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MARKET_CAP

~$178B

CURRENT_PRICE

~$518

(Beta: 2.16)

RECOMMENDATION

HOLD

}

Structurally—advantaged oligopolist
earning peak-cycle economics at a
peak-cycle valuation.

Accumulate in the $300-400 zone;
trim at $685 bull targets. Zero

margin of safety for new capital
today at 52x this-year earnings.
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The Catalyst Dropplng the NAND Anchor

- ~89% of révénue is Clﬂud/Hyperscale.
- Levered overwhelmingly to
- mass- capac1ty nearllne drlves

Takeaway: WDC reversed a disastrous 2016 diversification error. Today, 1t 1s
a focused instrument overwhelmingly levered to hyperscale exabyte demand.
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Industry Structure Comparison

HDD (WDC) NAND (SanDisk) DRAM (Micron)
Number of
Scaled Players 2 - =
Chinese State- Rl
8 kid Endraht None YMTC >10% CXMT rising
Sapek LIFLonsi by ~3-4% 15-25% 25-35%

(Capex/Sales)

Capacity Added
at Peak

No - Deliberate

Yes - Layer-
stacking

Yes - >$25B/yr

Takeaway: HDD possesses the strongest supply-side structure in storage: three
rational players, no state-backed entrants, and structurally low capital intensity.
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The Demand Engine: AI Data Lakes

A

Cost gap widened
from 6.2x to 16.4x
in one year.

N

SSD $/TB

HDD $/TB

>

Market Reality

Hyperscalers store ~80%
of their bits on HDD.

TCO Example

Mixed SSD/HDD: ~$6.0M

SSD-only: ~$25.2M

Takeaway: AI bulk storage demands cost efficiency. WDC's >25% nearline exabyte
CAGR (2024-2028) is structurally defended by a widening economic moat over flash.
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The Supply Engine: The Favorable Capital Cycle

High Exabyte
Demand /
Pricing Power

Sustained “We are not adding
Oligopoly any unit capacity.”
Returns — Irving Tan, CEO

Peak Margins
Generated

Add N
P Capex pinned at 3-4%.




How Growth Happens: The Areal-Density Mix-Up

32TB (+40% exabytes) 40TB (+75% exabytes)

| | | Exabyte Growth
B Unit Growth (Flat)

Takeaway: Meeting >25% demand growth without adding unit capacity. Areal-density

mix-up drives massive exabyte volume with near-zero incremental manufacturing cost.
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The Competitive Moat: The HAMR Delay Bet

Seagate (STX) Western Digital (WDC)
HAMR Leader ePMR/UltraSMR Fast-Follower
- Ships 30TB+ GROSS MARGIN - Delaying HAMR
Mozaic drives. SCOREBOARD Lot 2027.
STX: ~39.0%
- Leads in next-gen | WDC: ~50.5% - World-first 40TB

physics. ePMR 1n qual.

Synthesis: Seagate leads in next-gen physics (HAMR), but WDC leads

in current economics. WDC's bet to maximize ePMR capacity without
HAMR's ramp risk 1s winning at the P&L today.
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Margin %

Financial Reality I: The Violent Up-Cycle

e Q3 FY26 Peak: 50.2% GM / 35.7% Op Margin 4000
(Revenue: $3,337M, +45% YoY) [T
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30% g
& 2000
% e _
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FY23 Trough: i
=10% -]22.2% GM / -8.8% Op Margin -
e FY24 FY25 Q3 FY26

The Cyclical Peak. The exact same asset base lost money operationally two
years ago. Operating leverage cuts violently in both directions.

Revenue ($M)



Financial Reality II: The Earnings Illusion

Reported TTM
EPS: $16.70

(YF reported 86% ROE)

Subtract ~$4.4B Non-Cash
SanDisk Mark-to-Market Gain

Subtract Debt-

for-Equity Charges  Normalized TTM EPS:

$7.30 - $7.50

Takeaway: Headline multiples are an artifact of retained SanDisk stock soaring.
Do not value the core business on non-operating, reversible accounting gains.
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ff:if Net Cash

o eHe] Posdtion:
CECCCT T T T ~$469M.

Paa DEECEE + DEeE 'QS;FEYGL __ $2 238 FCF| (9mo FY|26)

Takeaway: The balance sheet is no longer a risk. WDC has utilized the SanDisk

stake tax-efficiently to extinguish debt and secure an Investment Grade rating. [
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T T T T Aggressive Buybacks 11 Zero Insider Buys I Discretionary

T T $1.928 executed at T No open-market [~ Ihslder Sales -
i R all-time highs —  purchases across ++ ~$61.8M gross sold
T I P R mees - (03"avg ~$259)), TET thelentdiwe runs  if= by executives.t 1o

! 1 1 5 } 1 1 + 3 t 3 b } } t 4 ! 1 1 2 } 1 } 1 3 1 | ' 1 1 & { + 1 ! t ' 5 | " + 1 ! ' 1 ' | -
| | ' |
| | | |

= Synthesis: Pro-cyclical deployment. Management is executing a phenomenal |
| operational cleanup, but buying back stock at the 99th valuation percentile [
o risks repeating the 2016-era financial deployment mistakes. |
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”Embedded Valuatlon Prlced for Permanence

ITT I_THII [EE 0 e l lLI fl“ [ ;I];W II1T

PIlCG/BOOk Rank 1 99 5th Percentlle of Own Hlstory

Rtk oLl e LB Ll o et L ol Ll tefel L foteate = ot Laet-t ol 11

Prlce/Sales Rank EEEEEREREREEREI 00 th percentile of Own History §
-' | | e | | S T e L [

S ~52x Forward P/E (on normallzed FY26 ~$9. 9) _'

N r:

- ~29x FY27E EPS (~$17.6)

Takeaway: At 52x normalized this-year earnings, the market is pricing

WDC as if the cyclical peak 1s a permanent, secular plateau.
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Scenario Analysis: The Asymmetry

Cycle Repealed. Exabytes

/;;ﬁzﬁf}" Bull (Up) >25%, $20 EPS sustained.
/// Target: $600-685.

Up-cycle persists 2 years,
— Base normalizes to $8-11 EPS.
Multiples compress.

Current Price:
~$518

Al digestion hits, pricing
reverts. 40-60% drawdown.

‘ S

Bear (Down)

Synthesis: Most of the secular upside is already capitalized; the
cyclical downside i1s entirely unpriced.
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What Must Be True: The Falsification Matrix

Core Assumption Bear Falsifier Bull Falsifier

Margins hold >45%

Pricing Durability Sequential ASP decline through digestion

Exabyte CAGR Consecutive exabyte |

shipment declines

LTA Enforceability Hyperscaters fEleox :

volume down

HAMR Execution WDC 2027 slip while |

Seagate scales

The single most important leading indicator to monitor:

Sequential nearline pricing (ASP/TB).
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