and ten fiscal years (April year-end). Recall that these periods 
have seen significant growth in cloud usage and adoption of AI. Nevertheless, 
NTAP thinks that it can accelerate growth to the mid to high single-digits in 
coming years. 

 
The company has identified four areas that would propel this above trend 

revenue growth: All Flash, Block storage, Public Cloud, and AI. NTAP 
management thinks the company has meaningfully differentiated and superior 
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products that would enable it to gain share, resulting in revenue acceleration. 
Our research, which included many conversations with industry participants, 
suggests that these hopes are unlikely to materialize. 

 
Before we discuss the specific areas of our research, we note that one 

critical common theme pervaded our correspondents’ comments: NTAP 
products lack innovation because every new feature has to conform to ONTAP, 
an OS that is more than thirty years old. The company spends ~15% on R&D as 
a proportion of sales, which is far less than the ~25% that its only other public 
pure-play storage competitor (Pure Storage, PSTG) spends. As a result, NTAP is 
unable to win new logos, and relies on customer retention, at which it is 
admittedly good, but which alone won’t generate the type of revenue growth 
that the company is targeting and NTAP bulls expect. 

 
With regard to All Flash, the industry participants with whom we spoke 

noted that all major storage vendors (PSTG, NTAP, DELL, HPE, IBM) now have 
all flash arrays. As a result, they were dubious that NTAP was positioned to gain 
share. They noted that shares shift around often – a notion that is supported by 
the calendar 2Q25 market share data, which showed NTAP losing share after 
gaining some in 1Q25. A couple of industry participants noted that ONTAP was 
originally written to manage hard drives. Subsequently, it was kludged to handle 
flash, and, as a result, it is less efficient than Purity (PSTG’s OS), which was 
written for flash from the get-go. 

 
With regard to Block storage, participants noted that this is a mature 

business in which all the major storage players participate. One speculated that 
when NTAP decided to enter the Block storage market, perhaps it was faster 
growing initially, but is growing slowly now. Another dismissed NTAP’s claims as 
marketing hype. A third noted that his company had chosen Dell among the 
various options they considered for high-performance file storage. Interestingly, 
NTAP reported at its Analyst Day on June 11, 2024, that 20,000 customers were 
using its Block storage for running workloads. Fifteen months later, on 
September 11, 2025, the company gave the same Block storage customer 
count at a sell-side conference. Based on our research, NTAP’s Block storage 
argument appears to be a nothingburger. 

 
Regarding growth in Public Cloud, we note that NTAP has highlighted its 

42% and 38% Y/Y growth, respectively, in FY 25 and FY 24, for first-party and 
marketplace revenue in Public Cloud. In 1Q26, this growth slowed to 33% Y/Y. 
We note that in absolute terms, first-party and marketplace revenues of $416M 
in FY 25 were just 6% of total revenue, and likely too small to act as the primary 
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engine for mid to high single-digit total revenue growth.  
 
First-party revenue is where NTAP gets revenue share from hyperscaler 

customers using ONTAP storage solutions on the hyperscaler’s own console. 
Marketplace revenue is derived from NTAP customers which wish to manage 
their own cloud storage infrastructure.  

 
Industry participants told us that this growth is likely resulting from 

customers moving workloads from on-prem to cloud. More importantly, they 
said that once a customer moves to the cloud, there are two threats. One, 
customers who use ONTAP on a third-party basis may question why they are 
paying a premium for using storage solutions on the cloud when the 
hyperscalers themselves have compelling storage offerings. Second, the first-
party NTAP offerings on hyperscaler consoles are expensive. Therefore, one 
participant told us, it is likely that when a CTO is evaluating alternatives, a 
technical consultant suggests: "Why are you paying high-priced talent to use a 
bespoke storage platform when the regular storage platform within the cloud 
provider meets 80%-90% of your needs?” If these correspondents are right, it 
appears that Public Cloud won’t generate the kind of revenue growth NTAP 
anticipates. 

 
That brings us to AI, the final purported growth engine. NTAP contends 

that because a large position of the world’s unstructured data, the foundation of 
GenAI, resides on NTAP storage today, it is uniquely positioned to dominate 
Gen AI storage. Industry participants say it is not as simple as that. One told us 
that in AI, storage is an afterthought. Customers expect to drop in a storage 
solution that works. In his opinion, that is why the AI storage solution winners 
are likely to be DDN, WEKA and VAST, which have roots in high-performance 
computing, rather than NTAP.  

 
Last week, at its Insight 2025 customer event in Las Vegas, NTAP 

introduced an all-flash AFX array for AI that disaggregates storage and compute, 
and an AI data engine (AIDE). We note that VAST Data came up with the notion 
of disaggregated storage and compute seven years ago, and HPE, Qumolo, and 
PSTG already have products based on the concept. The idea that NTAP has 
some novel advantage that would enable it to outrace others in AI storage 
solutions appears to be foolhardy. 

 
There are a couple of other problems with bullish notions on NTAP. 

Material costs account for ~90% of hybrid cloud COGS. NAND prices have 
been up recently, which may pressure product gross margin. Bulls project gross 
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margin to keep going up. Also, interestingly, two of the executives that delivered 
full-throated pitches about NTAP’s bright prospects moved on in less than a 
year after delivering their rosy portrayals. The CFO retired, only to wind up as 
CFO of MongoDB in a couple of months, and the Chief Product Officer, who 
screamed about NTAP’s new products (“new, new, new, new, oh my freaking 
lord”), perhaps decided that the new products were not worth screaming about. 

 
What do we think NTAP is worth if our thesis is correct? We note that the 

company has traded at an average EV multiple of ~2.7x two-year forward sales 
over the past five years. Today, it trades at 3.27x. If it were to trade at the 
average, the share price equivalent would be $94. That is our initial price target. 

Share Borrow Information: 
 

Total Supply Short Interest Available to Borrow Date: 
107.9M 9.7M 98.2M 10.17.2025 

 
Source: PB Optimize 
 

 

 

NTAP sells enterprise-class storage solutions. Founded by Dave Hitz, 
James Lau and Michael Malcolm, the company went public in 1995. The 
company provides both on-prem and public cloud storage solutions. The on-
prem solutions include hardware (HDDs, all-flash and HDD-flash hybrid 
products), the ONTAP OS that provides data management and protection, 
support and professional services. The public cloud portfolio comprises storage 
solutions offered on the largest public clouds, natively on hyperscaler consoles 
as well as on hyperscaler marketplaces for customers who wish to manage their 
own cloud infrastructure. Exhibit 1 is a depiction of the solutions the company 
offers. 
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Exhibit 1: Pictorial depiction of NTAP storage solutions 

 
Source: Company reports 
 

Exhibit 2a shows NTAP revenue by category for recent periods. Note that 
hybrid product revenue and support still account for the vast majority of 
revenue. 
 
Exhibit 2a: NTAP revenue trend by category 

 
Source: Company reports 
 
 Exhibit 2b shows gross margin by category for recent periods. Note that 
materials costs (such as costs associated with HDDs and NAND flash memory) 
are ~90% of hybrid cloud COGS. Based on the company’s filings, materials 
costs also include freight costs. The company recently raised its target Public 
Cloud gross margin to 80%-85% because of depreciation costs associated with 
initially installed hardware on Azure is rolling off. 
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Exhibit 2b: NTAP gross margin trend by category 

 
Source: Company reports 
 
 Hybrid cloud revenues consist of revenues from sales and service of both 
hybrid storage and all-flash storage. Exhibit 3 presents that breakdown for 
recent quarterly periods. 
 
Exhibit 3: NTAP product revenue trend by category 

Source: Company reports 
 
 Exhibit 4 depicts the company’s revenue trend by customer geography. 
Note that US public sector revenues have declined Y/Y for two quarters now, 
and declined especially sharply in 1Q26. 
 
Exhibit 4: NTAP revenue trend by customer geography 

 
Source: Company reports 
 
 Two distributors, Arrow Electronics and Synnex, are NTAP’s only 10%+ 
customers (Exhibit 5). 
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Exhibit 5: NTAP large customers 

 
Source: Company reports 
 

NTAP’s primary competitors for enterprise storage solutions are PSTG, 
DELL, HPE, IBM and Hitachi. In AI, the company competes with storage 
solutions from DDN, WEKA and VAST Data. 
 

1. NTAP’s claims of market share in AFAs appears to be exaggerated. 
  

On its 4Q25 call in May, NTAP boasted that it had gained 300 basis points 
of share in AFAs in calendar 2024, attributing it to organizations seeking out 
NTAP solutions to build future-proof AI-ready infrastructure. It also noted on the 
1Q26 call that it had the #1 market share in calendar Q1 25. Well, that 
occupation of the pole position lasted just one quarter. In CQ2 25, Dell 
leapfrogged NTAP, holding the #1 market share with a 23.7% share, compared 
to 16.9% share for NTAP (Exhibit 6). 
 
Exhibit 6: CQ2 2025 AFA market share 

 
Source: IDC 

DISCUSSION 
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Specifically, with regard to AI, VAST Data, claimed to have grown revenue 

by nearly 5x Y/Y in its Fiscal 1Q26 (ending April). While VAST Data’s ARR is 
much smaller ($200M+) than NTAP (ARR of $3.6B) in AFAs, the fact that it 
added nearly as much in ARR as NTAP over the course of twelve months 
suggests that, contrary to management’s claims, NTAP may actually be losing 
momentum in AFAs for AI. 
 
2. NTAP has identified Support & Services revenue as a growth area, 
highlighting Keystone (its Storage as a service, or STaaS, offering) as a key 
driver of revenue growth. However, Keystone is a small contributor 
(~$75M), and revenue growth in the rest of Support & Services seems to be 
minimal. 
 
 In Exhibit 7, we show NTAP’s Support & Service revenue trends. While the 
company does not disclose Support revenue explicitly, it has indicated that the 
Support revenue stream is about half of Hybrid Cloud revenue. The remainder of 
Support & Services revenue comes from Subscription Services, which includes 
Keystone. Note that Y/Y growth in Subscription Services revenue has been 
tame. Based on recent trends, Support & Services revenue hardly appears to be 
the growth engine NTAP management claims. 
 
Exhibit 7: NTAP Support & Services revenue trend 

 
Source: Company reports, OWS estimates 
 
3. Revenue from NTAP’s Public Cloud offerings, other than first-party and 
marketplaces, appears to be declining. This may pressure Public Cloud 
revenue growth. 
 
 In Exhibit 8, we show our estimate of NTAP’s public cloud revenue 
components. NTAP has not disclosed quarterly first-party and marketplace 
revenue. However, using the annual revenue disclosure and reported Y/Y 
quarterly revenue growth figures, we have estimated NTAP’s quarterly first-party 
and marketplace revenue. 

For use by Tom Naughton only. It is illegal to distribute this document.



 
Exhibit 8: Non-First-party & marketplace revenue trend 

 
Source: Company reports 
 
 The company divested its FinOps product, Spot, in FQ4 25. As a result, 
we have subtracted Spot revenue (estimated, based on company comments) to 
analyze non-first-party and marketplace revenues. Note that these revenues, 
which primarily are related to data manageability and operational services, have 
been declining. 
 
4. As a result of its focus on controlling costs, NTAP spends less on R&D 
than its competitors. As a result, it has developed a reputation for not being 
innovative. 
 
 In Exhibit 9, we compare the R&D spending of NTAP and PSTG, its only 
public pure-play storage solutions competitor. Note that in the last three fiscal 
years, NTAP has spent 10 percentage points less than PSTG on R&D as a 
percent of sales. It is not because NTAP has one OS, PSTG too has one OS 
(Purity) that controls all its storage offerings. 
 
 This is problematic because NTAP won’t overcome its legacy rap unless it 
produces differentiated products rather than me-too copycats, such as its block 
storage products and the latest AFX array for AI. However, given its focus on 
controlling operating costs and maintaining compatibility with ONTAP, it defaults 
to ‘safe mode’ which works for retaining existing customers, but not for winning 
new ones. 
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Exhibit 9: Comparison of R&D spending by NTAP and PSTG 

 
Source: Company reports 
 
 

 
 
Over the past five years, NTAP’s price to forward two-year sales multiple 

has ranged from 1.5x to 4.0x, with an average multiple of 2.7x and a current 
multiple of 3.3x (Exhibit 10). Because we think NTAP’s revenue estimates will 
come down due to competition, we apply a 2.7x multiple to our FY 27 sales 
estimate of $6.78B to obtain a $94 price target. We note that our target may 
prove conservative if investors come to view NTAP as a low growth, 
competitively disadvantaged business, and shares may rerate lower, as 
occurred most recently in 2022 and early 2023. 
 
 
 
 
 
 
 
 
 
 
 
 

VALUATION
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Exhibit 10: Trend of NTAP Price to 2-year forward sales estimate 

 
Source: Bloomberg 
 

 
 
According to the 2025 proxy statement, the annual incentive 

compensation plan (ICP) for top management will be based on the following 
metrics for FY 26: 
 
Adjusted Operating Income (AOI): 50% 
Revenue: 30% 
Cloud Storage revenue: 10% 
Block storage (All-flash SAN Array, or ASA) revenue growth: 10% 
 

The only revenue growth metric for ICP is ASA revenue growth, which, 
according to the company, was up 268% in FY 25. NTAP does not report ASA 
revenue. We suspect ASA revenue is a small piece of all-flash revenue, which 
grew 16% in FY 25, but just 6% in 1Q26 (see Exhibit 3). 

 
We note that AOI excludes expense related to amortization of intangible 

assets and restructuring expense, but does include stock-based compensation 
expense (which is 11% of GAAP operating costs). Moreover, it is adjusted for 
currency fluctuations. In FY 25, the AOI target was $1.500B, AOI was $1.497B, 

MANAGEMENT INCENTIVES
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GAAP operating income was $1.337B, and non-GAAP operating income was 
$1.862B. Given the significant weight allocated to AOI, we expect management 
will continue to favor strategies that keep opex low, such as minimizing R&D 
expenditures. This may hamper product innovation, and increase technology 
deficits vis-a-vis with newer competitors such as WEKA and VAST Data. 

 
Revenue for ICP purposes is also adjusted for currency fluctuations. 

 
 Cloud storage revenue for ICP purposes in FY 25 was $479M, which is 
different from Public Cloud revenue of $665M. It is unclear what accounted for 
the difference. 
 
 With respect to long-term equity awards to executives, 50% are based on 
total shareholder return (TSR) versus a peer group, and 50% are based on 
billings over three years. NTAP’s billings trend is shown in Exhibit 11, and 
appears to be coming up against strong comparisons. 
 
Exhibit 11: NTAP billings trend 

 
Source: Company reports 
 

 
 
 The primary risk to our thesis is that the AI opportunity for NTAP turns of 
to be greater than we anticipate. While our conversations with industry 
participants suggest that this is unlikely, currently, the amounts of money being 
spent on activities related to AI are staggering. If NTAP somehow gets a piece of 
that, our thesis may not play out as expected.  
 
 

 
 
(1 = no significant issues, 2 = some issues, 3 = major issues) 
 
Score: 2 
 

NTAP reports non-GAAP results, which exclude substantial amounts of 

RISKS
 

ACCOUNTING 
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stock-based compensation expense. Below, in Exhibit 12, we show the 
differences between GAAP and non-GAAP results in recent periods. 

 
Exhibit 12: Comparison of NTAP GAAP and non-GAAP income in recent periods 

Source: Company reports 
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a. Financial assumptions. 
 

 
 
b. Quarterly projections. 
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c. Annual projections. 
 

 
 

 

All information contained herein is obtained by Off Wall Street Consulting Group, Inc. from sources believed by it to be accurate 
and reliable. However, such information is presented "as is," without warranty of any kind, and Off Wall Street Consulting Group, in 
particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness, or completeness of any such 
information or with regard to the results to be obtained from its use. Off Wall Street has strict policies prohibiting the use of inside 
information. We have also implemented policies restricting the use of experts. Among other things, Off Wall Street (1) does not hire 
expert networking firms; (2) does not hire as experts employees of those companies we research; and (3) specifically instructs 
consultants whom we hire to not provide us with inside information. All expressions of opinion are subject to change without 
notice, and Off Wall Street Consulting Group, Inc. does not undertake to update or supplement this report or any of the information 
contained herein.  
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includes short-oriented hedging strategies, such as buying put options) on any individual securities that are the subject of a “sell” 
recommendation by the company, at any time, either before or after the publication of a report. However, Off Wall Street 
Consulting Group, Inc. hereby discloses that we the company, or our officers and directors, employees and relatives, may now 
have and from time to time have, directly or indirectly, a long position in the securities assigned “buy” recommendations in reports 
issued by the company, and may sell or buy such securities at any time. Note that certain employees of Off Wall Street Consulting 
Group, Inc. are affiliated with a registered investment advisory firm, which does not short sell or buy puts on any individual-
company securities, although it may have a long position in securities assigned “buy” recommendations in reports issued by the 
company.  
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