
Pure Storage: 

LONG IDEA



Industry Top-Down: Technology Hardware/Storage/Peripherals

• Pure Storage is growing much faster than the industry ( top and bottom line) , while maintaining a substantial  

premium, still with a PEG of around 1. It also had the biggest positive change in estimates for FY1 and FY2.

Biggest postitive change in 
estimates



Company Overview



Company Overview

Business Description: Pure Storage offers enterprise flash data storage products and services. Has fairly low short interest and no 
anomalies in institutional holdings (Maybe that ARK owns 5%, or the CTO that owns 5%).



Quantitative Analysis – Operational leverage

• Forecasted EPS growth is 1.5x Revenue growth, indicating operational leverage and economies 
of scale.



Quantitative Analysis – Revenue Mix

• Subscription services, a higher margin business, is becoming a larger part of the mix. This has important implications 
both for the operational leverage and valuation, as this company quickly moves from hardware to software multiples.



Qualitative analysis – Last Quarter and Estimates, KPI’s

• Pure Storage press release (NYSE:PSTG): Q4 Non-GAAP EPS of $0.36 
beats by $0.10.

• Revenue of $708.6M (+41.0% Y/Y) beats by $77.67M.

• Guidance Q1 FY23: Revenue Approx. $520 Million (vs. consensus 
$517.65M); Non-GAAP Operating Income $16 Million; Non-GAAP 
Operating Margin Approx. 3%

• Guidance FY23: Revenue Approx. $2.6 Billion (vs. consensus $2.52B); 
Est. 19%-20% Y/Y Growth; Non-GAAP Operating Income $300 Million; 
Non-GAAP Operating Margin Approx. 11.5%



Qualitative analysis – TAM and Competitive Advantage

• Pure Storage is operating in a $50B+ growing market (they had $2B in sales last year), significantly outpacing 
the industry and taking market share.

• “Pure's highly differentiated technology enjoys a strong sustainable competitive advantage. Many of 
Pure's advantages stem from core software architecture decisions that are practically impossible to 
retrofit into pre-existing software.” – Q4 Earnings Call



Qualitative analysis – KPI’s

• 470 new customer additions in Q4.

• Most customers are spending 2x after 2 years, the 
top 25 are spending 11x after 18 months!!

• ARR grew 31% YoY to $850 million.

• Subscription NDR (ARR of the same customers) 
exceeded 120%.

• +29% growth in RPO’s YoY.



Qualitative analysis – KPI’s

• Subscription Services revenue growing significantly faster than total revenue on a yearly basis and becoming a 
bigger part of the mix. Last quarter they grew at similar rates because product revenue growth was especially 
strong at +41%.



Qualitative analysis – KPI’s

• Gross margin sits comfortably within their high long-term targets at 68.8% and is closer to that of a software 
company. To compare ;  Seagate: 29% ; Dell: 21% ; HP: 20%



Qualitative analysis – KPI’s

• At the operating income level, they have recently become profitable and are quickly increasing their margins, while also spending 
less percentage of their revenue.



Catalysts

• Earnings Call May 25th. →  expect revenue above expectations and EPS way above guidance due to improving margins and 

revenue mix. Possible multiples expansion. Look at ARR, RPO’s and added customers. 

• Seagate Earnings April 28th.

• IBM Earnings April 19th (Their data center business could be leading indicator)

• Dell Earnings May 26th

• HP Earnings May 26th 

• New product pipeline confirmed for this year: “This past December, we announced FlashArray//XL, which delivers 5.5 petabytes of capacity 

in up to 80% less space and power than competitive all-flash solutions and it's off to a great start. Our product pipeline for FY '23 is no less ambitious, 

and I am incredibly excited about the year ahead.” – Q4 Earnings Call



Catalysts – Other Partnerships/ Weaker Catalysts

• On Feb 10, 2022, Pure Storage collaborated with Amazon Web Services (“AWS”).

• On Feb 2, 2022, Pure Storage teamed up with Kyndryl. With this collaboration, Kyndryl will become a delivery partner 

for Pure Storage and will help in expanding integrated solutions and drive business outcomes for clients.

• On Jan 24, 2022, Pure Storage collaborated with Meta Platforms to support the latter’s new-age AI Research 

SuperCluster (RSC) project. Meta will leverage Pure Storage’s robust and scalable storage capabilities to power RSC as 

part of this partnership.

• On Jan 4, 2022, Pure Storage announced that demand for its solutions for public sector are likely to benefit from the 

U.S. government’s infrastructure modernization plans. The company serves 40% of domestic federal agencies which 

includes three branches of the U.S. Department of Defense.



Catalysts – Earnings

• The last 3 earnings calls have been very positive catalysts, 

triggering +10% daily moves, and strong price action the 

following days. So, this remains our main catalyst.



Risks

• Weak hardware sales, less spending from enterprise.

• Valuation, clearly an industry favorite. Failure to meet expectations could lead to de-rating.



Price target

• Stock is trading at $31 per share. I expect them to beat by 10% in revenue, so $575m for the quarter. Leading to a 35 % beat in EPS, 

so 0.0675 EPS for the quarter and 0.79 TTM EPS . Keep in mind, last 3 beats were 37%, 70% and 165%.  Albeit, from low EPS 

guidance as they became profitable. With a trailing P/E of 50 ( there is no TTM PE currently) , we get to a share price of $40



Gatekeeping

• Given the most recent price action, I would be inclined to wait until the risk-off settles and this stock finds support. If you were 
really eager to trade this right now, I would be inclined to do an ATM calendar strategy



Volatility Assessment

• Our price target would be within a 1Std Dev move in our option time horizon.



Trade Structure

Unfortunately, there are no June options available, so if we would have to buy 3 August $31 calls for $3.8 and sell 2 May 20th $31 calls 

for  $2 . I would be inclined to replace those August calls with June as soon as they become available. Still, with this strategy you would 

get 1960$ profit for every $740 outline, making it a risk reward of 2.6:1. And that’s without assuming we can transform it into a vertical 

afterwards.
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