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1. Investment Thesis

Pure Storage (PSTG) continues to solidify its position at the intersection of data protection
and cybersecurity, posting robust top-line growth in Q2 and Q3 FY2025. Subscription
Annual Recurring Revenue (ARR) remains the core driver as the company expands its zero-
trust data security solutions and Al-enabled cyber resilience offerings. While elevated
operating expenses, particularly in R&D, are pressuring near-term profitability, Pure Storage
’s focus on advanced cyber recovery capabilities and SaaS-based services addresses a large
and growing market opportunity. I maintain a cautiously optimistic view: significant upside
exists if Pure Storage can execute on its Al and cloud-native product roadmap, though
sustained ARR growth and margin discipline will be critical to justifying the company’s
valuation.

2. Financial Performance

2.1 Revenue and ARR Trends
- Q2 FY2025
- Revenue: $204.95M, up from $151.54M YoY (a 35%+ growth rate).
- Subscription ARR: $919M (+40% YoY).
- Q3 FY2025
- Revenue: $236.18M, marking a 42.6% YoY increase.
- Subscription ARR: $1.002B (+38% YoY).

Key Drivers

1. Enterprise Data Protection Demand: High-profile ransomware attacks continue to boost
demand for robust backup and recovery solutions.

2. Pure Storage Security Cloud & Zero-Trust: Organizations adopting advanced cyber-
resilience architectures have fueled uptake of Pure Storage ’s flagship platform.

3. New SaaS-Driven Offerings: Expansion into adjacent markets (e.g., cloud-native
protection and Al-driven anomaly detection) supports recurring revenue growth.

2.2 Margins

Gross Profit Margin:
- Q2 FY2025: 72.2%
- Q3 FY2025: 72.6%



Gross margins remain healthy and slightly improved QoQ, bolstered by a higher
subscription mix. This resilience in gross margin is notable given Pure Storage ’s continued
investments in Al-based security and R&D.

2.3 Cost Efficiency and Profitability

- Operating Expenses: R&D expenses climbed 55% YoY in Q3, driven by the buildout of
Al-enabled security, cloud-native development, and platform integrations. Sales and
marketing costs also rose meaningfully, reflecting Pure Storage ’s push to capture share
in the rapidly evolving cybersecurity market.

- Net Loss: Q3 net loss stood at $130.91M, highlighting the company’s ongoing challenges
in containing operating expenses. Management has not signaled a near-term pivot to
aggressive cost-cutting, instead emphasizing strategic investments in Al and automation
for future growth.

Takeaway: Although Pure Storage ’s top-line momentum is strong, the company will need to
balance its pursuit of market share with disciplined operating leverage to reduce losses over
time.

3. Operational Strategy

3.1 Strategic Priorities

1. Cyber Resilience & Al: Pure Storage is embedding Al-driven detection and
autonomous recovery tools into its platform to enhance threat mitigation capabilities.

2. Zero-Trust Architecture: Positioning the entire data protection suite around zero-trust
principles to meet heightened cybersecurity standards, especially in regulated industries.

3. Adjacent SaaS Markets: Leveraging metadata intelligence and machine learning to
expand beyond backup into broader data governance and compliance use cases.

3.2 Product Innovation

- Al Data Trust Framework: Introduced to preemptively detect anomalies, reduce
downtime, and create automated remediation protocols.

- Cloud-Native Services: Integrations with hyperscale public clouds (AWS, Azure, GCP) to
address workloads shifting from on-premises to multi-cloud environments.

3.3 Market Positioning

Pure Storage ’s product suite addresses a sizable and growing market, with management
citing a $53B+ total addressable market (TAM) by 2027 for data security and cyber
recovery. The focus on zero-trust aligns well with enterprise customers who face
intensifying ransomware threats and increasingly stringent data privacy regulations.



4. Industry & Peer Context

4.1 Cybersecurity Market Trends

Elevated Security Spend: Despite macro uncertainties (inflation, budget scrutiny),
cybersecurity budgets remain relatively resilient due to the critical nature of ransomware
defense.

Data-Centric Security: The shift toward data-oriented defense strategies (versus
perimeter-focused approaches) favors vendors like Pure Storage that can protect data at
scale across hybrid and multi-cloud environments.

4.2 Peer Performance and Differentiation

Palo Alto Networks, CrowdStrike: While these peers excel in endpoint protection,
firewall, and broader threat detection, Pure Storage ’s emphasis on backup, recovery, and
zero-trust data management carves out a more specialized niche.

Pure Storage: A key player in data storage with a subscription-driven model. However,
Pure Storage differentiates with a primary focus on cybersecurity and rapid recovery
capabilities rather than purely storage performance.

Emerging Players: Smaller competitors often lack Pure Storage ’s comprehensive suite
and ARR scale, giving Pure Storage an advantage in large enterprise wins.

5. Growth Catalysts & Market Opportunities

Al-Driven Cyber Recovery: Heightened ransomware incidents and regulatory
requirements create a sustained tailwind for advanced anomaly detection and automated
restore—Pure Storage ’s core strengths.

Hyperscaler Partnerships: Further integration with AWS, Microsoft Azure, and Google
Cloud could accelerate Pure Storage ’s SaaS-based adoption and embed the platform
deeper into cloud workloads.

Large Enterprise Expansion: The number of $100K+ ARR customers grew from 1,969
in Q2 to 2,085 in Q3, indicating growing traction with high-value enterprises.
Continued expansion at this tier is a significant driver of ARR growth.

Adjacent SaaS Solutions: Offerings beyond backup (e.g., data compliance, archiving,
and governance) provide upselling and cross-selling avenues, potentially boosting total
contract value per customer.

6. Risks & Challenges

Sustained Operating Losses: The Q3 net loss of $130.91M underscores the tension
between heavy investment in R&D and eventual path to profitability. Failure to
moderate expenses could raise questions about long-term viability.



2. Valuation Dependence on ARR: Pure Storage ’s valuation is heavily tied to robust
subscription growth. Any slowdown—whether due to macro headwinds or competitive
pressures—may trigger a sharp re-rating.

3. Increasing Competition: Large cybersecurity vendors and storage providers are
enhancing data protection capabilities; Pure Storage must differentiate via continuous
innovation and strong customer support.

4. Macroeconomic Headwinds: Prolonged global uncertainty or tighter IT budgets could
elongate sales cycles and hamper new subscription deals, impacting near-term revenue
ramps.

7. Valuation & Outlook

- Short-to-Medium Term: Expect continued robust ARR expansion as cybersecurity
remains a top IT spend priority. However, operating losses may persist into the near
future as Pure Storage invests in Al, go-to-market capabilities, and cloud partnerships.

- Long-Term Potential: If Pure Storage can maintain 30%+ annual subscription growth,
deliver margin improvements through scale, and solidify its position as a leading Al-
driven cyber recovery platform, the company stands to capture a meaningful portion of a
large TAM.

8. Conclusion

Pure Storage (PSTGQG) is emerging as a leader in zero-trust data management and Al-
augmented cyber resilience, supported by double-digit ARR growth and improving gross
margins. Elevated R&D and sales expenses underscore a deliberate push to capture market
share in the face of intensifying competition. The broader cybersecurity landscape remains
supportive, as enterprises prioritize data protection against an evolving threat environment.

Investment Recommendation: Pure Storage ’s growth trajectory justifies a constructive
stance for long-term investors with higher risk tolerance, given the potential for breakout
success in Al-driven data security. However, near-term profitability challenges and the
company’s reliance on continued ARR acceleration warrant a balanced view. Investors
should monitor R&D spending efficiency, the pace of large enterprise deal closures, and the
competitive landscape. A meaningful uptick in operating leverage, successful Al product
launches, or expansion of hyperscaler partnerships could serve as positive catalysts to
unlock additional valuation upside.



