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WHAT IS NETAPP GOING TO DO WITH 
ANOTHER $1.1 BILLION? 
NetApp (NTAP : NASDAQ : $24.32 | Not rated) announced this morning that it has priced 

$1.1 billion of convertible notes. This brings the company’s total cash on hand to 

approximately $2.2 billion. It is our opinion that NetApp is bulking up its balance sheet in 

preparation for an acquisition. Our list of targets that we feel would add technological 

diversity, enterprise exposure, and accelerating top line growth to NetApp includes: 3PAR 

(PAR : NYSE : $10.95 | BUY), Data Domain (DDUP : NASDAQ : $24.48 | BUY), Compellent 

(CML : NYSE : $13.23 | Not rated), Netezza (NZ : NYSE : $12.87 | BUY), GlassHouse 

(private) and DataDirect (private).  

Rationale for acquisitions 
NetApp’s revenue growth has slowed significantly over the past year, from the high 20s to 

the high teens, as aggressive start-ups have encroached on the low end of the company’s 

storage business. SATA-based and ISCSI-connected systems from EqualLogic (purchased 

by Dell), Lefthand Networks, and Compellent have pushed NetApp to move up-stream in 

the enterprise to find additional market share. NetApp has a highly sophisticated file 

system architecture, but the value of that architecture is somewhat lost when deployed in 

small and medium-sized enterprises (SMEs). At the higher end of the storage market, 

enterprises have been reluctant to deploy NAS-based solutions to I/O-intensive, mission-

critical applications. Historically, it has been difficult to manage the many NAS devices 

required to provide vast amounts of storage, although recently NetApp has addressed this 

issue with its integration of its Spinnaker acquisition. In our opinion NetApp needs to 

acquire growth and has ample financial resources to do so. 

Some of the attributes we believe NetApp will look for in a target company include: 

appliance based, enterprise focused, storage centric, with a service element. We would peg 

the purchase price range as $700 million to $1.4 billion. 

Action 
Of our list of acquisition candidates, we would focus on Data Domain, which offers NetApp 

considerable advantages and is still significantly under-priced relative to our price target. 

We would continue to recommend purchase of DDUP shares on fundamentals, with an 

outside possibility of attracting acquisition interest as an upside valuation bonus.  
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ADDITIONAL DETAILS 
Our list of buy-out possibilities (in order of strategic fit) 

• DataDomain. DDUP offers a replication and deduplication appliance for mid-tier 

enterprises. DDUP’s appliance architecture would fit well with that of NTAP, and 

NTAP’s channel partnerships could be leveraged. DDUP has a market capitalization of 

$1.4 billion and therefore is at the high end of our purchase range assumption. 

However, the company is currently experiencing hyper-growth of revenues, up 166% 

for 2007, and projected to grow another 86% in 2008. Although both companies sell 

competing de-duplication products, we believe NTAP could successfully transition to 

DataDomain’s solutions. 

• 3Par. 3Par is not an appliance-based solution – it’s more of a refrigerator than a 

toaster. However, 3Par has a clustered storage architecture that is particularly well 

suited for enterprise applications. With NTAP competing against EMC’s mid-range 

Clariion products, PAR would position NTAP to target EMC’s high-end Symmetrix 

products. An obstacle to such a merger is the “one-architecture” NTAP has always 

highlighted when competing with EMC. EMC has multiple architectures for its systems, 

as those products have been acquired through acquisitions (most notably the Clariion 

products purchased with the Data General purchase). Multiple architectures make 

tight integration between various products difficult. 3Par would also allow NTAP to 

enter into the managed hosting market, which we believe will show significant growth 

over the next several years. PAR’s ability to share storage among multiple users is a 

key enabler of storage hosting services. PAR is growing revenue approximately 40% 

per year, with a market cap of $650M.  

• Netezza. Netezza, growing revenue about twice the rate of NTAP, sells a storage 

appliance, with the “secret sauce” its software operating system. NZ targets its systems 

to the database sector, but the business model is very similar to Network Appliance. 

NZ recently announced that it would incorporate EMC storage within its systems. A 

purchase by NTAP would disrupt that relationship, while at the same time move NTAP 

into the high-end enterprise customer base. With a $750 million market cap, Netezza 

would be a very manageable acquisition for NTAP. 

• Compellent. An alternative to moving up into the high-end enterprise would be to 

counter-attack in the mid-range market and purchase Compellent. Compellent 

delivered 119% top-line growth in 2007, over 50% growth projected for 2008. 

Compellent has an extensive array of distributor partners that could benefit NTAP, but 

as with PAR, the purchase would add a second architecture to NTAP. At $400 million 

of market cap and $80 million of revenue, this would almost classify as a “tuck-in” 

purchase. 

• Glasshouse. Instead of moving up the technology curve into the high-end enterprise, 

NTAP could chose to add more services to its product offerings. Glasshouse, a private 

company that filed to go public in December 2007, is a leading provider of “IT 

consulting, technology integration and managed services that address inefficiencies 

and risks inherent in storage and data infrastructure” (from the prospectus). Recently 

EMC and Hewlett-Packard have moved more aggressively into services offerings, 

following IBM’s strategy, and such a move might be contemplated by NTAP. 
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Glasshouse generated $72 million in sales in 2007 and would also fall into the “tuck-

in” acquisition category. 

• DataDirect Networks. If NTAP really wanted to stretch its technological capabilities, it 

could acquire DataDirect Networks, another private company. DataDirect has 

historically offered extremely fast and scalable storage capabilities to the high-

performance storage market. The company is now applying its expertise to other 

sectors that have very large storage requirements, such as Internet media, life 

sciences, and government, and stressing performance, density, power efficiency, 

scalability and throughput. This would be a stretch for NTAP, and certainly move the 

company away from its “appliance” roots. But to position itself on the cutting edge of 

storage technology, DataDirect could be an interesting match. 
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APPENDIX: IMPORTANT DISCLOSURES 
Analyst Certification: Each authoring analyst of Canaccord Adams whose name appears on the front page of this investment 

research hereby certifies that (i) the recommendations and opinions expressed in this investment research 
accurately reflect the authoring analyst’s personal, independent and objective views about any and all of the 
designated investments or relevant issuers discussed herein that are within such authoring analyst’s coverage 
universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly, 
related to the specific recommendations or views expressed by the authoring analyst in the investment 
research. 

  

Distribution of Ratings: 
Global Stock Ratings 
(as of 1 May 2008) 

  Coverage Universe IB Clients 
Rating # % % 

Buy 330 61.6% 40.0% 
Speculative Buy 61 11.4% 59.0% 
Hold 129 24.1% 19.4% 
Sell 16 3.0% 6.3% 

 536 100.0%     

Canaccord Ratings 
System: 

BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months. 
HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months. 
SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months. 
NOT RATED: Canaccord Adams does not provide research coverage of the relevant issuer. 
 
“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the 
designated investment or the relevant issuer. 

  

Risk Qualifier: SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental 
criteria. Investments in the stock may result in material loss. 

  
Canaccord Research Disclosures as of 5 June 2008 

 Company  Disclosure 
 3PAR 7 
 Data Domain 1A, 2, 3, 5, 7 
 Netezza Corporation 7 

 

1 The relevant issuer currently is, or in the past 12 months was, a client of Canaccord Adams or its affiliated 
companies. During this period, Canaccord Adams or its affiliated companies provided the following services 
to the relevant issuer: 

A. investment banking services. 

B. non-investment banking securities-related services. 

C. non-securities related services. 

2 In the past 12 months, Canaccord Adams or its affiliated companies have received compensation for 
Corporate Finance/Investment Banking services from the relevant issuer. 

3 In the past 12 months, Canaccord Adams or any of its affiliated companies have been lead manager, co-lead 
manager or co-manager of a public offering of securities of the relevant issuer or any publicly disclosed offer 
of securities of the relevant issuer or in any related derivatives. 

4 Canaccord Adams acts as corporate broker for the relevant issuer and/or Canaccord Adams or any of its 
affiliated companies may have an agreement with the relevant issuer relating to the provision of Corporate 
Finance/Investment Banking services.  

5 Canaccord Adams or any of its affiliated companies is a market maker or liquidity provider in the securities of 
the relevant issuer or in any related derivatives.  

6 In the past 12 months, Canaccord Adams, its partners, affiliated companies, officers or directors, or any 
authoring analyst involved in the preparation of this investment research has provided services to the 
relevant issuer for remuneration, other than normal course investment advisory or trade execution services. 

7 Canaccord Adams intends to seek or expects to receive compensation for Corporate Finance/Investment 
Banking services from the relevant issuer in the next six months. 

8 The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in 
the preparation of this investment research, has a long position in the shares or derivatives, or has any other 
financial interest in the relevant issuer, the value of which increases as the value of the underlying equity 
increases. 
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9 The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in 
the preparation of this investment research, has a short position in the shares or derivatives, or has any 
other financial interest in the relevant issuer, the value of which increases as the value of the underlying 
equity decreases. 

10 Those persons identified as the author(s) of this investment research, or any individual involved in the 
preparation of this investment research, have purchased/received shares in the relevant issuer prior to a 
public offering of those shares, and such person’s name and details are disclosed above.  

11 A partner, director, officer, employee or agent of Canaccord Adams and its affiliated companies, or a member 
of his/her household, is an officer, or director, or serves as an advisor or board member of the relevant issuer 
and/or one of its subsidiaries, and such person’s name is disclosed above. 

12 As of the month end immediately preceding the date of publication of this investment research, or the prior 
month end if publication is within 10 days following a month end, Canaccord Adams or its affiliate 
companies, in the aggregate, beneficially owned 1% or more of any class of the total issued share capital or 
other common equity securities of the relevant issuer or held any other financial interests in the relevant 
issuer which are significant in relation to the investment research (as disclosed above). 

13 As of the month end immediately preceding the date of publication of this investment research, or the prior 
month end if publication is within 10 days following a month end, the relevant issuer owned 1% or more of 
any class of the total issued share capital in Canaccord Adams or any of its affiliated companies.  

14 Other specific disclosures as described above. 

  

 Canaccord Adams is the business name used by certain subsidiaries of Canaccord Capital Inc., including 
Canaccord Adams Inc., Canaccord Adams Limited, and Canaccord Adams, a division of Canaccord Capital 
Corporation. Clients of Canaccord Adams, in the past 12 months, may have been clients of Canaccord Capital 
Corporation, Canaccord Capital (Europe) Limited, Canaccord Capital Corporation USA Inc., and/or Adams 
Harkness Financial Group Ltd. 

The authoring analysts who are responsible for the preparation of this investment research are employed by 
Canaccord Adams, a securities broker-dealer with principal offices located in Vancouver, Calgary, Toronto, 
Montreal (all Canada), Boston, New York, San Francisco (all US) and London (UK). 

In the event that this is compendium investment research (covering six or more relevant issuers), Canaccord 
Adams and its affiliated companies may choose to provide specific disclosures of the subject companies by 
reference, as well as its policies and procedures regarding the dissemination of investment research. To 
access this material or for more information, please send a request to Canaccord Adams Research, Attn: 
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2 or 
disclosures@canaccordadams.com. 

The authoring analysts who are responsible for the preparation of this investment research have received (or 
will receive) compensation based upon (among other factors) the Corporate Finance/Investment Banking 
revenues and general profits of Canaccord Adams. However, such authoring analysts have not received, and 
will not receive, compensation that is directly based upon or linked to one or more specific Corporate 
Finance/Investment Banking activities, or to recommendations contained in the investment research. 

Canaccord Adams and its affiliated companies may have a Corporate Finance/Investment Banking or other 
relationship with the company that is the subject of this investment research and may trade in any of the 
designated investments mentioned herein either for their own account or the accounts of their customers, in 
good faith or in the normal course of market making. Accordingly, Canaccord Adams or their affiliated 
companies, principals or employees (other than the authoring analyst(s) who prepared this investment 
research) may at any time have a long or short position in any such designated investments, Related 
designated investments or in options, futures or other derivative instruments based thereon.  

Some regulators require that a firm must establish, implement and make available a policy for managing 
conflicts of interest arising as a result of publication or distribution of investment research. This investment 
research has been prepared in accordance with Canaccord Adams’ policy on managing conflicts of interest, 
and information barriers or firewalls have been used where appropriate. Canaccord Adams’ policy is 
available upon request.  

The information contained in this investment research has been compiled by Canaccord Adams from sources 
believed to be reliable, but (with the exception of the information about Canaccord Adams) no representation 
or warranty, express or implied, is made by Canaccord Adams, its affiliated companies or any other person 
as to its fairness, accuracy, completeness or correctness. Canaccord Adams has not independently verified 
the facts, assumptions, and estimates contained herein. All estimates, opinions and other information 
contained in this investment research constitute Canaccord Adams’ judgement as of the date of this 
investment research, are subject to change without notice and are provided in good faith but without legal 
responsibility or liability. 

Canaccord Adams salespeople, traders, and other professionals may provide oral or written market 
commentary or trading strategies to our clients and our proprietary trading desk that reflect opinions that are 
contrary to the opinions expressed in this investment research. Canaccord Adams’ affiliates, proprietary 
trading desk, and investing businesses may make investment decisions that are inconsistent with the 
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recommendations or views expressed in this investment research. 

This investment research is provided for information purposes only and does not constitute an offer or 
solicitation to buy or sell any designated investments discussed herein in any jurisdiction where such offer or 
solicitation would be prohibited. As a result, the designated investments discussed in this investment 
research may not be eligible for sale in some jurisdictions. This investment research is not, and under no 
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction 
by any person or company that is not legally permitted to carry on the business of a securities broker or 
dealer in that jurisdiction. This material is prepared for general circulation to clients and does not have 
regard to the investment objectives, financial situation or particular needs of any particular person. Investors 
should obtain advice based on their own individual circumstances before making an investment decision. To 
the fullest extent permitted by law, none of Canaccord Adams, its affiliated companies or any other person 
accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the 
information contained in this investment research.  

  
For Canadian Residents: This investment research has been approved by Canaccord Adams, a division of Canaccord Capital 

Corporation, which accepts responsibility for this investment research and its dissemination in Canada. 
Canadian clients wishing to effect transactions in any Designated Investment discussed should do so through 
a qualified salesperson of Canaccord Adams, a division of Canaccord Capital Corporation in their particular 
jurisdiction. 

  

For United Kingdom 
Residents: 

This investment research complies with the Financial Services Authority's Conduct of Business Sourcebook 
and is approved by Canaccord Adams Limited, which is authorized and regulated by the Financial Services 
Authority, in connection with its distribution in the United Kingdom. This material is not for distribution in 
the United Kingdom to private customers, as defined under the rules of the Financial Services Authority. 
Canaccord Adams Limited accepts responsibility for this investment research and its dissemination in the 
United Kingdom. The information contained in this investment research is only intended for distribution in 
the UK to persons who qualify as intermediate customers or market counterparties, as defined under the 
rules of the Financial Services Authority. 

  

For United States 
Residents: 

Canaccord Adams Inc., a US registered broker-dealer, accepts responsibility for this Investment Research and 
its dissemination in the United States. This Investment Research is intended for distribution in the United 
States only to certain US institutional investors. US clients wishing to effect transactions in any Designated 
Investment discussed should do so through a qualified salesperson of Canaccord Adams Inc. 

  

For European Residents: If this Investment Research is intended for disclosure in any jurisdiction other than the United Kingdom, the 
US or Canada, then the relevant rules and regulatory requirements of that jurisdiction will apply. 

  
 Additional information is available on request. 

Copyright © Canaccord Adams, a division of Canaccord Capital Corporation 2008. – Member IDA/CIPF 
Copyright © Canaccord Adams Limited 2008. – Member LSE, regulated and authorized by the Financial 
Services Authority. 
Copyright © Canaccord Adams Inc. 2008. – Member FINRA/SIPC 
All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under 
copyright to Canaccord Adams, a division of Canaccord Capital Corporation, Canaccord Adams Limited, and 
Canaccord Adams Inc. None of the material, nor its content, nor any copy of it, may be altered in any way, or 
transmitted to or distributed to any other party, without the prior express written permission of the entities 
listed above. 
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