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NOTE ABOUT FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933,
as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act, about us and our
industry that involve substantial risks and uncertainties. All statements other than statements of historical facts contained in this report, including
statements regarding our future results of operations and financial condition, business strategy and plans and objectives of management for future
operations, are forward-looking statements. In some cases, forward-looking statements may be identified by words such as “anticipate,” “believe,”
“continue,” “could,” “design,” “estimate,” “expect,” “intend,” “may,” “plan,” “potentially,” “predict,” “project,” “should,” “will” or the negative of these
terms or other similar expressions.
Forward-looking statements contained in this Quarterly Report on Form 10-Q include, but are not limited to, statements regarding our ability
to sustain or manage our expansion and growth, our expectations that average sales prices may decrease over time, our plans to expand and
continue to invest internationally, our plans to expand the research and development organization as well as the sales and marketing function and
channel programs, our expectations regarding fluctuations in our revenue and operating results, our expectations that we may continue to
experience losses, despite significant revenue growth, our ability to successfully attract, motivate, and retain qualified personnel and maintain our
culture, our expectations regarding technological leadership and market opportunity, our ability to realize benefits from our investments, our ability
to innovate and introduce new products, our expectations regarding product acceptance and our technologies, products and solutions, our
competitive position and the effects of competition and industry dynamics, expectations concerning relationships with third parties, including
channel partners and customers, the adequacy of our intellectual property rights, and expectations concerning pending legal proceedings and
related costs.
We have based these forward-looking statements largely on our current expectations and projections about future events and financial
trends that we believe may affect our financial condition, results of operations, business strategy and financial needs. These forward-looking
statements are subject to a number of known and unknown risks, uncertainties and assumptions, including risks described in the section titled
“Risk Factors.” These risks are not exhaustive. Other sections of this report include additional factors that could harm our business and financial
performance. Moreover, we operate in a very competitive and rapidly changing environment. New risk factors emerge from time to time, and it is
not possible for our management to predict all risk factors nor can we assess the impact of all factors on our business or the extent to which any
factor, or combination of factors, may cause actual results to differ from those contained in, or implied by, any forward-looking statements.
You should not rely upon forward-looking statements as predictions of future events. We cannot assure you that the events and
circumstances reflected in the forward-looking statements will be achieved or occur. Although we believe that the expectations reflected in the
forward-looking statements are reasonable, we cannot guarantee future results, levels of activity, performance or achievements. Except as
required by law, we undertake no obligation to update publicly any forward-looking statements for any reason after the date of this report or to
conform these statements to actual results or to changes in our expectations. You should read this Quarterly Report on Form 10-Q and the
documents that we reference in this Quarterly Report on Form 10-Q and have filed as exhibits to this report with the understanding that our actual
future results, levels of activity, performance and achievements may be materially different from what we expect. We qualify all of our forwardlooking statements by these cautionary statements.
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PART I—FINANCIAL INFORMATION
Item 1. Financial Statements.
PURE STORAGE, INC.
Condensed Consolidated Balance Sheets
(in thousands, except per share data, unaudited)
As of January 31,
2016

ASSETS
Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net of allowance of $944 and $1,509 as of January 31, 2016 and April 30,
2016
Inventory
Deferred commissions, current
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets, net
Deferred income taxes, non-current
Other assets, non-current
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued compensation and benefits
Accrued expenses and other liabilities
Deferred revenue, current
Liability related to early exercised stock options
Total current liabilities
Deferred revenue, non-current
Other liabilities, non-current
Total liabilities
Commitments and contingencies (Note 5)
Stockholders’ equity:
Preferred stock, par value of $0.0001 per share— 20,000 shares authorized as of January 31,
2016 and April 30, 2016; no shares issued and outstanding as of January 31, 2016 and April
30, 2016
Class A and Class B common stock, par value of $0.0001 per share— 2,250,000 (Class A
2,000,000, Class B 250,000) shares authorized as of January 31, 2016 and April 30, 2016;
190,509 (Class A 28,769, Class B 161,740) and 194,124 (Class A 66,438, Class B 127,686)
shares issued and outstanding as of January 31, 2016 and April 30, 2016
Additional paid-in capital
Accumulated other comprehensive income
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

604,742
—
126,324
20,649
15,703
20,652
788,070
52,629
6,980
536
22,568
870,783

$

$

38,187
32,995
14,076
94,514
4,760
184,532
121,690
1,207
307,429

As of April 30,
2016

$

$

$

—

$

19
1,118,670
—
(555,335)
563,354
870,783

286,096
320,899
97,164
21,980
12,136
23,154
761,429
71,255
6,654
605
21,532
861,475

42,444
18,560
15,970
107,223
4,584
188,781
129,634
1,643
320,058

—

$

19
1,159,385
807
(618,794)
541,417
861,475

See the accompanying notes to condensed consolidated financial statements.
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PURE STORAGE, INC.
Condensed Consolidated Statements of Operations
(in thousands, except per share data, unaudited)
Three Months Ended April 30,
2015
2016

Revenue:
Product
Support
Total revenue
Cost of revenue:
Product
Support
Total cost of revenue
Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from operations
Other income (expense), net
Loss before provision for income taxes
Provision for income taxes
Net loss
Net loss per share attributable to common stockholders, basic and diluted
Weighted-average shares used in computing net loss per share attributable to common
stockholders, basic and diluted

$

63,618
10,459
74,077

$
$

$

111,738
28,209
139,947

22,712
6,924
29,636
44,441

34,042
12,893
46,935
93,012

31,682
48,327
12,692
92,701
(48,260)
(703)
(48,963)
157
(49,120)
(1.51)

52,500
82,816
21,482
156,798
(63,786)
1,282
(62,504)
955
(63,459)
(0.34)

32,605

$
$

189,283

See the accompanying notes to condensed consolidated financial statements.
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PURE STORAGE, INC.
Condensed Consolidated Statements of Comprehensive Loss
(in thousands, unaudited)
Three Months Ended April 30,
2015
2016

Net loss
Other comprehensive income :
Change in net unrealized gains on available-for-sale securities (1)
Comprehensive loss

$

(49,120)

$

(63,459)

$

—
(49,120)

$

807
(62,652)

(1) Tax effect was not material.

See the accompanying notes to condensed consolidated financial statements.
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PURE STORAGE, INC.
Condensed Consolidated Statements of Cash Flows
(in thousands, unaudited)
Three Months Ended April 30,
2015
2016

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization
Stock-based compensation expense
Other
Changes in operating assets and liabilities:
Accounts receivable, net
Inventory
Deferred commissions
Prepaid expenses and other assets
Accounts payable
Accrued compensation and other liabilities
Deferred revenue
Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment
Purchases of marketable securities
Sales of marketable securities
Change in restricted cash
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from exercise of stock options
Proceeds from issuance of common stock under employee stock purchase plan
Payments of deferred offering costs
Net cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid for income taxes
SUPPLEMENTAL DISCLOSURES OF NON-CASH INVESTING AND FINANCING
INFORMATION
Property and equipment purchased but not yet paid
Vesting of early exercised stock options
Unpaid deferred offering costs

$

(49,120)

$

$

(63,459)

6,479
8,859
—

10,432
22,134
484

4,070
(1,470)
1,763
(2,985)
(285)
(3,626)
22,198
(14,117)

28,593
(2,623)
4,141
(2,744)
166
(11,017)
20,653
6,760

(6,742)
—
—
—
(6,742)

(24,376)
(343,466)
23,327
706
(343,809)

1,691
—
(313)
1,378
(19,481)
192,707
173,226

3,324
15,079
—
18,403
(318,646)
604,742
286,096

$

$

274

$

1,323

$
$
$

4,580
430
679

$
$
$

9,448
176
—

See the accompanying notes to condensed consolidated financial statements.
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PURE STORAGE, INC.
Notes to Condensed Consolidated Financial Statements (Unaudited)
Note 1. Business Overview
Organization and Description of Business
Pure Storage, Inc. (the Company, we, us, or other similar pronouns) was originally incorporated in the state of Delaware in October 2009
under the name OS76, Inc. In January 2010, we changed our name to Pure Storage, Inc. We provide an enterprise data storage platform that
transforms business through a dramatic increase in performance and reduction in complexity and costs. We are headquartered in Mountain View,
California and have wholly owned subsidiaries throughout the world.
Note 2. Basis of Presentation and Summary of Significant Accounting Policies
Principles of Consolidation
The condensed consolidated financial statements include the accounts of the company and our wholly owned subsidiaries. All intercompany
balances and transactions have been eliminated in consolidation.
Unaudited Interim Consolidated Financial Information
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted
accounting principles in the United States (U.S. GAAP) and applicable rules and regulations of the Securities and Exchange Commission (the
SEC) regarding interim financial reporting. Certain information and note disclosures normally included in the financial statements prepared in
accordance with U.S. GAAP have been condensed or omitted pursuant to such rules and regulations. Therefore, these condensed consolidated
financial statements should be read in conjunction with the consolidated financial statements and notes included in our Annual Report on Form 10K for the fiscal year ended January 31, 2016.
In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all normal recurring
adjustments necessary to present fairly the financial position, results of operations, comprehensive loss and cash flows for the interim periods, but
are not necessarily indicative of the results of operations to be anticipated for the full fiscal year 2017 or any future period.
Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect
the amounts reported and disclosed in the financial statements and accompanying notes. Actual results could differ from these estimates. Such
estimates include, but are not limited to, the determination of best estimate of selling price included in multiple-deliverable revenue arrangements,
sales commissions, useful lives of intangible assets and property and equipment, fair values of stock-based awards, provision for income taxes,
including related reserves and contingent liabilities, among others. Management bases its estimates on historical experience and on various other
assumptions which are believed to be reasonable, the results of which form the basis for making judgments about the carrying values of assets
and liabilities.
Restricted Cash
Restricted cash is comprised of cash collateral for the letters of credit related to our leases. As of January 31, 2016 and April 30, 2016, we
had restricted cash of $7.1 million and $6.4 million, which was included in other assets, non-current, in the condensed consolidated balance
sheets.
Marketable Securities
We classify our marketable securities as available-for-sale at the time of purchase and reevaluate such classification at each balance sheet
date. We may sell these securities at any time for use in current operations even if they have not yet reached maturity. As a result, we classify
our securities, including those with maturities beyond twelve months, as current assets in the accompanying condensed consolidated balance
sheets. We carry these securities at fair value and record unrealized gains and losses, net of tax, in other comprehensive income (loss), which is
reflected as a component of stockholders’ equity. We determine any realized gains or losses on the sale of marketable securities on a specific
6
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PURE STORAGE, INC.
Notes to Condensed Consolidated Financial Statements (Unaudited)
identification method. In addition, we evaluate our securities to assess whether those with unrealized loss positions are other than temporarily
impaired. Realized gains and losses and declines in value deemed to be other than temporary are reported in other income (expense), net, in the
condensed consolidated statements of operations.
Deferred Commissions
Deferred commissions consist of direct and incremental costs paid to our sales force related to customer contracts. The deferred
commission amounts are recoverable through the revenue streams that will be recognized under the related customer contracts. Direct sales
commissions are deferred when earned and amortized over the same period that revenue is recognized from the related customer contract.
Amortization of deferred commissions is included in sales and marketing expense in the condensed consolidated statements of operations.
As of January 31, 2016 and April 30, 2016, we recorded deferred commissions, current, of $15.7 million and $12.1 million, and deferred
commissions, non-current, of $14.3 million and $13.7 million, in other assets, non-current, in the condensed consolidated balance sheets. During
the three months ended April 30, 2015 and 2016, we recognized sales commission expenses of $8.9 million, and $17.6 million, respectively.
Recent Accounting Pronouncements Not Yet Adopted
In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2014-09, Revenue from
Contracts with Customers (ASU 2014-09), requiring an entity to recognize revenue when it transfers promised goods or services to customers in
an amount that reflects the consideration to which the entity expects to be entitled to in exchange for those goods or services. ASU 2014-09 will
supersede nearly all existing revenue recognition guidance under U.S. GAAP when it becomes effective. In August 2015, the FASB issued ASU
No. 2015-14, Revenue from Contracts with Customers, deferring the effective date for ASU 2014-09 by one year, and thus, the new standard will
be effective for us beginning on February 1, 2018 with early adoption permitted on or after February 1, 2017. This standard may be adopted using
either the full or modified retrospective methods. We are currently evaluating adoption methods and the impact of this standard on our consolidated
financial statements.
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (ASU 2016-02). ASU 2016-02 requires lessees to recognize all
leases with terms in excess of one year on their balance sheet as a right-of-use asset and a lease liability at the commencement date. The new
standard also simplifies the accounting for sale and leaseback transactions. The amendments in this update are effective for annual periods
beginning after December 15, 2018, and interim periods therein and must be adopted using a modified retrospective method for leases existing at,
or entered into after, the beginning of the earliest comparative period presented in the financial statements. Early adoption is permitted. We are
currently evaluating adoption methods and the impact of this standard on our consolidated financial statements.
In March 2016, the FASB issued ASU No. 2016-09, Compensation—Stock Compensation (Topic 718): Improvements to Employee ShareBased Payment Accounting (ASU 2016-09). ASU 2016-09 simplifies several as pects of the accounting for share-based payment transactions,
including the income tax consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows.
For public entities, ASU 2016-09 is effective for fiscal years beginning after December 15, 2016, and interim periods within those fiscal years.
Early adoption is permitted. We are currently evaluating the potential impact of adopting this guidance on our consolidated financial statements.
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PURE STORAGE, INC.
Notes to Condensed Consolidated Financial Statements (Unaudited)
Note 3. Financial Instruments
Fair Value Measurements
We measure our cash equivalents, marketable securities and restricted cash at fair value on a recurring basis. We define fair value as the
exchange price that would be received from sale of an asset or paid to transfer a liability in the principal or most advantageous market for the
asset or liability in an orderly transaction between market participants on the measurement date. We measure our financial assets and liabilities at
fair value at each reporting period using a fair value hierarchy which requires us to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. A financial instrument’s classification within the fair value hierarchy is based upon the lowest level
of input that is significant to the fair value measurement. Three levels of inputs may be used to measure fair value:
£

Level I—Observable inputs are unadjusted quoted prices in active markets for identical assets or liabilities;

£

Level II—Observable inputs are quoted prices for similar assets and liabilities in active markets or inputs other than quoted prices that
are observable for the assets or liabilities, either directly or indirectly through market corroboration, for substantially the full term of the
financial instruments; and

£

Level III—Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities. These inputs are based on our own assumptions used to measure assets and liabilities at fair value and require significant
management judgment or estimation.

We classify our cash equivalents, marketable securities and restricted cash within Level 1 or Level 2 because they are valued using either
quoted market prices or inputs other than quoted prices which are directly or indirectly observable in the market, including readily-available pricing
sources for the identical underlying security which may not be actively traded. Our fixed income available-for-sale securities consist of high
quality, investment grade securities from diverse issuers. The valuation techniques used to measure the fair value of our marketable securities
were derived from non-binding market consensus prices that are corroborated by observable market data, quoted market prices for similar
instruments, or pricing models such as discounted cash flow techniques.
Cash Equivalents, Marketable Securities and Restricted Cash
The following tables summarize our cash equivalents, marketable securities and restricted cash by significant investment categories as
of January 31, 2016 and April 30, 2016 (in thousands):

Amortized
Cost

Level 1
Money market funds
Level 2
Certificate of deposits
Total

As of January 31, 2016
Gross
Unrealized
Fair
Losses
Value

Gross
Unrealized
Gains

Cash
Equivalents

Restricted
Cash

$

45,614

$

—

$

—

$

45,614

$

45,614

$

—

$

7,132
52,746

$

—
—

$

—
—

$

7,132
52,746

$

—
45,614

$

7,132
7,132
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PURE STORAGE, INC.
Notes to Condensed Consolidated Financial Statements (Unaudited)
As of April 30, 2016
Gross
Unrealized
Gains

Amortized
Cost

Level 2
U.S. government notes
$
U.S. government agencies
Corporate debt securities
Foreign government bonds
Money market accounts
Total
$

130,516
31,969
184,677
1,743
—
348,905

$

$

63
21
752
5
—
841

Gross
Unrealized
Losses

$

(6)
(1)
(27)
—
—
(34)

$

Fair
Value

$

$

130,573
31,989
185,402
1,748
—
349,712

Cash
Equivalents

$

$

Marketable
Securities

28,813
—
—
—
—
28,813

$

$

101,760
31,989
185,402
1,748
—
320,899

Restricted
Cash

—
—
—
—
6,427
6,427

$

The amortized cost and estimated fair value of our marketable securities are shown below by contractual maturity (in thousands):
As of April 30, 2016
Amortized Cost
Fair Value

Due within one year
Due in one to five years
Total

$

64,414
255,678
320,092

$

$
$

64,456
256,443
320,899

As of April 30, 2016, there were no securities that were in an unrealized loss position for more than 12 months. Based on our evaluation of
available evidence, we concluded that the gross unrealized losses on our marketable securities as of April 30, 2016 were temporary in nature. The
following table presents gross unrealized losses and fair values for those investments that were in a continuous unrealized loss position for less
than 12 months as of April 30, 2016, aggregated by investment category (in thousands):

Fair
Value

U.S. government notes
U.S. government agencies
Corporate debt securities
Total

$

$

Less than 12 months
Unrealized
Loss

28,883
2,995
25,213
57,091

$

$

(6)
(1)
(27)
(34)

Gross realized gains or losses from sales of cash equivalents and marketable securities for the three months ended April 30, 2016 were not
significant.
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PURE STORAGE, INC.
Notes to Condensed Consolidated Financial Statements (Unaudited)
Note 4. Balance Sheet Components
Property and Equipment, Net
Property and equipment, net, consists of the following (in thousands):
As of January 31,
2016

Test equipment
Computer, equipment and software
Furniture and fixtures
Leasehold improvements
Total property and equipment
Less: accumulated depreciation and amortization
Property and equipment, net

$

$

65,663 $
31,388
2,852
4,935
104,838
(52,209)
52,629 $

As of April 30,
2016

83,384
40,442
3,532
6,055
133,413
(62,158)
71,255

Depreciation and amortization expense was $6.2 million and $10.1 million for the three months ended April 30, 2015 and 2016, respectively.
Intangible Assets, Net
Intangible assets, net, consist of the following (in thousands):
As of January 31,
2016

Technology patents
Accumulated amortization
Intangible assets, net

$
$

As of April 30,
2016

9,125 $
(2,145)
6,980 $

9,125
(2,471)
6,654

Intangible assets amortization expense was $326,000 for the three months ended April 30, 2015 and 2016. Due to the defensive nature of
these patents, the amortization is included in general and administrative expenses in the condensed consolidated statements of operations.
As of April 30, 2016, expected amortization expense for intangible assets for each of the next five years and thereafter is as follows (in
thousands):
Estimated Future
Amortization
Expense

Fiscal Years Ending January 31,

Remainder of 2017
2018
2019
2020
2021
Thereafter
Total

$

$

978
1,304
1,304
1,304
1,304
460
6,654
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Accrued Expenses and Other Liabilities
Accrued expenses and other liabilities consist of the following (in thousands):
As of January 31,
2016

Sales and use tax payable
Accrued professional fees
Accrued marketing
Accrued travel and entertainment expenses
Income tax payable
Other accrued liabilities
Total accrued expenses and other liabilities

$

$

299
3,044
2,684
2,182
1,791
4,076
14,076

As of April 30,
2016

$

$

151
2,777
3,804
2,458
1,292
5,488
15,970

Note 5. Commitments and Contingencies
Operating Leases
During the three months ended April 30, 2016, we entered into three lease agreements for office facilities with total lease obligations of
approximately $10.5 million with lease periods expiring through June 2021.
Letters of Credit
As of January 31, 2016 and April 30, 2016, we had outstanding letters of credit in the aggregate amount of $7.1 million and $6.4 million
respectively, in connection with our facility leases. The letters of credit are collateralized by restricted cash in the same amount and mature at
various dates through March 2023.
Legal Matters
On November 4, 2013, EMC filed a complaint against us in the U.S. District Court for the District of Massachusetts, alleging that our hiring
of EMC employees evidences a scheme to misappropriate EMC’s confidential information and trade secrets and to unlawfully interfere with EMC’s
business relationships with its customers and contractual relationships with its employees. The complaint seeks damages and injunctive relief. On
November 26, 2013, we answered and counterclaimed, denying EMC’s allegations and alleging that EMC surreptitiously obtained and tested our
product in a manner that constituted misappropriation of our trade secrets, a breach of contract, breach of the covenant of good faith and fair
dealing, unlawful interference with our contractual and business relationships as well as unfair competition and a violation of Massachusetts
General Law 93A, Sections 2 and 11. On November 18, 2014, we amended our counterclaim, additionally alleging that EMC has engaged in
commercial disparagement, violated the Lanham Act and engaged in defamation. Our counterclaim seeks damages and declaratory and injunctive
relief. Fact and expert discovery has closed. Dispositive motions were filed in May 2016. The District Court has scheduled a trial date for October
24, 2016.
In a separate litigation matter, on November 26, 2013, EMC filed a complaint against us in the U.S. District Court for the District of
Delaware, alleging infringement of five patents held by EMC. The five patents are U.S. Patent 6,904,556 entitled “Systems and Methods Which
Utilize Parity Sets,” U.S. Patent 6,915,475 entitled “Data Integrity Management for Data Storage Systems,” U.S. Patent 7,373,464 entitled
“Efficient Data Storage System” and the related U.S. Patent 7,434,015 entitled “Efficient Data Storage System” and U.S. Patent 8,375,187 entitled
“I/O Scheduling For Flash Drives.” The complaint seeks damages and injunctive and equitable relief, with respect to the FlashArray 400-Series and
predecessor products. Prior to trial, EMC dropped U.S. Patent No. 6,915,475 from the suit, and the District Court found, in a summary judgment
ruling, that we did not infringe U.S. Patent No. 8,375,187 and did infringe certain claims of U.S. Patent No. 7,434,015, (’015 patent). The remaining
two patents and the validity of ‘015 patent went to trial.
On March 15, 2016, the jury returned a verdict finding that we did not infringe U.S. Patent Nos. 6,904,556 and 7,373,464, and that the ‘015
patent, which the District Court ruled us to have infringed, is valid. The jury awarded EMC $14.0 million in royalty damages for infringement of the
'015 patent. The jury declined to award any lost profit damages. On March 21, 2016, EMC filed an additional complaint for infringement of the '015
patent with respect to the FlashArray//m product, which EMC did not seek permission from the District Court to add to the lawsuit when
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FlashArray//m was launched in June of 2015. This new complaint seeks damages and injunctive and equitable relief based on the District Court's
previous ruling with respect to the '015 patent. The infringement ruling represents a reasonably possible loss contingency under the applicable
accounting standards of up to $14.0 million. We believe there are strong grounds to challenge the infringement ruling by the District Court and the
validity finding by the jury, with respect to the ‘015 patent. We have challenged the findings with respect to the ‘015 patent in post-trial motions
before the District Court and, if necessary, will appeal to the U.S. Court of Appeals for the Federal Circuit. At present, we do not believe it is
probable that a loss has been incurred. As a result, we have not recorded any loss contingency on our consolidated balance sheet as of April 30,
2016.
From time to time, we have become involved in claims and other legal matters arising in the normal course of business. We investigate
these claims as they arise. Although claims are inherently unpredictable, we currently are not aware of any matters that may have a material
adverse effect on our business, financial position, results of operations or cash flows. Accordingly we have not recorded any loss contingency on
our consolidated balance sheet as of April 30, 2016.
Indemnification
Our arrangements generally include certain provisions for indemnifying customers against liabilities if our products or services infringe a
third party’s intellectual property rights. Other guarantees or indemnification arrangements include guarantees of product and service performance
and standby letters of credit for lease facilities. It is not possible to determine the maximum potential amount under these indemnification
obligations due to the limited history of prior indemnification claims and the unique facts and circumstances involved in each particular agreement.
To date, we have not incurred any material costs as a result of such obligations and have not accrued any liabilities related to such obligations in
the consolidated financial statements. In addition, we indemnify our officers, directors and certain key employees while they are serving in good
faith in their respective capacities. To date, there have been no claims under any indemnification provisions.
Note 6. Line of Credit
In August 2014, we entered into a two-year loan and security agreement with a financial institution to provide up to $15.0 million on a
revolving line based on 80% of qualifying accounts receivable. Borrowings under this revolving line of credit bear interest at prime rate plus 1%.
Interest expense is paid on a monthly basis based on the principal amount outstanding under the line of credit.
As of January 31, 2016, we had no borrowings from this line of credit and we were in compliance with our financial covenants. In April 2016,
we early terminated this line of credit.
Note 7. Stockholders’ Equity
Preferred Stock
Upon the closing of our initial public offering (IPO) in October 2015, we filed an Amended and Restated Certificate of Incorporation, which
authorized 20,000,000 shares of undesignated preferred stock, the rights, preferences and privileges of which may be designated from time to time
by our board of directors. As of April 30, 2016, there were no shares of preferred stock issued or outstanding.
Class A and Class B Common Stock
We have two classes of authorized common stock, Class A common stock and Class B common stock. As of April 30, 2016, we
had 2,000,000,000 shares of Class A common stock authorized with a par value of $0.0001 per share and 250,000,000 shares of Class B common
stock authorized with a par value of $0.0001 per share. As of April 30, 2016, 66,438,448 shares of Class A common stock were issued and
outstanding and 127,685,960 shares of Class B common stock were issued and outstanding.
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Note 8. Equity Incentive Plans
Equity Incentive Plans
We maintain two equity incentive plans: the 2009 Equity Incentive Plan (our 2009 Plan) and the 2015 Equity Incentive Plan (our 2015 Plan).
In August 2015, our board of directors adopted, and in September 2015 our stockholders approved, the 2015 Plan, which became effective in
connection with our IPO and serves as the successor to our 2009 Plan. Our 2015 Plan provides for grants of incentive stock options,-statutory
stock options, stock appreciation rights, restricted stock awards, restricted stock unit awards, performance stock awards, performance cash
awards, and other forms of stock awards to our employees, directors and consultants. We ceased grants of new awards under our 2009 Plan after
the effective date of our 2015 Plan, and no new grants will be made from our 2009 Plan. Outstanding awards granted under our 2009 Plan will
remain subject to the terms of our 2009 Plan and applicable award agreements, until such outstanding awards that are stock options are
exercised, terminated or expired by their terms, and until any restricted stock awards become vested or are forfeited.
We have initially reserved 27,000,000 shares of our Class A common stock for issuance under our 2015 Plan. The number of shares
reserved for issuance under our 2015 Plan will increase automatically on the first day of February of each of 2016 through 2025, in an amount
equal to 5% of the total number of shares of our capital stock outstanding as of the immediately preceding January 31.
The exercise price of stock options will generally not be less than 100% of the fair market value of our common stock on the date of grant,
as determined by our board of directors. Our equity awards generally vest over a two to four year period and expire no later than ten years from
the date of grant.
2015 Employee Stock Purchase Plan
In August 2015, our board of directors adopted and our stockholders approved, the 2015 Employee Stock Purchase Plan (2015 ESPP),
which became effective in connection with our IPO. A total of 3,500,000 shares of Class A common stock was initially reserved for issuance under
the 2015 ESPP. The 2015 ESPP allows eligible employees to purchase shares of our Class A common stock at a discount through payroll
deductions (or other payroll contributions) of up to 30% of their eligible compensation, subject to a cap of 3,000 shares on any purchase date or
$25,000 in any calendar year (as determined under applicable tax rules). Except for the initial offering period, the 2015 ESPP provides for 24
month offering periods beginning March 16th and September 16th of each year, and each offering period will consist of four six-month purchase
periods. The initial offering period began in October 2015, and will end on September 15, 2017. On each purchase date, eligible employees will
purchase our Class A common stock at a price per share equal to 85% of the lesser of the fair market value of our Class A common stock (1) on
the first trading day of the applicable offering period or (2) the purchase date.
Additionally, in accordance with our 2015 ESPP, if the closing stock price on the offering date of a new offering falls below the closing stock
price on the offering date of an ongoing offering, the ongoing offering terminates immediately following the purchase of ESPP shares on the
purchase date immediately preceding the new offering and participants in the terminated ongoing offering will automatically be enrolled in the new
offering (ESPP reset). As the closing stock price on the new offering date of March 16, 2016 was lower than the closing stock price on the initial
offering date of October 7, 2015, the initial offering period ended on March 15, 2016 and an ESPP reset was triggered. This reset resulted in a
modification charge of approximately $10.3 million, net of estimated forfeiture, which will be recognized over the new 24-month offering period.
During the three months ended April 30, 2016, we recognized $4.2 million of stock-based compensation expense related to our 2015 ESPP.
As of April 30, 2016, there was $28.7 million of unrecognized stock-based compensation expense, net of estimated forfeiture related to our 2015
ESPP that is expected to be recognized over the term of the related offering periods.
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Stock Options
A summary of activity under our equity incentive plans and related information is as follows:

Number of
Shares

Balance as of January 31, 2016
Options granted
Options exercised
Options cancelled
Balance as of April 30, 2016
Vested and exercisable as of April 30, 2016
Vested and expected to vest as of April 30, 2016

68,879,087
1,891,000
(2,181,055)
(691,251)
67,897,781
25,495,004
65,641,943

Options Outstanding
WeightedAverage
WeightedRemaining
Average
Contractual
Exercise Price
Life (In Years)

$

$
$
$

6.43
12.75
1.40
11.27
6.72
2.64
6.64

Aggregate
Intrinsic
Value (in
thousands)

7.9

$

505,131

7.7
6.6
7.7

$
$
$

562,758
304,484
549,018

The aggregate intrinsic value of options vested and exercisable and vested and expected to vest as of April 30, 2016 is calculated based on
the difference between the exercise price and the closing price of $14.55 of our Class A common stock on April 29, 2016.
As of April 30, 2016, total unrecognized employee compensation cost, net of estimated forfeitures, was $179.1 million, which is expected to
be recognized over a weighted-average period of approximately 3.5 years. To the extent the actual forfeiture rate is different from what we have
estimated, stock-based compensation related to these awards will be different from our expectations.
During the three months ended April 30, 2015 and 2016, we granted options to purchase 83,000 and 780,000 shares of common stock,
respectively, net of cancellations that vest upon satisfaction of a performance condition. For those options that management determined that it is
probable that the performance condition will be satisfied, stock-based compensation expense of $440,000 and $549,000 was recognized during the
three months ended April 30, 2015 and 2016 respectively.
Restricted Stock Units
A summary of the restricted stock unit activity under our 2015 Plan and related information is as follows:
WeightedAverage
Grant Date
Fair Value

Number of Restricted
Stock Units
Outstanding

Unvested balance as of January 31, 2016
Granted
Vested
Forfeited / cancelled
Unvested balance as of April 30, 2016

53,000
4,334,600
—
(10,500)
4,377,100

$

$

16.98
14.27
—
13.91
14.30

Expected to vest as of April 30, 2016

4,144,238

$

14.30

As of April 30, 2016, total unrecognized employee compensation cost, net of estimated forfeitures, related to outstanding restricted stock
units was $57.5 million, which is expected to be recognized over a weighted-average period of approximately 2.9 years. To the extent the actual
forfeiture rate is different from what we have estimated, stock-based compensation related to these awards will be different from our expectations.
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Stock-Based Compensation Expense
The following table summarizes the components of stock-based compensation expense recognized in the condensed consolidated
statements of operations (in thousands):
Three Months Ended April 30,
2015
2016

Cost of revenue—product
Cost of revenue—support
Research and development
Sales and marketing
General and administrative
Total stock-based compensation expense

$

$

56
333
3,625
3,444
1,401
8,859

$

102
1,051
11,220
7,237
2,524
22,134

$

Note 9. Net Loss per Share Attributable to Common Stockholders
Basic and diluted net loss per share attributable to common stockholders is presented in conformity with the two-class method required for
participating securities. We consider all series of our convertible preferred stock to be participating securities. Under the two-class method, the net
loss attributable to common stockholders is not allocated to the convertible preferred stock as the holders of our convertible preferred stock do not
have a contractual obligation to share in our losses.
Basic net loss per share attributable to common stockholders is computed by dividing the net loss by the weighted-average number of
shares of common stock outstanding during the period, less shares subject to repurchase. The diluted net loss per share attributable to common
stockholders is computed by giving effect to all potential dilutive common stock equivalents outstanding for the period. For purposes of this
calculation, convertible preferred stock, stock options, unvested restricted stock awards, repurchasable shares from early exercised stock options
and shares subject to ESPP withholding are considered to be common stock equivalents but have been excluded from the calculation of diluted
net loss per share attributable to common stockholders as their effect is anti-dilutive.
The rights, including the liquidation and dividend rights, of the holders of our Class A and Class B common stock are identical, except with
respect to voting. As the liquidation and dividend rights are identical, the undistributed earnings are allocated on a proportionate basis and the
resulting net loss per share attributed to common stockholders will, therefore, be the same for both Class A and Class B common stock on an
individual or combined basis. We did not present dilutive net loss per share on an if-converted basis because the impact was not dilutive.
The following table sets forth the computation of basic and diluted net loss per share attributable to common stockholders (in thousands,
except per share data):
Three Months Ended April 30,
2015
2016

Net loss
Weighted-average shares used in computing net loss per share attributable to common
stockholders, basic and diluted
Net loss per share attributable to common stockholders, basic and diluted

$

(49,120)

$

(63,459)

$

32,605
(1.51)

$

189,283
(0.34)
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The following weighted-average outstanding shares of common stock equivalents were excluded from the computation of diluted net loss
per share attributable to common stockholders for the periods presented because including them would have been anti-dilutive (in thousands):
Three Months Ended April 30,
2015
2016

Convertible preferred stock (on an if-converted basis)
Stock options to purchase common stock
Restricted stock units
Early exercised stock options
Employee stock purchase plan
Total

122,281
55,325
—
4,406
—
182,012

—
68,407
1,375
2,666
364
72,812

Note 10. Income Taxes
Our provision for income taxes was primarily due to taxes on international operations and state income taxes. The difference between the
provision for income taxes that would be derived by applying the statutory rate to our loss before income taxes and the provision for income taxes
recorded was primarily attributable to changes in our valuation allowance, non-deductible stock-based compensation expense and the tax rate
differential between the U.S. and foreign countries.
As of April 30, 2016, there were no material changes to either the nature or the amounts of the uncertain tax positions previously determined
for the fiscal year ended January 31, 2016.
Note 11. Segment Information
Our chief operating decision maker is a group which is comprised of our Chief Executive Officer, our Chief Financial Officer, and our
President. This group reviews financial information presented on a consolidated basis for purposes of allocating resources and evaluating financial
performance. We have one business activity and there are no segment managers who are held accountable for operations or operating results.
Accordingly, we have a single reportable segment.
The following table sets forth revenue by geographic area based on the billing address of our customers (in thousands, unaudited):
Three Months Ended April 30,
2015
2016

United States
Rest of the world
Total revenue

$

58,674
15,403
74,077

$

$
$

111,227
28,720
139,947

Long-lived assets by geographic area are summarized as follows (in thousands, unaudited):
As of January 31,
2016

United States
Rest of the world
Total long-lived assets

$
$

50,501
2,128
52,629

As of April 30,
2016

$
$

68,058
3,197
71,255
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
The following discussion and analysis of our financial condition, results of operations and cash flows should be read in conjunction with the
(1) unaudited condensed consolidated financial statements and the related notes thereto included elsewhere in this Quarterly Report on Form 10-Q,
and (2) the audited consolidated financial statements and notes thereto and management’s discussion and analysis of financial condition and
results of operations included in our Annual Report on Form 10-K for the fiscal year ended January 31, 2016. This Quarterly Report on Form 10-Q
contains “forward-looking statements” within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange
Act. These statements are often identified by the use of words such as “may,” “will,” “expect,” “believe,” “anticipate,” “intend,” “could,” “estimate,” or
“continue,” and similar expressions or variations. Such forward-looking statements are subject to risks, uncertainties and other factors that could
cause actual results and the timing of certain events to differ materially from future results expressed or implied by such forward-looking
statements. Factors that could cause or contribute to such differences include, but are not limited to, those identified herein, and those discussed
in the section titled “Risk Factors”, set forth in Part II, Item 1A of this Form 10-Q and in our other SEC filings. We disclaim any obligation to update
any forward-looking statements to reflect events or circumstances after the date of such statements. Our fiscal year end is January 31.
Overview
Our mission is to deliver data storage that transforms business through a dramatic increase in performance and reduction in complexity and
costs. Our innovative technology replaces storage systems designed for mechanical disk with all-flash systems optimized end-to-end for solidstate memory. At the same time, our innovative business model replaces the traditional forklift upgrade cycle with an Evergreen storage model of
hardware and software upgrades and maintenance.
Our next-generation storage platform and business model are the result of our team’s substantial experience in enterprise storage and webscale infrastructure, as well as frustration with the industry’s status quo. Our platform can deliver a 10X acceleration in business applications over
legacy disk-based storage. It is also designed to be compatible with existing infrastructure, substantially more reliable and power and space
efficient.
Our business model builds on our technology innovations to reverse the traditional storage business model. Instead of moving data between
old and new systems via forklift upgrades, we keep business data and applications in place and upgrade technology around it. Our platform and
business model are designed to add value to customers for a decade or more, reducing total cost of storage ownership while increasing loyalty.
We were incorporated in 2009 with a vision to define the next generation of enterprise storage by pioneering the all-flash array category and
innovating a customer-centric business model. We deliver our three-part integrated platform as the Purity Operating Environment, our flashoptimized software, FlashArray, our modular and scalable all-flash array hardware, and Pure1, our cloud-based management and support. Since
inception we have consistently expanded our technology and business model:
·

In 2012, we launched our first FlashArray and established our All Software Included model, which entitles customers to all Purity
Operating Environment functionality in the base purchase price of a FlashArray.

·

In 2013, we released Purity 3.0, which included writable snapshots and introduced our Love Your Storage Guarantee, a 30-day return
guarantee program.

·

In 2014, we expanded our product family to address a broader series of customer requirements and workloads, and released Purity
4.0, which included replication. We also launched our Forever Flash program to provide ongoing hardware upgrades as part of our
maintenance and support agreements.

·

In 2015, we launched FlashArray//m and Pure1, our next-generation all-flash array hardware and cloud-based management and
support.

·

In March 2016, we announced our new FlashBlade product, our new elastic scale-out file and object storage system that delivers allflash performance to terabyte-scale and multi-petabyte-scale data sets. FlashBlade is expected to be available on directed basis in
the third quarter of 2016 and is targeted to be generally available later in the year. We also announced a new entry-level model of our
FlashArray product and FlashStack Mini, a new converged infrastructure solution. The new entry-level FlashArray product and
FlashStack Mini solution are expected to be generally available in June 2016.
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Since launching FlashArray in May 2012, our customer base has grown to over 1,950 customers. Our customers include large and mid-size
organizations across a diverse set of industry verticals, including cloud-based software and service providers, consumer web, education, energy,
financial services, governments, healthcare, manufacturing, media, retail and telecommunications. We define a customer as an end user that
purchases our products and services either from one of our channel partners or from us directly. No customer represented over 10% of revenue for
the three months ended April 30, 2015 and 2016.
We have grown rapidly in recent periods, with revenue for the three months ended April 30, 2015 and 2016 of $74.1 million and $139.9
million, representing year-over-year growth of 89%. We expect that the rate of growth in our revenue will continue to decline as our business
scales, even if our revenue continues to grow in absolute terms. We have continued to make significant expenditures and investments, including
in personnel-related costs, sales and marketing, infrastructure and operations, and have incurred net losses in each period since our inception,
including net losses of $49.1 million and $63.5 million for the three months ended April 30, 2015 and 2016.
Since our founding, we have invested heavily in growing our business. Our headcount increased from over 1,300 employees as of
January 31, 2016 and to over 1,500 employees as of April 30, 2016. We intend to continue to invest in our research and development organization
to extend our technology leadership, enhance the functionality of our existing storage platform and introduce new products. By investing in
research and development, we believe we will be well positioned to continue our rapid growth and take advantage of our large market opportunity.
Our investments in research and development may result in enhancements or products that may not achieve adequate levels of market adoption,
are more expensive to develop than anticipated, may take longer to generate revenue or may generate less revenue than we anticipate. We expect
that our results of operations and cash flows will be impacted by the timing, size and level of success of these product development investments.
We also intend to continue to invest and expand our sales and marketing functions and channel programs, including expanding our global
network of channel partners and carrying out associated marketing activities in key geographies. By investing in sales and technical training,
demand generation and partner programs, we believe we can enable many of our partners to independently identify, qualify, sell and upgrade
customers, with limited involvement from us. However, if we fail to effectively identify, train and manage our channel partners and to monitor their
sales activity, as well as the customer support and services being provided to our customers in their local markets, our business, operating
results, financial condition and cash flows could be harmed.
In addition, we intend to expand and continue to invest in our international operations, which we believe will be an important factor in our
continued growth. However, even though our revenue generated from customers outside of the United States was 22% and 21% of our total
revenue for the fiscal year ended January 31, 2016 and three months ended April 30, 2016, our international operations are relatively new and we
have limited experience operating in foreign jurisdictions. Our inexperience in operating our business outside of the United States increases the
risk that our international expansion efforts may not be successful.
As a result of our strategy to increase our investments in research and development, sales, marketing, support and international expansion,
we expect to continue to incur operating losses and negative cash flows from operations at least in the near future and may require additional
capital resources to execute strategic initiatives to grow our business.
Our Business Model
Currently, we sell our platform predominantly through a high touch, channel-fulfilled model. Our global sales force works collaboratively with
our channel partners. Our channel partners typically place orders with us upon receiving an order from a customer and do not stock inventory. Our
sales organization is supported by systems engineers with deep technical expertise and responsibility for pre-sales technical support and
engineering for our customers. We support our channel partners through product education and sales and support training. We intend to continue to
invest in the channel to add more partners and to expand our reach to customers through our channel partners’ relationships. No channel partner
represented over 10% of revenue for the three months ended April 30, 2015 and 2016.
Our business model enables customers to broadly adopt flash for a wide variety of workloads in their datacenter, with some of our most
innovative customers adopting all-flash datacenters. We do not charge separately for software, meaning that when a customer buys a FlashArray,
all software functionality of the Purity Operating Environment is included in the base purchase price, and the customer is entitled to updates and
new features as long as the customer maintains an active maintenance and support agreement. Product revenue is recognized at the time title and
risk of loss have transferred. Support revenue is recognized ratably over the term of the related maintenance and support agreement,
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generally ranging from 1 to 3 years. By keeping our business model simple and efficient, we allow customers to buy more products and expand
their footprint more easily while allowing us to reduce our sales and marketing costs.
To deliver on the next level of operational simplicity and support excellence, we designed Pure1, our integrated cloud-based management
and support. Pure1 enables our customers, support staff and partners to collaborate to achieve the best customer experience and is included with
an active maintenance and support agreement. In addition, our Forever Flash program provides our customers who continually maintain active
maintenance and support for three years with an included controller refresh with each additional three year maintenance and support renewal. In
this way, our customers improve and extend the service life of their arrays, we reduce our cost of support by keeping the array modern and we
encourage capacity expansion. In accordance with multiple-element arrangement accounting guidance, we recognize the allocated revenue of the
controllers and expense the related cost in the period in which we ship these controllers.
The combination of our high-performance, all-flash products, our exceptional support and our innovative business model has had a
substantial impact on customer success and loyalty and are strong drivers of both initial purchase and additional purchases of our products. For all
customers that have been with us for at least 12 months as of April 30, 2016, for every $1 of initial product purchase, our top 25 customers on
average spent approximately $12 on new product purchases in the first 18 months following their initial purchase.
Factors Affecting Our Performance
Adoption of All-Flash Storage Systems
Organizations are increasingly replacing traditional disk-based systems with all-flash storage systems to achieve the performance they
need. Our success depends on the adoption of all-flash storage systems in IT infrastructures. Although flash is expected to penetrate the
datacenter at a rapid rate, a lack of demand for all-flash storage systems for any reason, including technological challenges associated with the
use of all-flash memory, the cost or availability of all-flash memory or the adoption of competing technologies and products, would adversely affect
our growth prospects. To the extent more organizations recognize the benefits of all-flash memory in datacenter storage systems and as the
adoption of all-flash memory storage technology increases, our target customer base will expand. Our business and results of operations will be
significantly affected by the speed with which organizations implement all-flash storage systems.
Adding New Customers and Expanding Sales to Our Existing Customer Base
We believe that the all-flash storage market is still in the early stages of adoption. We intend to target new customers by continuing to
invest in our field sales force and extending our relationships with channel partners. We also intend to continue to target large customers including
enterprises, service providers and government organizations who have yet to adopt all-flash storage throughout their IT environment. A typical
initial order involves educating prospective customers about the technical merits and capabilities and potential cost savings of our products as
compared to our competitors’ products. We believe that customer references have been, and will continue to be, an important factor in winning new
business. The average size of arrays deployed by our customers has increased over time. We expect this trend to continue and that a substantial
portion of our future sales will be sales to existing customers, including expansion of their arrays. We sell additional products and services to our
customers as the data within their existing application deployments naturally grows and they migrate additional applications to our all-flash storage
platform. Our business and results of operations will depend on our ability to continue to add new customers and sell additional products to our
growing base of customers.
Leveraging Channel Partners
We sell our products predominantly through a channel-fulfilled model. Our sales force supports our channel partners and is responsible for
large account penetration, global account coordination and overall market development. Our channel partners help market and sell our products,
typically with assistance from our sales force. This joint sales approach provides us with the benefit of direct relationships with substantially all of
our customers and expands our reach through the relationships of our channel partners. We intend to continue to expand our partner relationships
to further extend our distribution coverage and to invest in education, training and programs to increase the ability of our channel partners to sell
our products independently. Our business and results of operations will be materially affected by our success in leveraging our channel partners.
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Investing in Research and Development for Growth
Our future performance will also depend on our ability to continue to innovate, improve functionality in our products and adapt to new
technologies or changes to existing technologies. We intend to continue to invest for long-term growth. Accordingly, we expect to continue to
invest heavily in our product development efforts, including software development in the Purity Operating Environment and Pure1 to further expand
the capabilities and performance of our storage platform, hardware development in our FlashArray and future hardware platforms, and to introduce
new products including new releases and upgrades to our software and hardware. We expect that our results of operations will be impacted by the
timing, size and level of success of these product development investments.
Components of Results of Operations
Revenue
We derive revenue from the sale of our storage products and support services. Provided that all other revenue recognition criteria have been
met, we typically recognize product revenue upon shipment, as title and risk of loss are transferred to our channel partners at that time. Products
are typically shipped directly by us to customers, and our channel partners do not stock our inventory. We expect our product revenue may vary
from period to period based on, among other things, the timing and size of orders and delivery of products and the impact of significant
transactions.
We provide our support services pursuant to maintenance and support agreements, which involve customer support, hardware maintenance
and software upgrades for a period of generally 1 to 3 years. We recognize revenue from maintenance and support agreements over the
contractual service period. We expect our support revenue to increase as we add new customers and our existing customers renew maintenance
and support agreements.
Cost of Revenue
Cost of product revenue primarily consists of costs paid to our third-party contract manufacturers, which includes the costs of our
components, and personnel costs associated with our manufacturing operations. Personnel costs consist of salaries, bonuses and stock-based
compensation expense. Our cost of product revenue also includes freight, allocated overhead costs and inventory write-offs. Allocated overhead
costs consist of certain facilities and IT costs. We expect our cost of product revenue to increase in absolute dollars as our product revenue
increases.
Cost of support revenue includes personnel costs associated with our customer support organization and allocated overhead costs. Cost of
support revenue also includes parts replacement costs. We expect our cost of support revenue to increase in absolute dollars as our support
revenue increases.
Operating Expenses
Our operating expenses consist of research and development, sales and marketing and general and administrative expenses. Salaries and
personnel-related costs, including stock-based compensation expense, are the most significant component of each category of operating
expenses. Operating expenses also include allocated overhead costs for facilities and IT costs.
Research and Development. Research and development expense consists primarily of employee compensation and related expenses,
prototype expenses, depreciation associated with assets acquired for research and development, third-party engineering and contractor support
costs, as well as allocated overhead. We expect our research and development expense to increase in absolute dollars, as we continue to invest
in new products and existing products and build upon our technology leadership.
Sales and Marketing. Sales and marketing expense consists primarily of employee compensation and related expenses, sales
commissions, marketing programs, travel and entertainment expenses, as well as allocated overhead. Marketing programs consist of advertising,
events, corporate communications and brand-building activities. We expect our sales and marketing expense to increase in absolute dollars over
time as we expand our sales force and increase our marketing resources, expand into new markets and further develop our channel program.
General and Administrative. General and administrative expense consists primarily of compensation and related expenses for administrative
functions including finance, legal, human resources and fees for third-party professional services, as well as allocated overhead. We expect our
general and administrative expense to increase in absolute dollars as we continue to invest in the growth of our business.
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Other Income (Expense), Net
Other income (expense), net consists primarily of gains and losses from foreign currency transactions, interest income earned on cash,
cash equivalents and marketable securities.
Provision for Income Taxes
Provision for income taxes consists primarily of income taxes in certain foreign jurisdictions in which we conduct business and state income
taxes in the United States. We have recorded no U.S. federal income tax and provided a full valuation allowance for U.S. deferred tax assets,
which includes net operating loss (NOL), carryforwards and tax credits related primarily to research and development. We expect to maintain this
full valuation allowance for the foreseeable future as it is more likely than not that the assets will not be realized based on our history of losses.
Results of Operations
The following tables set forth our results of operations for the periods presented in dollars and as a percentage of our revenue (in
thousands):
Three Months Ended April 30,
2015
2016
(unaudited)

Consolidated Statements of Operations Data:
Revenue:
Product
Support
Total revenue
Cost of revenue:
Product (1)
Support (1)
Total cost of revenue
Gross profit
Operating expenses:
Research and development (1)
Sales and marketing(1)
General and administrative(1)
Total operating expenses
Loss from operations
Other income (expense), net
Loss before provision for income taxes
Provision for income taxes
Net loss
(1)

$

$

63,618
10,459
74,077

$

111,738
28,209
139,947

22,712
6,924
29,636
44,441

34,042
12,893
46,935
93,012

31,682
48,327
12,692
92,701
(48,260)
(703)
(48,963)
157
(49,120)

52,500
82,816
21,482
156,798
(63,786)
1,282
(62,504)
955
(63,459)

$

Includes stock-based compensation expense as follows:
Three Months Ended April 30,
2015
2016
(unaudited)

Cost of revenue—product
Cost of revenue—support
Research and development
Sales and marketing
General and administrative
Total stock-based compensation expense

$

$

56
333
3,625
3,444
1,401
8,859

$

$

102
1,051
11,220
7,237
2,524
22,134
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Three Months Ended April 30,
2015
2016
(unaudited)

Condensed Consolidated Statements of Operations Data:
Revenue:
Product
Support
Total revenue
Cost of revenue:
Product
Support
Total cost of revenue
Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from operations
Other income (expense), net
Loss before provision for income taxes
Provision for income taxes
Net loss

86%
14
100

80%
20
100

31
9
40
60

25
9
34
66

43
65
17
125
(65)
(1)
(66)
(0)
(66)%

38
59
15
112
(46)
1
(45)
1
(46)%

Revenue
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

Product revenue
Support revenue
Total revenue

$
$

63,618
10,459
74,077

$
$

111,738
28,209
139,947

$
$

%

48,120
17,750
65,870

76%
170%
89%

Total revenue increased by $65.9 million, or 89%, during the three months ended April 30, 2016 compared to the three months ended April
30, 2015. The increase in product revenue was primarily driven by sales of our FlashArray//m that was launched in June 2015 to a growing
number of new and existing customers. The number of customers grew from approximately 900 as of April 30, 2015 to over 1,950 as of April 30,
2016. The increase in support revenue was driven primarily by an increase in maintenance and support agreements sold with increased product
sales, as well as increased recognition of deferred support revenue.
Cost of Revenue and Gross Margin
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

Product cost of revenue
Support cost of revenue
Total cost of revenue
Product gross margin
Support gross margin
Total gross margin

$
$

22,712
$
6,924
29,636
$
64%
34%
60%

34,042
$
12,893
46,935
$
69%
54%
66%

11,330
5,969
17,299

%

50%
86%
58%

Cost of revenue increased by $17.3 million, or 58%, during the three months ended April 30, 2016 compared to the three months ended April
30, 2015. The increase in product cost of revenue was primarily driven by increased product sales and, to a lesser extent, by the increased costs
in our manufacturing operations, including increased personnel costs associated with increased headcount. The increase in support cost of
revenue was primarily attributable to costs in our
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customer support organization primarily driven by personnel costs associated with increased headcount and an increase in parts replacement in
support of our maintenance and support agreements. Total headcount in these functions increased 36% from April 30, 2015 to April 30, 2016.
Total gross margin increased from 60% during the three months ended April 30, 2015 to 66% during the three months ended April 30, 2016.
Product gross margin increased 5 points from the three months ended April 30, 2015 to the three months ended April 30, 2016, primarily driven by
a shift in the mix of products sold as we transitioned to FlashArray//m, as well as continued cost reduction on certain key components. Support
gross margin increased 20 points from the three months ended April 30, 2015 to the three months ended April 30, 2016, primarily due to increased
recognition of deferred support revenue resulting from the increase in our customer base, as well as operational efficiencies.
Operating Expenses
Research and Development
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

Research and development

$

31,682

$

52,500

$

%

20,818

66%

Research and development expense increased by $20.8 million, or 66%, during the three months ended April 30, 2016 compared to the
three months ended April 30, 2015, as we continued to develop new and enhanced product offerings. The increase was primarily driven by an
increase of $16.2 million in salary and related costs, including an increase of $7.6 million in stock-based compensation expense, as headcount
increased by 43% from April 30, 2015 to April 30, 2016. The remainder of the increase was primarily attributable to $3.6 million in depreciation
expense on test equipment.
Sales and Marketing
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

Sales and marketing

$

48,327

$

82,816

$

%

34,489

71%

Sales and marketing expense increased by $34.5 million, or 71%, during the three months ended April 30, 2016 compared to the three
months ended April 30, 2015, as we grew our sales force and expanded our geographic footprint. The increase was primarily driven by an increase
of $21.0 million in salary and related costs, including an increase of $7.3 million in sales commission expense and an increase of $3.8 million in
stock-based compensation expense, as headcount increased by 50% from April 30, 2015 to April 30, 2016. The remainder of the increase was
primarily attributable to $9.8 million costs related to marketing and brand awareness programs as well as $3.1 million in sales conference, travel
and other costs.
General and Administrative
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

General and administrative

$

12,692

$

21,482

$

8,790

%

69%

General and administrative expense increased by $8.8 million, or 69%, during the three months ended April 30, 2016 compared to the three
months ended April 30, 2015. The increase was primarily due to an increase of $3.2 million in salary and related costs, including an increase in
stock-based compensation expense of $1.1 million, as we increased our headcount by 44% from April 30, 2015 to April 30, 2016. Additionally,
legal, consulting, accounting and audit fees increased by $2.5 million as we expanded internationally and prepared to become and now operate as
a public company and $1.9 million in office-related costs.
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Other Income (Expense), Net
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

Other income (expense), net

$

(703)

$

1,282

$

%

1,985

282%

Changes in other income (expense), net were primarily due to realized gains from foreign currency transactions and interest income earned
on our cash, cash equivalents and marketable securities.
Provision for Income Taxes
Three Months Ended April 30,
Change
2015
2016
$
(dollars in thousands, unaudited)

Provision for income taxes

$

157

$

955

$

798

%

508%

The provision for income taxes was primarily related to taxes on international operations as we continued our global expansion and state
income taxes.
Liquidity and Capital Resources
As of April 30, 2016, we had cash, cash equivalents and marketable securities of $607.0 million. Our cash and cash equivalents primarily
consist of bank deposits and money market accounts. Our marketable securities consist of highly liquid debt instruments of the U.S. government
and its agencies, debt instruments of highly rated corporations and debt instruments issued by foreign governments. We have generated
significant operating losses and negative cash flows from operations as reflected in our accumulated deficit of $618.8 million. We expect to
continue to incur operating losses and negative cash flows from operations at least in the near future and may require additional capital resources
to execute strategic initiatives to grow our business.
In August 2014, we entered into a two-year revolving line of credit facility to provide up to $15.0 million based on 80% of qualifying accounts
receivable. Borrowings under the line of credit bear interest at the lender’s prime rate plus 1%. The revolving line of credit facility was collateralized
by substantially all of our assets, excluding any intellectual property. It also contains various covenants, including covenants related to the
delivery of financial and other information, as well as limitations on dispositions, mergers, consolidations and other corporate activities. As of
January 31, 2016, we had no borrowings from this line of credit and we were in compliance with all financial covenants. In April 2016, we
terminated this line of credit.
We believe our existing cash and cash equivalents and our credit facility will be sufficient to fund our operating and capital needs for at least
the next 12 months. Our future capital requirements will depend on many factors including our growth rate, the timing and extent of spending to
support development efforts, the expansion of sales and marketing and international operation activities, the timing of new product introductions
and the continuing market acceptance of our products and services. We may in the future enter into arrangements to acquire or invest in
complementary businesses, services and technologies, including intellectual property rights. We may be required to seek additional equity or debt
financing. In the event that additional financing is required from outside sources, we may not be able to raise it on terms acceptable to us or at all.
If we are unable to raise additional capital when desired, our business, operating results and financial condition would be adversely affected.
As of January 31, 2016 and April 30, 2016, we had letters of credit in the aggregate amount of $7.1 million and $6.4 million, in connection
with our facility leases. The letters of credit are collateralized by restricted cash in the same amount and mature at various dates through March
2023.
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The following table summarizes our cash flows for the periods presented (in thousands, unaudited):
Three Months Ended April 30,
2015
2016
(unaudited)

Net cash provided by (used in) operating activities
Net cash used in investing activities
Net cash provided by financing activities

$
$
$

(14,117) $
(6,742) $
1,378 $

6,760
(343,809)
18,403

Operating Activities
Net cash provided by operating activities during the three months ended April 30, 2016 was $6.8 million, which resulted from a net loss of
$63.5 million, partially offset by non-cash charges for stock-based compensation expense of $22.1 million, $10.4 million for depreciation and
amortization and net cash inflows of $37.2 million from changes in operating assets and liabilities. The net cash inflows from changes in operating
assets and liabilities was primarily the result of a $20.7 million increase in deferred revenue, a $28.6 million decrease in accounts receivable and a
decrease in deferred commissions of $4.1 million, partially offset by a $11.0 million decrease in accrued compensation and other liabilities, $2.7
million increase in prepaid expenses and other assets and $2.6 million increase in inventory. The increase in deferred revenue was primarily due to
new sales order growth during the quarter ended April 30, 2016. The decreases in accounts receivable, accrued compensation and other liabilities
were primarily attributable to the timing of collections and payments.
Net cash used in operating activities during the three months ended April 30, 2015 was $14.1 million, which resulted from a net loss of
$49.1 million, partially offset by non-cash charges of $8.9 million for stock-based compensation expense and $6.5 million for depreciation and
amortization and net cash inflows of $19.7 million from changes in operating assets and liabilities. The net cash inflows from changes in operating
assets and liabilities was primarily the result of $22.2 million increase in deferred revenue, $4.1 million decrease in accounts receivable and $1.8
million decrease in deferred commissions. The inflows were partially offset by $1.5 million increase in inventory, $3.0 million increase in prepaid
expenses and other assets, and $3.9 million decrease in accrued compensation and other liabilities and accounts payable. The increase in
deferred revenue was primarily due to new sales order growth during the quarter. The increase in inventory was a result of increased purchases to
meet higher demand for our products. The decreases in accounts receivable, accrued compensation and other liabilities and accounts payable
were primarily attributable to the timing of collections and payments.
Investing Activities
Net cash used in investing activities during the three months ended April 30, 2016 of $343.8 million resulted primarily from net purchases of
marketable securities of $320.1 million capital expenditures of $24.4 million and a change in restricted cash related to security deposits for office
space of $0.7 million.
Net cash used in investing activities during the three months ended April 30, 2015 of $6.7 million resulted from capital expenditures.
Financing Activities
Net cash provided by financing activities of $18.4 million during the three months ended April 30, 2016 was primarily due to $15.1 million
from proceeds from issuance of common stock under ESPP and $3.3 million of proceeds from the exercise of stock options.
Net cash provided by financing activities of $1.4 million during the three months ended April 30, 2015 was primarily due to $1.7 million of
proceeds from the exercise of stock options, which was partially offset by payments of deferred offering costs of $0.3 million.
Critical Accounting Policies and Estimates
Our financial statements are prepared in accordance with U.S. generally accepted accounting principles, or GAAP. The preparation of these
financial statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, expenses,
and related disclosures. We evaluate our estimates and assumptions on
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an ongoing basis. Our estimates are based on historical experience and various other assumptions that we believe to be reasonable under the
circumstances. Our actual results could differ from these estimates.
Please see Note 2 of Part I, Item 1 of this Quarterly Report on Form 10-Q for the summary of significant accounting policies. In addition,
please see “Critical Accounting Policies and Estimates” in our latest 10-K. There have been no material changes to our critical accounting policies
and estimates since our 10-K filed on March 25, 2016.
Available Information
Our website is located at www.purestorage.com, and our investor relations website is located at http://investor.purestorage.com. The
following filings will be available through our investor relations website after we file them with the SEC: Annual Reports on Form 10-K, Quarterly
Reports on Form 10-Q, and our Proxy Statements for our annual meetings of stockholders, and are also available for download free of charge. We
will also provide a link to the section of the SEC's website at www.sec.gov that has all of our public filings, including Annual Reports on Form 10K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, all amendments to those reports, our Proxy Statements, and other ownership
related filings. Further, a copy of this Quarterly Report on Form 10-Q is located at the SEC's Public Reference Room at 100 F Street, NE, Room
1580, Washington, D.C. 20549. Information on the operation of the Public Reference Room can be obtained by calling the SEC at 1-800-SEC0330.
We webcast our earnings calls and certain events we participate in or host with members of the investment community on our investor
relations website. Additionally, we provide notifications of news or announcements regarding our financial performance, including SEC filings,
investor events, press and earnings releases, and blogs as part of our investor relations website. Investors and others can receive notifications of
new information posted on our investor relations website in real time by signing up for email alerts and RSS feeds. Further corporate governance
information, including our certificate of incorporation, bylaws, governance guidelines, board committee charters, and code of conduct, is also
available on our investor relations website under the heading “Corporate Governance.” The content of our websites are not incorporated by
reference into this Quarterly Report on Form 10-Q or in any other report or document we file with the SEC, and any references to our websites are
intended to be inactive textual references only.
Item 3. Quantitative and Qualitative Disclosures about Market Risk.
We have operations both within the United States and internationally, and we are exposed to market risk in the ordinary course of our
business.
Interest Rate Risk
Our cash, cash equivalents and marketable securities primarily consist of bank deposits and money market accounts, U.S. government
notes and U.S. agency notes, and highly rated corporate debt. As of April 30, 2016, we had cash, cash equivalents and marketable securities of
$607.0 million. The carrying amount of our cash equivalents reasonably approximates fair value, due to the short maturities of these instruments.
The primary objectives of our investment activities are the preservation of capital, the fulfillment of liquidity needs and the fiduciary control of cash
and investments. We do not enter into investments for trading or speculative purposes. Our investments are exposed to market risk due to a
fluctuation in interest rates, which may affect our interest income and the fair market value of our investments.
We considered the historical volatility of short-term interest rates and determined that it was reasonably possible that an adverse change of
100 basis points could be experienced in the near term. A hypothetical 1.00% (100 basis points) increase in interest rates would have resulted in a
decrease in the fair value of our marketable securities of approximately $4 million as of April 30, 2016.
Foreign Currency Exchange Risk
Our sales contracts are primarily denominated in U.S. dollars with a small number of contracts denominated in foreign currencies. A portion
of our operating expenses are incurred outside the United States and denominated in foreign currencies and are subject to fluctuations due to
changes in foreign currency exchange rates, particularly changes in the British pound and Euro. Additionally, fluctuations in foreign currency
exchange rates may cause us to recognize transaction gains and losses in our statement of operations. Given the impact of foreign currency
exchange rates has not been material to our historical operating results, we have not entered into any derivative or hedging transactions, but we
may do so in the future if our exposure to foreign currency exchange should become more significant.
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We considered the historical trends in currency exchange rates and determined that it was reasonably possible that adverse changes in
exchange rates of 10% for all currencies could be experienced in the near term. These reasonably possible adverse changes in exchange rates of
10% were applied to total monetary assets and liabilities denominated in currencies other than U.S. dollar at the balance sheet dates to compute
the adverse impact these changes would have had on our loss before income taxes in the near term. These changes would have resulted in an
adverse impact on loss before income taxes of approximately $2 million as of April 30, 2016.
Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures
Under the supervision and with the participation of our management, including our principal executive officer and principal financial officer,
we conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a15(e) and 15d-15(e) under the Exchange Act, as of the end of the period covered by this report. Based on management’s evaluation, our principal
executive officer and principal financial officer concluded that our disclosure controls and procedures are effective at a reasonable assurance level.
In designing and evaluating our disclosure controls and procedures, management recognizes that any disclosure controls and procedures,
no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives. In addition, the
design of disclosure controls and procedures must reflect the fact that there are resource constraints and that management is required to apply its
judgment in evaluating the benefits of possible controls and procedures relative to their costs.
Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting identified in connection with the evaluation required by Rules 13a-15(d)
and 15d-15(d) of the Exchange Act that occurred during the quarter ended April 30, 2016 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting, other than as described above.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings.
On November 4, 2013, EMC filed a complaint against us in the U.S. District Court for the District of Massachusetts, alleging that our hiring
of EMC employees evidences a scheme to misappropriate EMC’s confidential information and trade secrets and to unlawfully interfere with EMC’s
business relationships with its customers and contractual relationships with its employees. The complaint seeks damages and injunctive relief. On
November 26, 2013, we answered and counterclaimed, denying EMC’s allegations and alleging that EMC surreptitiously obtained and tested our
product in a manner that constituted misappropriation of our trade secrets, a breach of contract, breach of the covenant of good faith and fair
dealing, unlawful interference with our contractual and business relationships as well as unfair competition and a violation of Massachusetts
General Law 93A, Sections 2 and 11. On November 18, 2014, we amended our counterclaim, additionally alleging that EMC has engaged in
commercial disparagement, violated the Lanham Act and engaged in defamation. Our counterclaim seeks damages and declaratory and injunctive
relief. Fact and expert discovery has closed. Dispositive motions were filed in May 2016.The District Court has scheduled a trial date for October
24, 2016.
In a separate litigation matter, on November 26, 2013, EMC filed a complaint against us in the U.S. District Court for the District of
Delaware, alleging infringement of five patents held by EMC. The five patents are U.S. Patent 6,904,556 entitled “Systems and Methods Which
Utilize Parity Sets,” U.S. Patent 6,915,475 entitled “Data Integrity Management for Data Storage Systems,” U.S. Patent 7,373,464 entitled
“Efficient Data Storage System” and the related U.S. Patent 7,434,015 entitled “Efficient Data Storage System” and U.S. Patent 8,375,187 entitled
“I/O Scheduling For Flash Drives.” The complaint seeks damages and injunctive and equitable relief, with respect to the FlashArray 400-Series and
predecessor products. Prior to trial, EMC dropped U.S. Patent No. 6,915,475 from the suit, and the District Court found, in a summary judgment
ruling, that we did not infringe U.S. Patent No. 8,375,187 and did infringe certain claims of U.S. Patent No. 7,434,015, (’015 patent). The remaining
two patents and the validity of ‘015 patent went to trial.
On March 15, 2016, the jury returned a verdict finding that we did not infringe U.S. Patent Nos. 6,904,556 and 7,373,464, and that the ‘015
patent, which the District Court ruled us to have infringed, is valid. The jury awarded EMC $14.0 million in royalty damages for infringement of the
'015 patent. The jury declined to award any lost profit damages. On March 21, 2016, EMC filed an additional complaint for infringement of the '015
patent with respect to the FlashArray//m product, which EMC did not seek permission from the District Court to add to the lawsuit when
FlashArray//m was launched in June of 2015. This new complaint seeks damages and injunctive and equitable relief based on the District Court's
previous ruling with respect to the '015 patent.
We believe there are strong grounds to challenge the infringement ruling by the District Court and the validity finding by the jury, with respect
to the ‘015 patent. We have challenged the findings with respect to the ‘015 patent in post-trial motions before the District Court and, if necessary,
will appeal to the U.S. Court of Appeals for the Federal Circuit.
We cannot however assure investors that these matters will ultimately be resolved in our favor. While we are confident in our position, an
adverse judgment could impact our ability to conduct our business and to offer our products and services to our customers. This, in turn, would
harm our revenue, market share, reputation, liquidity and overall financial position. Whether or not we prevail in these matters, we expect that the
litigation may continue to be expensive, time consuming and a distraction to our management.
In addition, we may, from time to time, be involved in various legal proceedings arising from the normal course of business, and an
unfavorable resolution of any of these matters could materially affect our future results of operations, cash flows or financial position.
Item 1A. Risk Factors.
Investing in our Class A common stock involves a high degree of risk. Investors should carefully consider the risks and uncertainties
described below, together with all of the other information contained in this report, including our consolidated financial statements and the related
notes appearing in this quarterly report, before deciding to invest in our Class A common stock. If any of the following risks actually occur, it could
harm our business, prospects, operating results and financial condition. In such event, the trading price of our Class A common stock could
decline and investors might lose all or part of their investment.
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Risks Related to Our Business and Industry
We have experienced rapid growth in recent periods, and we may not be able to sustain or manage future growth effectively.
We have significantly expanded our overall business, customer base, headcount, channel partner relationships and operations in recent
periods, and we anticipate that we will continue to expand and may experience rapid growth in future periods. For example, our headcount
increased to over 1,300 employees as of January 31, 2016, and to over 1, 500 employees as of April 30, 2016. Our future operating results will
depend to a large extent on our ability to successfully manage our anticipated expansion and growth. To manage our growth successfully, we
believe that we must, among other things, effectively:
·

maintain and extend our product leadership;

·

recruit, hire, train and manage additional personnel;

·

maintain and further develop our channel partner relationships;

·

enhance and expand our distribution and supply chain infrastructure;

·

expand our support capabilities;

·

forecast and control expenses;

·

enhance and expand our international operations; and

·

implement, improve and maintain our internal systems, procedures and controls.

We expect that our future growth will continue to place a significant strain on our managerial, administrative, operational, financial and other
resources. We will incur costs associated with this future growth prior to realizing the anticipated benefits, and the return on these investments
may be lower, may develop more slowly than we expect or may never materialize. If we are unable to manage our growth effectively, we may not
be able to take advantage of market opportunities or develop new products or enhancements to existing products in a timely manner, and we may
fail to satisfy customers’ expectations, maintain product quality, execute on our business plan or adequately respond to competitive pressures,
each of which could adversely affect our business and operating results.
We intend to continue focusing on revenue growth and increasing our market penetration and international presence at the expense of
near-term profitability by investing heavily in our business.
Our strategy is to increase our investments in marketing, sales, support and research and development at the expense of near-term
profitability. We believe our decision to continue investing heavily in our business will be critical to our future success. We anticipate that our
operating costs and expenses will increase substantially for the foreseeable future. In addition, we expect to incur significant legal, accounting and
other expenses that we did not incur as a private company. Even if we achieve significant revenue growth, we may continue to experience losses,
similar or greater than to those we have incurred historically.
We have not achieved profitability for any fiscal year since our inception. We incurred a net loss of $213.8 million for the fiscal year ended
January 31, 2016 and $63.5 million for the three months ended April 30, 2016, and we had an accumulated deficit of $555.3 million as of January
31, 2016 and $618.8 million as of April 30, 2016. Our operating expenses largely are based on anticipated revenue, and a high percentage of our
expenses are, and will continue to be, fixed in the short term. If we fail to adequately increase revenue and manage costs, we may not achieve or
maintain profitability in the future. As a result, our business could be harmed and our operating results could suffer.
We have a limited operating history, which makes our future operating results difficult to predict.
We were founded in October 2009, but have generated substantially all of our revenue in the fiscal years ended January 31, 2014 and later.
We have a limited operating history in an industry characterized by rapid technological change, changing customer needs, evolving industry
standards and frequent introductions of new products and services. Our limited operating history makes it difficult to evaluate our current business
and our future prospects, including our ability to plan for and model future growth. All of these factors make our future operating results difficult to
predict, which may impair our ability to manage our business and reduce investors’ ability to assess our prospects.
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Investors should not consider our revenue growth in prior quarterly or annual periods as indicative of our future performance. In future
periods, we do not expect to achieve similar percentage revenue growth rates as we have achieved in some past periods. If we are unable to
maintain adequate revenue or revenue growth, our stock price could be volatile, and it may be difficult to achieve and maintain profitability.
The market for all-flash storage products is rapidly evolving, which makes it difficult to forecast customer adoption rates and demand for
our products.
The market for all-flash storage products is rapidly evolving. As a result, our future financial performance will depend on the continued
growth of this market and on our ability to adapt to competitive dynamics and emerging customer demands and trends. Sales of our products are
currently focused on use cases that require performance storage products such as virtualization and transaction processing. Many of our target
customers have never purchased all-flash storage products and may not have the desire or available budget to invest in a new technology such as
ours. It is difficult to predict with any precision customer adoption rates, customer demand for our products or the future growth rate and size of our
market. Our products may never reach mass adoption, and changes or advances in alternative technologies or adoption of cloud storage offerings
not utilizing our storage platform could adversely affect the demand for our products. For instance, offerings from large-scale cloud providers are
expanding quickly and may serve as alternatives to our products for a variety of customer workloads. Since these providers are known for
developing storage systems internally, this trend could reduce the demand for storage systems developed by original equipment manufacturers,
such as us. Further, although flash storage has a number of advantages as compared to other data storage alternatives, such as hard disk drives,
flash storage has certain limitations as well, including a higher price per gigabyte of raw storage, more limited methods for data recovery and
reduced performance gains for certain uses, such as sequential input/output, or I/O, transactions. A slowing in or reduced demand for all-flash
storage products caused by lack of customer acceptance, technological challenges, alternative technologies and products or otherwise would
result in a lower revenue growth rate or decreased revenue, either of which would negatively impact our business and operating results.
We face intense competition from a number of established companies and new entrants.
We face intense competition from a number of established companies that sell competitive storage products. These competitors include
Dell, EMC, HP Enterprise, Hitachi Data Systems, IBM, Lenovo and NetApp. These competitors, as well as other potential competitors, may have:
·

greater name recognition and longer operating histories;

·

larger sales and marketing and customer support budgets and resources;

·

broader distribution and established relationships with distribution partners and customers;

·

the ability to bundle storage products with other products and services to address customers’ requirements;

·

greater resources to make acquisitions;

·

larger and more mature intellectual property portfolios; and

·

substantially greater financial, technical and other resources.

We also face competition from a number of other companies, one or more of which may become significant competitors in the future. For
example, some cloud providers are expanding quickly, and their offerings could, if we are unable to effectively sell to these providers, displace
demand for our storage products. New competitors could emerge and acquire significant market share. The spinoff of HP Enterprise, the
acquisition of SolidFire by NetApp and the pending acquisition of EMC by Dell will introduce new competitive dynamics. All of our competitors
may utilize a broad range of competitive strategies. For example, some of our competitors have offered bundled products and services in order to
reduce the initial cost of their storage products. Our competitors may also choose to adopt more aggressive pricing policies than we choose to
adopt. Some of our competitors have offered their products either at significant discounts or even for free in response to our efforts to market the
overall benefits and technological merits of our products.
Many competitors have developed competing all-flash or hybrid storage technologies. For example, several of our competitors have
introduced all-flash storage products with performance-focused designs and/or with data reduction technologies that directly compete with our
products. We expect our competitors to continue to improve the performance of their products, reduce their prices and introduce new services and
technologies that may, or that they may claim to, offer greater performance and improved total cost of ownership as compared to our products. In
addition, our competitors may develop enhancements to, or future generations of, competitive products that may render our products or
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technologies obsolete or less competitive. These and other competitive pressures may prevent us from competing successfully against current or
future competitors.
Many of our established competitors have long-standing relationships with key decision makers at many of our current and prospective
customers, which may inhibit our ability to compete effectively and maintain or increase our market share.
Many of our competitors benefit from established brand awareness and long-standing relationships with key decision makers at many of our
current and prospective customers. We expect that our competitors will seek to leverage these existing relationships to discourage customers
from purchasing our products. In particular, when competing against us, we expect our competitors to emphasize the perceived risks of relying on
products from a company with a shorter operating history. Additionally, most of our prospective customers have existing storage systems
manufactured by our competitors. This gives an incumbent competitor an advantage in retaining the customer because the incumbent competitor
already understands the customer’s network infrastructure, user demands and IT needs. In the event that we are unable to successfully sell our
products to new customers or persuade our customers from continuing to purchase our products, we may not be able to maintain or increase our
market share and revenue, which could adversely affect our business and operating results.
Our ability to increase our revenue will substantially depend on our ability to attract, motivate and retain sales, engineering and other
key personnel, including our management team, and any failure to attract, motivate and retain these employees could harm our
business, operating results and financial condition.
Our ability to increase our revenue will substantially depend on our ability to attract and retain qualified sales, engineering and other key
employees, including our management. These positions may require candidates with specific backgrounds in software and the storage industry,
and competition for employees with such expertise is intense. Our ability to attract, motivate or retain employees may be reduced, as the value of
our stock fluctuates and as our employees have the opportunity to sell their equity in the future. We may not be successful in attracting,
motivating and retaining qualified personnel. We have from time to time experienced, and we expect to continue to experience, difficulty in hiring
and retaining highly skilled employees with appropriate qualifications. To the extent that we are successful in hiring to fill these positions, we need
a significant amount of time to train the new employees before they can become effective and efficient in performing their jobs. From time to time,
there may be changes in our management team resulting from the hiring or departure of those individuals. Members of our management team,
including our executive officers, are generally employed on an at-will basis, which means that they could terminate their employment with us at
any time. If we are unable to attract, motivate and retain qualified sales, engineering and other key employees, including our management, our
business and operating results could suffer.
If we fail to adequately expand our sales force our growth will be impeded.
We will need to continue to expand and optimize our sales infrastructure in order to grow our customer base and our business. We plan to
continue to expand our sales force, both domestically and internationally. Identifying, recruiting and training qualified sales personnel require
significant time, expense and attention. It can take time before our sales representatives are fully trained and productive. Our business may be
adversely affected if our efforts to expand and train our sales force do not generate a corresponding increase in revenue. In particular, if we are
unable to hire, develop and retain qualified sales personnel or if new sales personnel are unable to achieve desired productivity levels in a
reasonable period of time, we may not be able to realize the expected benefits of this investment or increase our revenue.
If we fail to develop and introduce new or enhanced products on a timely basis, our ability to attract and retain customers could be
impaired and our competitive position could be harmed.
We operate in a dynamic environment characterized by rapidly changing technologies and industry standards and technological
obsolescence. To compete successfully, we must design, develop, market and sell new or enhanced products that provide increasingly higher
levels of performance, capacity and reliability and that meet the cost expectations of our customers, which is a complex and uncertain process.
The introduction of new products by our competitors, the market acceptance of products based on new or alternative technologies or the
emergence of new industry standards could render our existing or future products obsolete or less competitive. As we introduce new or enhanced
products, we must successfully manage product launches and transitions to the next generations of our products. For example, in March 2016, we
announced our new FlashArray//m10 and FlashBlade products. If we are not able to successfully manage the development and release of these
products, our business, operating results and financial condition could be harmed. Similarly, if we fail to introduce new or enhanced products that
meet the needs of our
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customers in a timely or cost-effective fashion, we will lose market share and our operating results will be adversely affected.
Our research and development efforts may not produce successful products that result in significant revenue in the near future, if at all.
Developing new products and related enhancements is expensive and time intensive. Our investments in research and development may
result in products that may not achieve market adoption, are more expensive to develop than anticipated, may take longer to generate revenue or
may generate less revenue than we anticipate. Our future plans include significant investments in research and development for new products and
related opportunities. We believe that we must continue to dedicate significant resources to our research and development efforts to maintain or
expand our competitive position. However, these efforts may not result in significant revenue in the near future, if at all, which could adversely
affect our business and operating results.
If we fail to successfully maintain or grow our relationships with channel partners, our business, operating results and financial
condition could be harmed.
Our future success is highly dependent upon our ability to establish and maintain successful relationships with a variety of channel partners
in markets where we do not have a large direct sales force or direct customer support personnel. In addition to selling our products, our partners
may offer installation, post-sale service and support on our behalf in their local markets. In markets where we rely on partners more heavily, we
have less contact with our customers and less control over the sales process and the quality and responsiveness of our partners. As a result, it
may be more difficult for us to ensure the proper delivery and installation of our products or the quality or responsiveness of the support and
services being offered. Any failure on our part to effectively identify, train and manage our channel partners and to monitor their sales activity, as
well as the customer support and services being provided to our customers in their local markets, could harm our business, operating results and
financial condition.
Our channel partners may choose to discontinue offering our products and services or may not devote sufficient attention and resources
toward selling our products and services. We typically enter into non-exclusive, written agreements with our channel partners. These agreements
generally have a one-year, self-renewing term, have no minimum sales commitment and do not prohibit our channel partners from offering products
and services that compete with ours. Accordingly, our channel partners may choose to discontinue offering our products and services or may not
devote sufficient attention and resources toward selling our products and services. Additionally, our competitors may provide incentives to our
existing and potential channel partners to use, purchase or offer their products and services or to prevent or reduce sales of our products and
services. The occurrence of any of these events could harm our business, operating results and financial condition.
Our gross margins are impacted by a variety of factors, are subject to variation from period to period and are difficult to predict.
Our gross margins fluctuate from period to period due primarily to product costs, customer mix and product mix. Over the last five quarters,
our quarterly gross margins ranged from 58% to 66%. Our gross margins are likely to continue to fluctuate and may be affected by a variety of
factors, including:
·

demand for our products;

·

sales and marketing initiatives, discount levels, rebates and competitive pricing;

·

changes in customer, geographic or product mix, including mix of configurations within products;

·

the cost of components and freight;

·

new product introductions and enhancements, potentially with initial sales at relatively small volumes and higher product costs;

·

the timing and amount of revenue recognized and deferred;

·

excess inventory levels or purchase commitments as a result of changes in demand forecasts or product transitions;

·

an increase in product returns, order rescheduling and cancellations;

·

the timing of technical support service contracts and contract renewals;
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·

inventory stocking requirements to mitigate supply constraints, accommodate unforeseen demand or support new product
introductions; and

·

product quality and serviceability issues.

Due to such factors, gross margins are subject to variation from period to period and are difficult to predict. If we are unable to manage
these factors effectively, our gross margins may decline, and fluctuations in gross margins may make it difficult to manage our business and
achieve or maintain profitability, which could materially harm our business, operating results and financial condition.
Our operating results may fluctuate significantly, which could make our future results difficult to predict and could cause our operating
results to fall below expectations.
Our operating results may fluctuate due to a variety of factors, many of which are outside of our control. As a result, comparing our
operating results on a period-to-period basis may not be meaningful. Investors should not rely on our past results as an indication of our future
performance. If our revenue or operating results fall below the expectations of investors or any securities analysts that follow our company, the
price of our Class A common stock would likely decline.
Factors that are difficult to predict and that could cause our operating results to fluctuate include:
·

the timing and magnitude of orders, shipments and acceptance of our products in any quarter, including product returns, order
rescheduling and cancellations by our customers;

·

fluctuations in demand and prices for our products;

·

potential seasonality in the markets we serve;

·

our ability to control the costs of the components we use in our hardware products;

·

our ability to timely adopt subsequent generations of components into our hardware products;

·

disruption in our supply chains, component availability and related procurement costs;

·

reductions in customers’ budgets for IT purchases;

·

changes in industry standards in the data storage industry;

·

our ability to develop, introduce and ship in a timely manner new products and product enhancements that meet customer
requirements;

·

our ability to effectively manage product transitions as we introduce new products;

·

any change in the competitive dynamics of our markets, including new entrants or discounting of product prices;

·

our ability to control costs, including our operating expenses; and

·

future accounting pronouncements and changes in accounting policies.

The occurrence of any one of these risks could negatively affect our operating results in any particular quarter, which could cause the price
of our Class A common stock to decline.
Our sales cycles can be long and unpredictable, particularly with respect to large orders, and our sales efforts require considerable time
and expense. As a result, it can be difficult for us to predict when, if ever, a particular customer will choose to purchase our products,
which may cause our operating results to fluctuate.
Our sales efforts involve educating our customers about the use and benefits of our products, including their technical capabilities and cost
saving potential. Larger customers often undertake an evaluation and testing process that can result in a lengthy sales cycle. We spend
substantial time and resources on our sales efforts without any assurance that our efforts will produce any sales. In addition, product purchases
are frequently subject to budget constraints, multiple approvals and unplanned administrative, processing and other delays. A substantial portion of
our quarterly sales typically occurs during the last several weeks of the quarter, which we believe largely reflects customer buying patterns of
products similar to ours and other products in the technology industry generally. Since we do not recognize revenue from a sale until title is
transferred for the product, if we have a substantial portion of our sales at the end of a quarter, we may be unable to transfer title and recognize the
associated revenue in that quarter. Furthermore, our products come with a 3033
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day money back guarantee, allowing a customer to return a FlashArray product within 30 days of receipt if the customer is not satisfied with its
purchase for any reason. In addition, a portion of our sales in any quarter is generated by sales activity initiated during the quarter. These factors,
among others, make it difficult for us to predict when customers may purchase our products. We may expend significant resources on an
opportunity without ever achieving a sale, which may adversely affect our operating results and cause our operating results to fluctuate. In
addition, if sales expected from a specific customer for a particular quarter are not realized in that quarter or at all, our operating results may
suffer.
Our company culture has contributed to our success, and if we cannot maintain this culture as we grow, we could lose the innovation,
creativity and teamwork fostered by our culture, and our business may be harmed.
We believe that a critical contributor to our success has been our company culture, which we believe fosters innovation, creativity,
teamwork, passion for customers and focus on execution, as well as facilitating critical knowledge transfer and knowledge sharing. As we grow
and change, we may find it difficult to maintain these important aspects of our company culture, which could limit our ability to innovate and
operate effectively. Any failure to preserve our culture could also negatively affect our ability to retain and recruit personnel, continue to perform at
current levels or execute on our business strategy.
Because our long-term success depends, in part, on our ability to expand the sales of our products to customers located outside of the
United States, our business is susceptible to risks associated with international operations.
We maintain operations outside of the United States. We have been expanding and intend to continue to expand these operations in the
future. We have limited experience operating in foreign jurisdictions. Our inexperience in operating our business outside of the United States
increases the risk that our international expansion efforts may not be successful. In addition, conducting and expanding international operations
subjects us to new risks that we have not generally faced in the United States. These include:
·

exposure to foreign currency exchange rate risk;

·

difficulties in collecting payments internationally, and managing and staffing international operations;

·

establishing relationships with channel partners in international locations;

·

the increased travel, infrastructure and legal compliance costs associated with international locations;

·

the burdens of complying with a wide variety of laws associated with international operations, including taxes and customs;

·

significant fines, penalties and collateral consequences if we fail to comply with anti-bribery laws;

·

heightened risk of improper, unfair or corrupt business practices in certain geographies;

·

potentially adverse tax consequences, including repatriation of earnings;

·

increased financial accounting and reporting burdens and complexities;

·

political, social and economic instability abroad, terrorist attacks and security concerns in general; and

·

reduced or varied protection for intellectual property rights in some countries.

The occurrence of any one of these risks could negatively affect our international operations and, consequently, our business, operating
results and financial condition generally.
The sales prices of our products and services may decrease, which may reduce our gross profits and adversely impact our financial
results.
The sales prices for our products and services may decline for a variety of reasons, including competitive pricing pressures, discounts, a
change in our mix of products and services, the introduction of competing products or services or promotional programs. Competition continues to
increase in the markets in which we participate, and we expect competition to further increase in the future, thereby leading to increased pricing
pressures. Larger competitors with more diverse product and service offerings may reduce the price of products or services that compete with ours
or may bundle them with other products and services. Additionally, although we price our products and services predominantly in U.S. dollars,
currency fluctuations in certain countries and regions may negatively impact actual prices that partners and
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customers are willing to pay in those countries and regions. Furthermore, we anticipate that the sales prices for our products will decrease over
product life cycles. We cannot assure investors that we will be successful in developing and introducing new offerings with enhanced functionality
on a timely basis, or that our new product and services offerings, if introduced, will enable us to maintain or improve our gross margins and
achieve profitability.
We derive substantially all of our revenue from a single family of products, and a decline in demand for these products would cause our
revenue to grow more slowly or to decline.
Our FlashArray family of products accounts for nearly all of our revenue and will continue to comprise a significant portion of our revenue for
the foreseeable future. As a result, our revenue could be reduced by:
·

the failure of our current products to achieve broad market acceptance;

·

any decline or fluctuation in demand for our products, whether as a result of product obsolescence, technological change, customer
budgetary constraints or other factors;

·

the introduction of competing products and technologies that replace or substitute, or represent an improvement over, our products;
and

·

our inability to release enhanced versions of our products, including any related software, on a timely basis.

If the market for all-flash storage products grows more slowly than anticipated or if demand for our products declines, we may not be able to
increase our revenue or achieve and maintain profitability.
Our products are highly technical and may contain undetected defects, which could cause data unavailability, loss or corruption that
might, in turn, result in liability to our customers and harm to our reputation and business.
Our products are highly technical and complex and are often used to store information critical to our customers’ business operations. Our
products may contain undetected errors, defects or security vulnerabilities that could result in data unavailability, loss, corruption or other harm to
our customers. Some errors in our products may only be discovered after they have been installed and used by customers. Any errors, defects or
security vulnerabilities discovered in our products after commercial release could result in a loss of revenue or delay in revenue recognition, injury
to our reputation, a loss of customers or increased service and warranty costs, any of which could adversely affect our business and operating
results. In addition, errors or failures in the products of third-party technology vendors may be attributed to us and may harm our reputation.
We could face claims for product liability, tort or breach of warranty. Many of our contracts with customers contain provisions relating to
warranty disclaimers and liability limitations, which may be difficult to enforce. Defending a lawsuit, regardless of its merit, would be costly and
might divert management’s attention and adversely affect the market’s perception of us and our products. Our business liability insurance
coverage could prove inadequate with respect to a claim and future coverage may be unavailable on acceptable terms or at all. These productrelated issues could result in claims against us, and our business, operating results and financial condition could be harmed.
Our brand name and our business may be harmed by the marketing strategies of our competitors.
Because of the early stage of our business, we believe that building and maintaining brand recognition and customer goodwill is critical to
our success. Our efforts in this area have, on occasion, been hampered by the marketing efforts of our competitors, which have included
statements about us and our products. If we are unable to effectively respond to the marketing efforts of our competitors and protect our brand and
customer goodwill now or in the future, our business will be adversely affected.
Our products must interoperate with third party operating systems, software applications and hardware, and if we are unable to devote
the necessary resources to ensure that our products interoperate with such software and hardware, we may lose or fail to increase our
market share and may experience reduced demand for our products.
Our products must interoperate with our customers’ existing infrastructure, specifically their networks, servers, software and operating
systems, which may be manufactured by a wide variety of vendors. When new or updated versions of these software operating systems or
applications are introduced, we must sometimes develop updated versions of our software so that our products will interoperate properly. For
example, our Pure1 cloud-based management
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and support includes connectors to virtualization platforms, allowing our customers to manage the FlashArray from within native management
tools, such as VMware and OpenStack. We may not deliver or maintain interoperability quickly, cost-effectively or at all. These efforts require
capital investment and engineering resources. If we fail to maintain compatibility of our products with these infrastructure components, our
customers may not be able to fully utilize our products, and we may, among other consequences, lose or fail to increase our market share and
experience reduced demand for our products, which may harm our business, operating results and financial condition.
Our products must conform to industry standards in order to be accepted by customers in our markets.
Generally, our products comprise only a part of a data center. The servers, network, software and other components and systems of a data
center must comply with established industry standards in order to interoperate and function efficiently together. We depend on companies that
provide other systems in a data center to conform to prevailing industry standards. Often, these companies are significantly larger and more
influential in driving industry standards than we are. Some industry standards may not be widely adopted or implemented uniformly, and competing
standards may emerge that may be preferred by our customers. If larger companies do not conform to the same industry standards that we do, or
if competing standards emerge, market acceptance of our products could be adversely affected, which may harm our business.
Our ability to successfully market and sell our products is dependent in part on ease of use and the quality of our support offerings, and
any failure to offer high-quality installation and technical support could harm our business.
Once our products are deployed within our customers’ data centers, customers depend on our support organization to resolve technical
issues relating to our products. Our ability to provide effective support is largely dependent on our ability to attract, train and retain qualified
personnel, as well as to engage with qualified support partners that provide a similar level of customer support. In addition, our sales process is
highly dependent on our product and business reputation and on recommendations from our existing customers. Although our products are
designed to be interoperable with existing servers and systems, we may need to provide customized installation and configuration support to our
customers before our products become fully operational in their environments. Any failure to maintain, or a market perception that we do not
maintain, high-quality installation and technical support could harm our reputation, our ability to sell our products to existing and prospective
customers and our business.
We rely on contract manufacturers to manufacture our products, and if we fail to manage our relationship with our contract
manufacturers successfully, our business could be negatively impacted.
We rely on a limited number of contract manufacturers to manufacture our products. Our reliance on contract manufacturers reduces our
control over the assembly process, and exposes us to risks, such as reduced control over quality assurance, costs and product supply. If we fail
to manage our relationships with these contract manufacturers effectively, or if these contract manufacturers experience delays, disruptions,
capacity constraints or quality control problems, our ability to timely ship products to our customers could be impaired and our competitive position
and reputation could be harmed. If we are required to change contract manufacturers or assume internal manufacturing operations, we may lose
revenue, incur increased costs and damage our customer relationships. Qualifying a new contract manufacturer and commencing production is
expensive and time-consuming. We may need to increase our component purchases, contract manufacturing capacity and internal test and quality
functions if we experience increased demand. The inability of our contract manufacturers to provide us with adequate supplies of high-quality
products could cause a delay in our order fulfillment, and our business, operating results and financial condition may be harmed.
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We rely on a limited number of suppliers, and in some cases single-source suppliers, and any disruption or termination of these supply
arrangements could delay shipments of our products and could harm our relationships with current and prospective customers.
We rely on a limited number of suppliers, and in some cases, on single-source suppliers, for several key components of our products, and
we have not generally entered into agreements for the long-term purchase of these components. For example, the CPUs utilized in our products
are supplied by Intel Corporation (Intel), and neither we nor our contract manufacturers have an agreement with Intel for the procurement of these
CPUs. Instead, we purchase the CPUs either directly from Intel or through a reseller on a purchase order basis. Intel or its resellers could stop
selling to us at any time or could raise their prices without notice. This reliance on a limited number of suppliers and the lack of any guaranteed
sources of supply exposes us to several risks, including:
·

the inability to obtain an adequate supply of key components, including solid-state drives;

·

price volatility for the components of our products;

·

failure of a supplier to meet our quality or production requirements;

·

failure of a supplier of key components to remain in business or adjust to market conditions; and

·

consolidation among suppliers, resulting in some suppliers exiting the industry or discontinuing the manufacture of components.

As a result of these risks, we cannot assure investors that we will be able to obtain enough of these key components in the future or that
the cost of these components will not increase. If our supply of components is disrupted or delayed, or if we need to replace our existing suppliers,
there can be no assurance that additional components will be available when required or that components will be available on terms that are
favorable to us, which could extend our lead times, increase the costs of our components and harm our business, operating results and financial
condition. Even if we are successful in growing our business, we may not be able to continue to procure components at reasonable prices, which
may require us to enter into longer-term contracts with component suppliers to obtain these components at competitive prices. This could increase
our costs and decrease our gross margins, harming our business, operating results and financial condition.
Managing the supply of our products and their components is complex. Insufficient supply and inventory may result in lost sales
opportunities or delayed revenue, while excess inventory may harm our gross margins.
Our third-party manufacturers procure components and build our products based on our forecasts, and we generally do not hold inventory for
a prolonged period of time. These forecasts are based on estimates of future demand for our products, which are in turn based on historical trends
and analyses from our sales and marketing organizations, adjusted for overall market conditions. In order to reduce manufacturing lead times and
plan for adequate component supply, from time to time we may issue forecasts for components and products that are non-cancelable and nonreturnable. Our inventory management systems and related supply chain visibility tools may be inadequate to enable us to make accurate
forecasts and effectively manage the supply of our products and components. We have, in the past, had to write off inventory in connection with
transitions to new product models. If we ultimately determine that we have excess supply, we may have to reduce our prices and write down or
write off excess or obsolete inventory, which in turn could result in lower gross margins. Alternatively, insufficient supply levels may lead to
shortages that result in delayed revenue or loss of sales opportunities altogether as potential customers turn to competitors’ products that may be
more readily available. If we are unable to effectively manage our supply and inventory, our results of operations could be adversely affected.
If we are unable to sell renewals of our maintenance and support services to our customers, our future revenue and operating results
will be harmed.
Existing customers may not renew their maintenance and support agreements after the initial period, and given our limited operating history,
we may not be able to accurately predict our renewal rates. Our customers’ renewal rates may decline or fluctuate as a result of a number of
factors, including their available budget and the level of their satisfaction with our storage platform, customer support and pricing as compared to
that offered by our competitors. If our customers renew their contracts, they may renew on terms that are less economically beneficial to us. We
cannot assure investors that our customers will renew their maintenance and support agreements, and if our customers do not renew their
agreements or renew on less favorable terms, our revenue may grow more slowly than expected, if at all.
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We expect that revenue from maintenance and support agreements will increase as a percentage of total revenue over time, and because
we recognize this revenue over the term of the relevant contract period, downturns or upturns in sales are not immediately reflected in
full in our results of operations.
We expect that revenue from maintenance and support agreements will increase as a percentage of total revenue over time. We recognize
maintenance and support revenue ratably over the term of the relevant service period. As a result, much of the maintenance and support revenue
we report each quarter is derived from maintenance and support agreements that we sold in prior quarters. Consequently, a decline in new or
renewed maintenance and support agreements in any one quarter will not be fully reflected in revenue in that quarter but will negatively affect our
revenue in future quarters. Accordingly, the effect of significant downturns in sales of maintenance and support is not reflected in full in our results
of operations until future periods. Also, it is difficult for us to rapidly increase our maintenance and support revenue through additional sales in any
period, as revenue from renewals must be recognized ratably over the applicable service period.
Adverse economic conditions or reduced data center spending may adversely impact our revenues and profitability.
Our operations and performance depend in part on worldwide economic conditions and the impact these conditions have on levels of
spending on data center technology. Continuing global economic uncertainty and political and fiscal challenges in the United States and abroad
could adversely impact data center spending. Our business depends on the overall demand for data center infrastructure and on the economic
health of our current and prospective customers. Weak economic conditions, or a reduction in data center spending, would likely adversely impact
our business, operating results and financial condition in a number of ways, including by reducing sales, lengthening sales cycles and lowering
prices for our products and services.
Third-party claims that we are infringing the intellectual property rights of others, whether successful or not, could subject us to costly
and time-consuming litigation or require us to obtain expensive licenses, and our business could be harmed.
There is a substantial amount of intellectual property litigation in the flash-based storage industry, and we may become party to, or
threatened with, litigation or other adversarial proceedings regarding intellectual property rights with respect to our technology, including
interference or derivation proceedings before the U.S. Patent and Trademark Office. Third parties may assert infringement claims against us based
on existing or future intellectual property rights. The outcome of intellectual property litigation is subject to uncertainties that cannot be adequately
quantified in advance. We have in the past received and may in the future receive inquiries from other intellectual property holders and may
become subject to claims that we infringe their intellectual property rights, particularly as we expand our presence in the market and face
increasing competition.
For example, in November 2013, EMC Corporation (EMC), filed a complaint against us in the U.S. District Court for the District of
Massachusetts, alleging that our hiring of EMC employees evidences a scheme to misappropriate EMC’s confidential information and trade
secrets and to unlawfully interfere with EMC’s business relationships with its customers and contractual relationships with its employees. In
addition, in November 2013, EMC filed a complaint against us in the U.S. District Court for the District of Delaware, alleging infringement of five
patents held by EMC. In March 2016, a jury returned a verdict awarding EMC $14.0 million in royalty damages for infringement of one patent in the
patent lawsuit. While we are vigorously defending ourselves in these lawsuits and may challenge the findings in the patent lawsuit, we are unable
to predict the ultimate outcome of these legal matters. See the section titled “Legal Proceedings” for more information relating to these legal
matters.
Any intellectual property rights claim, including the lawsuits brought by EMC, against us or our customers, suppliers, and channel partners,
with or without merit, could be time-consuming and expensive to litigate or settle, could divert management’s resources and attention from
operating our business and could force us to acquire intellectual property rights and licenses, which may involve substantial royalty payments.
Further, a party making such a claim, if successful, could secure a judgment that requires us to pay substantial damages, including treble
damages and attorneys’ fees if we are found to have willfully infringed a patent. An adverse determination also could invalidate our intellectual
property rights and prevent us from manufacturing and offering our products to our customers and may require that we procure or develop
substitute products that do not infringe, which could require significant effort and expense. We may not be able to re-engineer our products
successfully to avoid infringement, and we may have to seek a license for the infringed technology, which may not be available on reasonable
terms or at all, may significantly increase our operating expenses or may require us to restrict our business activities in one or more respects.
Even if we were able to obtain a license, it
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could be non-exclusive, thereby giving our competitors access to the same technologies licensed to us. Claims that we have misappropriated the
confidential information or trade secrets of third parties could have a similar negative impact on our business. Any of these ev ents could harm our
business and financial condition.
We currently have a number of agreements in effect pursuant to which we have agreed to defend, indemnify and hold harmless our
customers, suppliers and channel partners from damages and costs which may arise from the infringement by our products of third-party patents,
trademarks or other proprietary rights. The scope of these indemnity obligations varies, but may, in some instances, include indemnification for
damages and expenses, including attorneys’ fees. Our insurance may not cover intellectual property infringement claims. A claim that our
products infringe a third party’s intellectual property rights could harm our relationships with our customers, deter future customers from purchasing
our products and expose us to costly litigation and settlement expenses. Even if we are not a party to any litigation between a customer and a
third party relating to infringement by our products, an adverse outcome in any such litigation could make it more difficult for us to defend our
products against intellectual property infringement claims in any subsequent litigation in which we are a named party. Any of these results could
harm our brand and financial condition.
The success of our business depends in part on our ability to protect and enforce our intellectual property rights.
We rely on a combination of patent, copyright, service mark, trademark and trade secret laws, as well as confidentiality procedures and
contractual restrictions, to establish and protect our proprietary rights, all of which provide only limited protection. We have hundreds of issued
patents and patent applications in the United States and foreign countries. We cannot assure investors that any patents will issue with respect to
our currently pending patent applications in a manner that gives us the protection that we seek, if at all, or that any patents issued to us will not be
challenged, invalidated, circumvented or held to be unenforceable in actions against alleged infringers. Our issued patents and any patents that
may issue in the future with respect to pending or future patent applications may not provide sufficiently broad protection or they may not prove to
be enforceable in actions against alleged infringers. Changes to the patent laws in the United States and other jurisdictions could also diminish the
value of our patents and patent applications or narrow the scope of our patent protection. We cannot be certain that the steps we have taken will
prevent unauthorized use of our technology or the reverse engineering of our technology. Moreover, others may independently develop
technologies that are competitive to ours or infringe our intellectual property. Furthermore, any of our trademarks may be challenged by others or
invalidated through administrative process or litigation.
Protecting against the unauthorized use of our intellectual property, products and other proprietary rights is expensive and difficult. Litigation
may be necessary in the future to enforce or defend our intellectual property rights or to determine the validity and scope of the proprietary rights of
others. Any such litigation could result in substantial costs and diversion of management’s resources and attention, either of which could harm our
business, operating results and financial condition. Further, many of our current and potential competitors have the ability to dedicate substantially
greater resources to defending intellectual property infringement claims and to enforcing their intellectual property rights than we have. Accordingly,
we may not be able to prevent third parties from infringing upon or misappropriating our intellectual property. Effective patent, trademark, service
mark, copyright and trade secret protection may not be available in every country in which our products are available. An inability to adequately
protect and enforce our intellectual property and other proprietary rights could harm our business and financial condition.
If we are unable to protect the confidentiality of our trade secrets, the value of our technology could be materially adversely affected and
our business could be harmed.
In addition to the protection afforded by patents, we rely on confidential proprietary information, including trade secrets and know-how to
develop and maintain our competitive position. Any disclosure to or misappropriation by third parties of our confidential proprietary information
could enable competitors to quickly duplicate or surpass our technological achievements, thus eroding our competitive position in our market. We
seek to protect our confidential proprietary information, in part, by confidentiality agreements and invention assignment agreements with our
employees, consultants, scientific advisors, contractors and collaborators. These agreements are designed to protect our proprietary information;
however, we cannot be certain that such agreements have been entered into with all relevant parties, and we cannot be certain that our trade
secrets and other confidential proprietary information will not be disclosed or that competitors will not otherwise gain access to our trade secrets or
independently develop substantially equivalent information and techniques. For example, any of these parties may breach the agreements and
disclose our proprietary information, including our trade secrets, and we may not be able to obtain adequate remedies for such breaches. We also
seek to preserve the integrity and confidentiality of our confidential proprietary information by maintaining physical security of our premises and
physical and electronic security of our IT systems, but it is possible that these security measures could be breached. If any of our confidential
proprietary information were to be lawfully obtained or independently
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developed by a competitor, we would have no right to prevent such competitor from using that technology or information to compete with us, which
could harm our competitive position. Further, the laws of some foreign countries do not protect proprietary rights to the same ex tent or in the same
manner as the laws of the United States. As a result, we may encounter significant problems in protecting and defending our intellectual property
both in the United States and abroad. If we are unable to prevent material disclosure of the intellectual property related to our technologies to third
parties, we will not be able to establish or maintain a competitive advantage in our market, which could harm our business.
Our use of open source software could impose limitations on our ability to commercialize our products.
We use open source software in our products and expect to continue to use open source software in the future. Although we monitor our use
of open source software, the terms of many open source licenses have not been interpreted by U.S. or foreign courts, and there is a risk that such
licenses could be construed in a manner that imposes unanticipated conditions or restrictions on our ability to market our products. From time to
time, we may face claims from third parties claiming ownership of, or demanding release of, the open source software or derivative works that we
have developed using such software, which could include our proprietary source code, or otherwise seeking to enforce the terms of the applicable
open source license. These claims could result in litigation and could require us to make our software source code freely available, seek licenses
from third parties in order to continue offering our products for certain uses or cease offering the implicated solutions unless and until we can reengineer them to avoid infringement. This re-engineering process could require significant additional research and development resources, and we
may be required to discontinue providing some of our software in the event re-engineering cannot be accomplished on a timely basis, any of which
could harm our business, operating results and financial condition.
System security risks, data protection breaches and cyber-attacks on our systems or products could compromise our proprietary
information (or information of our customers), disrupt our internal operations and harm public perception of our products, which could
cause our business and reputation to suffer, create additional liabilities and adversely affect our financial results and stock price.
In the ordinary course of business, we store sensitive data on our internal systems, networks and servers, which may include intellectual
property, our proprietary business information and that of our customers, suppliers and business partners and sales data, which may include
personally identifiable information. Additionally, we design and sell products that allow our customers to store our customers’ data. The security of
our own networks and the intrusion protection features of our product are both critical to our operations and business strategy.
We devote significant resources to network security, data encryption and other security measures to protect our systems and data, but
these security measures cannot provide absolute security. For example, we use encryption and authentication technologies to secure the
transmission and storage of data and prevent third party access to data or accounts, but these security measures are subject to third-party
security breaches, employee error, malfeasance, faulty password management or other irregularities. Any destructive or intrusive breach of our
internal systems could result in the information stored on our networks being accessed, publicly disclosed, lost or stolen. Additionally, an effective
attack on our products could disrupt the proper functioning of our products, allow unauthorized access to sensitive, proprietary or confidential
information of ours or our customers, disrupt or temporarily interrupt customers’ operations or cause other destructive outcomes, including the theft
of information sufficient to engage in fraudulent transactions. The risk that these types of events could seriously harm our business is likely to
increase as we expand our network of channel partners, resellers and authorized service providers and operate in more countries. The economic
costs to us to eliminate or alleviate cyber or other security problems, viruses, worms, malicious software systems and security vulnerabilities
could be significant and may be difficult to anticipate or measure because the damage may differ based on the identity and motive of the
programmer or hacker, which are often difficult to identify. If any of these types of security breaches, actual or perceived, were to occur and we
were to be unable to protect sensitive data, our relationships with our business partners and customers could be materially damaged, our
reputation and brand could be materially harmed, use of our products could decrease and we could be exposed to a risk of loss or litigation and
possible liability.
We may further expand through acquisitions of, or investments in, other companies, each of which may divert our management’s
attention, resulting in additional dilution to our stockholders and consumption of resources that are necessary to sustain and grow our
business.
Our business strategy may, from time to time, include acquiring complementary products, technologies or businesses. We also may enter
into relationships with other businesses in order to expand our product offerings, which could involve preferred or exclusive licenses, additional
channels of distribution or discount pricing or investments in other companies. Negotiating these transactions can be time-consuming, difficult and
expensive, and our ability to close these
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transactions may be subject to third-party or government approvals, which are beyond our control. Consequently, we can make no assurance that
these transactions, once undertaken and announced, will close.
These kinds of acquisitions or investments may result in unforeseen operating difficulties and expenditures. In particular, we may encounter
difficulties assimilating or integrating the businesses, technologies, products, personnel or operations of the acquired companies, particularly if the
key personnel of the acquired business choose not to work for us, and we may have difficulty retaining the customers of any acquired business.
Acquisitions may also disrupt our ongoing business, divert our resources and require significant management attention that would otherwise be
available for development of our business. Any acquisition or investment could expose us to unknown liabilities. Moreover, we cannot assure
investors that the anticipated benefits of any acquisition or investment would be realized or that we would not be exposed to unknown liabilities. In
connection with these types of transactions, we may issue additional equity securities that would dilute our stockholders, use cash that we may
need in the future to operate our business, incur debt on terms unfavorable to us or that we are unable to repay, incur large charges or substantial
liabilities, encounter difficulties integrating diverse business cultures and become subject to adverse tax consequences, substantial depreciation or
deferred compensation charges. These challenges related to acquisitions or investments could harm our business and financial condition.
We are an emerging growth company, and any decision on our part to comply only with certain reduced reporting and disclosure
requirements applicable to emerging growth companies could make our Class A common stock less attractive to investors.
We are an emerging growth company, and, for as long as we continue to be an emerging growth company, we may choose to take
advantage of exemptions from various reporting requirements applicable to other public companies but not to “emerging growth companies,”
including: not being required to have our independent registered public accounting firm audit our internal control over financial reporting under
Section 404 of the Sarbanes-Oxley Act, reduced disclosure obligations regarding executive compensation in our periodic reports and proxy
statements, and exemptions from the requirements of holding a nonbinding advisory vote on executive compensation and stockholder approval of
any golden parachute payments not previously approved. We will remain an emerging growth company until the earliest to occur of (i) the last day
of the fiscal year in which we have more than $1.0 billion in annual revenue, (ii) the fiscal year end on which we are deemed to be a “large
accelerated filer,” meaning at least $700 million of equity securities are held by non-affiliates as of the prior July 31, (iii) the date on which we have
issued, in any three-year period, more than $1.0 billion in non-convertible debt securities, and (iv) January 31, 2021, the last day of the fiscal year
ending after the fifth anniversary of the completion of our initial public offering. We cannot predict if investors will find our Class A common stock
less attractive if we choose to rely on these exemptions. If some investors find our Class A common stock less attractive as a result of any
choices we make to avail ourselves of these exemptions, there may be a less active trading market for our Class A common stock and the market
price of our Class A common stock may be more volatile.
Under the JOBS Act, emerging growth companies can also delay adopting new or revised accounting standards until such time as those
standards apply to private companies. We have irrevocably elected not to avail ourselves of this accommodation allowing for delayed adoption of
new or revised accounting standards, and, therefore, we will be subject to the same new or revised accounting standards as other public
companies that are not emerging growth companies.
We may require additional capital to support business growth, and this capital might not be available on acceptable terms, or at all.
We intend to continue to make investments to support our business growth and may require additional funds to respond to business
challenges, including the need to develop new products or enhance our existing products, enhance our operating infrastructure and acquire
complementary businesses and technologies. Accordingly, we may need to engage in equity or debt financings to secure additional funds. If we
raise additional funds through further issuances of equity or convertible debt securities, our stockholders could suffer significant dilution, and any
new equity securities we issue could have rights, preferences and privileges superior to those of holders of our common stock. Any debt financing
in the future could involve additional restrictive covenants relating to our capital raising activities and other financial and operational matters, which
may make it more difficult for us to obtain additional capital and to pursue business opportunities, including potential acquisitions. We may not be
able to obtain additional financing on terms favorable to us, if at all. If we are unable to obtain adequate financing or financing on terms satisfactory
to us, when we require it, our ability to support our business growth and to respond to business challenges could be significantly limited and our
prospects and financial condition could be harmed.
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We are exposed to the credit risk of some of our customers, which could harm our business, operating results and financial condition.
Most of our sales are made on an open credit basis. As a general matter, we monitor individual customer payment capability when we grant
open credit arrangements and may limit these open credit arrangements based on perceived creditworthiness. We also maintain allowances we
believe are adequate to cover exposure for doubtful accounts. Although we have programs in place that are designed to monitor and mitigate these
risks, we cannot assure investors these programs will be effective in managing our credit risks, especially as we expand our business
internationally. If we are unable to adequately control these risks, our business, operating results and financial condition could be harmed.
Sales to U.S. federal, state and local governments are subject to a number of challenges and risks that may adversely impact our
business.
Sales to U.S. federal, state and local governmental agencies may in the future account for a significant portion of our revenue. Sales to
such government entities are subject to the following risks:
·

selling to governmental agencies can be highly competitive, expensive and time consuming, often requiring significant upfront time
and expense without any assurance that such efforts will generate a sale;

·

government certification requirements applicable to our products may change and in doing so restrict our ability to sell into the U.S.
federal government sector until we have attained the revised certification;

·

government demand and payment for our products and services may be impacted by public sector budgetary cycles and funding
authorizations, with funding reductions or delays adversely affecting public sector demand for our products and services;

·

we sell our products to governmental agencies through our channel partners, and these agencies may have statutory, contractual or
other legal rights to terminate contracts with our distributors and resellers for convenience or due to a default, and any such
termination may adversely impact our future results of operations;

·

governments routinely investigate and audit government contractors’ administrative processes, and any unfavorable audit could result
in the government refusing to continue buying our products, which would adversely impact our revenue and results of operations, or
institute fines or civil or criminal liability if the audit uncovers improper or illegal activities; and

·

governments may require certain products to be manufactured in the United States and other relatively high-cost manufacturing
locations, and we may not manufacture all products in locations that meet these requirements, affecting our ability to sell these
products to governmental agencies.

We need to maintain effective internal control over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act, and the
failure to do so could have a material adverse effect on our business and stock price.
The Sarbanes-Oxley Act requires, among other things, that we maintain effective internal control over financial reporting and disclosure
controls and procedures. We are required to perform system and process evaluation and testing of our internal control over financial reporting to
allow management to report on the effectiveness of our internal control over financial reporting, as required by Section 404 of the Sarbanes-Oxley
Act, or Section 404. When we are no longer an emerging growth company, our independent registered public accounting firm will also need to
attest to the effectiveness of our internal control over financial reporting. Over the last year, we have taken and continue to take additional steps to
upgrade our finance and accounting function, including the hiring of additional finance and accounting personnel, and implement additional policies
and procedures associated with the financial statement close process. Our compliance with Section 404 may require us to continue to incur
substantial expense and expend significant management efforts. If we are unable to comply with the requirements of Section 404 in a timely
manner, or if we or our independent registered public accounting firm notes or identifies deficiencies in our internal control over financial reporting
that are deemed to be material weaknesses, the market price of our Class A common stock could decline and we could be subject to sanctions or
investigations by the SEC, or other regulatory authorities, which would require additional financial and management resources.
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Our international operations subject us to potentially adverse tax consequences.
We generally conduct our international operations through wholly-owned subsidiaries and report our taxable income in various jurisdictions
worldwide based upon our business operations in those jurisdictions. In the future, we may decide to reorganize our corporate tax structure and
intercompany relationships to more closely align our corporate organization with the expansion of our international business activities. Although we
anticipate that such steps could achieve a reduction in our overall effective tax rate in the future as a result of implementing the new corporate
structure, our restructuring efforts will require us to incur expenses in the near term for which we may not realize any benefits.
Our intercompany relationships are, and after the implementation of our new corporate tax structure will continue to be, subject to complex
transfer pricing regulations administered by taxing authorities in various jurisdictions. The relevant taxing authorities may disagree with our
determinations as to the income and expenses attributable to specific jurisdictions. If such a disagreement were to occur, and our position were
not sustained, we could be required to pay additional taxes, interest and penalties, which could result in tax charges, higher effective tax rates,
reduced cash flows and lower overall profitability of our operations. In addition, following the implementation of our new corporate tax structure, if
the intended tax treatment of the structure is not accepted by the applicable taxing authorities, there are changes in tax law that negatively impact
the structure or we do not operate our business consistent with the structure and applicable tax laws and regulations, we may fail to achieve any
tax advantages as a result of the new corporate structure, and our future operating results and financial condition may be negatively impacted.
Current U.S. tax laws, including limitations on the ability of taxpayers to claim and utilize foreign tax credits and the deferral of certain tax
deductions until earnings outside of the United States are repatriated to the United States, as well as changes to U.S. tax laws that may be
enacted in the future, could impact the tax treatment of our foreign earnings. Due to expansion of our international business activities, any
changes in the U.S. taxation of such activities may increase our worldwide effective tax rate and adversely affect our financial condition and
operating results.
Failure to comply with governmental laws and regulations could harm our business.
Our business is subject to regulation by various federal, state, local and foreign governmental agencies, including agencies responsible for
monitoring and enforcing employment and labor laws, workplace safety, product safety, environmental laws, consumer protection laws, anti-bribery
laws, import/export controls, federal securities laws and tax laws and regulations. In certain jurisdictions, these regulatory requirements may be
more stringent than in the United States. For example, the European Union has adopted certain directives to facilitate the recycling of electrical
and electronic equipment sold in the European Union, including the Restriction on the Use of Certain Hazardous Substances in Electrical and
Electronic Equipment directive and the Waste Electrical and Electronic Equipment directive. Changes in applicable laws, regulations and
standards could harm our business, operating results and financial condition. Noncompliance with applicable regulations or requirements could
subject us to investigations, sanctions, mandatory product recalls, enforcement actions, disgorgement of profits, fines, damages, civil and criminal
penalties or injunctions. If any governmental sanctions are imposed, or if we do not prevail in any possible civil or criminal litigation, our business,
operating results and financial condition could be harmed. In addition, responding to any action will likely result in a significant diversion of
management’s attention and resources and an increase in professional fees. Enforcement actions and sanctions could harm our business,
operating results and financial condition.
Governmental regulations affecting the import or export of products could negatively affect our revenue.
The U.S. and various foreign governments have imposed controls, export license requirements and restrictions on the import or export of
some technologies, especially encryption technology. From time to time, governmental agencies have proposed additional regulation of encryption
technology, such as requiring the escrow of imports or exports. If we fail to obtain required import or export approval for our products, our
international and domestic sales could be harmed and our revenue may be adversely affected. In many cases, we rely on vendors and channel
partners to handle logistics associated with the import and export of our products, so our visibility and control over these matters may be limited.
In addition, failure to comply with such regulations could result in penalties, costs and restrictions on export privileges, which could harm our
business, operating results and financial condition.
Our business is subject to the risks of earthquakes and other natural catastrophic events, and to interruption by man-made factors such
as computer viruses or terrorism.
We have operations in locations, including our headquarters in California, that are subject to earthquakes and other natural catastrophic
events, such as severe weather and geological events, which could disrupt our operations or the
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operations of those customers and suppliers. Our customers affected by a natural disaster could postpone or cancel orders of our products, which
could negatively impact our business. Moreover, should any of our key suppliers fail to deliver components to us as a result of a natural disaster,
we may be unable to purchase these components in necessary quantities or may be forced to purchase components in the open market at
significantly higher costs. We may also be forced to purchase components in advance of our normal supply chain demand to avoid potential
market shortages. We may not have adequate business interruption insurance to compensate us for losses due to a significant natural disaster or
due to man-made factors. In addition, acts of terrorism or malicious computer viruses could cause disruptions in our or our customers’ businesses
or the economy as a whole. To the extent that these disruptions result in delays or cancellations of customer orders or the deployment of our
products, our business, operating results and financial condition could be harmed.
Risks Related to Our Common Stock
The dual class structure of our common stock has the effect of concentrating voting control with those stockholders who hold our Class
B common stock, including our executive officers, employees and directors and their affiliates, which limits investors’ ability to
influence the outcome of important transactions, including a change in control.
Our Class B common stock has ten votes per share, and our Class A common stock has one vote per share. Stockholders who hold shares
of our Class B common stock, including our executive officers, employees and directors and their affiliates, collectively hold the vast majority of
the voting power of our outstanding capital stock. Because of the ten-to-one voting ratio between our Class B common stock and Class A common
stock, the holders of our Class B common stock will therefore be able to control all matters submitted to our stockholders for approval so long as
the shares of our Class B common stock represent at least 10% of all outstanding shares of our Class A common stock and Class B common
stock. These holders of our Class B common stock may also have interests that differ from investors and may vote in a way with which investors
disagree and which may be adverse to investors’ interests. This concentrated control may have the effect of delaying, preventing or deterring a
change in control of our company, could deprive our stockholders of an opportunity to receive a premium for their capital stock as part of a sale of
our company and might ultimately affect the market price of our Class A common stock.
Future transfers by holders of our Class B common stock will generally result in those shares converting into shares of our Class A
common stock, subject to limited exceptions, such as certain transfers effected for estate planning purposes. The conversion of shares of our
Class B common stock into shares of our Class A common stock will have the effect, over time, of increasing the relative voting power of those
holders of Class B common stock who retain their shares in the long term. If, for example, Dr. Dietzen and Messrs. Colgrove and Hatfield retain a
significant portion of their holdings of our Class B common stock for an extended period of time, they could control a significant portion of the
voting power of our capital stock for the foreseeable future. As board members, Dr. Dietzen and Mr. Colgrove each owe a fiduciary duty to our
stockholders and must act in good faith and in a manner they reasonably believe to be in the best interests of our stockholders. However, as
stockholders, Dr. Dietzen and Messrs. Colgrove and Hatfield are entitled to vote their shares in their own interests, which may not always be in the
interests of our stockholders generally.
Substantial sales of shares of our common stock in the future could cause the market price of our common stock to decline.
The price of our common stock could decline if there are substantial sales of our common stock, particularly sales by our large
stockholders. In particular, we have two large stockholders that each hold well over 10% of our outstanding common stock. While volume
limitations under Rule 144 under the Securities Act could partially limit sales by directors, executive officers and other affiliates, the market price
of the shares of our common stock could decline as a result of sales of a substantial number of our shares in the public market or the perception
in the market that the holders of a large number of shares intend to sell their shares.
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The trading price of our Class A common stock has been and may continue to be highly volatile, and an active, liquid, and orderly
market for our Class A common stock may not be sustained.
The trading price of our Class A common stock has been, and will likely continue to be, highly volatile. Since shares of our Class A
common stock were sold in our initial public offering in October 2015 at a price of $17.00 per share, our closing stock price has ranged from $11.64
to $19.74, through May 31, 2016. Some of the factors, many of which are beyond our control, affecting our volatility may include:
·

price and volume fluctuations in the overall stock market from time to time;

·

significant volatility in the market price and trading volume of technology companies in general and of companies in our industry;

·

actual or anticipated changes in our results of operations or fluctuations in our operating results;

·

whether our operating results meet the expectations of securities analysts or investors;

·

actual or anticipated changes in the expectations of investors or securities analysts;

·

actual or anticipated developments in our competitors’ businesses or the competitive landscape generally;

·

litigation involving us, our industry or both;

·

general economic conditions and trends;

·

major catastrophic events;

·

sales of large blocks of our stock; or

·

departures of key personnel.

The stock markets in general, and market prices for the securities of technology-based companies like ours in particular, have from time to
time experienced volatility that often has been unrelated to the operating performance of the underlying companies. A certain degree of stock price
volatility can be attributed to being a newly public company. These broad market and industry fluctuations may adversely affect the market price
of our Class A common stock, regardless of our operating performance. In several recent situations where the market price of a stock has been
volatile, holders of that stock have instituted securities class action litigation against the company that issued the stock. If any of our stockholders
were to bring a lawsuit against us, the defense and disposition of the lawsuit could be costly and divert the time and attention of our management
and harm our business, operating results and financial condition.
If securities analysts do not publish research or reports about our business, or if they downgrade our stock, the price of our stock could
decline.
The trading market for our Class A common stock will likely be influenced by research and reports that securities or industry analysts
publish about us or our business. In the event securities or industry analysts cover our company and one or more of these analysts downgrade our
stock or publish inaccurate or unfavorable research about our business, our stock price would likely decline. If one or more of these analysts
ceases coverage of our company or fails to publish reports on us regularly, demand for our stock could decrease, which could cause our stock
price and trading volume to decline.
We have never paid dividends on our common stock and we do not anticipate paying any cash dividends in the foreseeable future.
We have never declared or paid any dividends on our common stock. We intend to retain any earnings to finance the operation and
expansion of our business, and we do not anticipate paying any cash dividends in the future. As a result, investors may only receive a return on
their investment in our Class A common stock if the market price of our common stock increases.
We will continue to incur increased costs as a result of being a public company.
As a public company, we have incurred and expect to incur significant legal, accounting and other expenses. In addition, new rules
implemented by the SEC and New York Stock Exchange (NYSE) require changes in corporate governance practices of public companies. We
expect these rules and regulations to continue to increase our legal and financial compliance costs and to make some activities more timeconsuming and costly. We will continue to incur
45

Source: PURE Storage, Inc., 10-Q, June 03, 2016

Powered by Morningstar® Document Research℠

The information contained herein may not be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all risks for any damages or losses arising from any use of this information,
except to the extent such damages or losses cannot be limited or excluded by applicable law. Past financial performance is no guarantee of future results.

additional costs associated with our public company reporting requirements. We expect these rules and regulations to make it more difficult and
more expensive for us to obtain director and officer liability insurance, and we may be required to accept reduced policy limits and coverage or
incur substantially higher costs to obtain the same or similar coverage. As a result, it may be more difficult for us to attract and retain qualified
people to serve on our board of directors or as executive officers.
Provisions in our amended and restated certificate of incorporation and amended and restated bylaws and under Delaware law might
discourage, delay or prevent a change of control of our company or changes in our management and, therefore, depress the trading
price of our Class A common stock.
Our amended and restated certificate of incorporation and amended and restated bylaws contain provisions that could depress the trading
price of our Class A common stock by acting to discourage, delay or prevent a change of control of our company or changes in our management
that the stockholders of our company may deem advantageous. These provisions:
·

provide for a dual class common stock structure, so that certain stockholders will have significant influence over all matters requiring
stockholder approval, including the election of directors and significant corporate transactions, such as a merger or other sale of our
company or its assets and which could discourage others from initiating any potential merger, takeover or other change of control
transaction that other stockholders may view as beneficial;

·

establish a classified board of directors so that not all members of our board of directors are elected at one time;

·

authorize the issuance of “blank check” preferred stock that our board of directors could issue to increase the number of outstanding
shares to discourage a takeover attempt;

·

prohibit stockholder action by written consent, which requires all stockholder actions to be taken at a meeting of our stockholders;

·

prohibit stockholders from calling a special meeting of our stockholders;

·

provide that the board of directors is expressly authorized to make, alter or repeal our bylaws; and

·

establish advance notice requirements for nominations for elections to our board of directors or for proposing matters that can be
acted upon by stockholders at stockholder meetings.

Additionally, we are subject to Section 203 of the Delaware General Corporation Law, which generally prohibits a Delaware corporation from
engaging in any of a broad range of business combinations with any “interested” stockholder for a period of three years following the date on which
the stockholder became an “interested” stockholder and which may discourage, delay, or prevent a change of control of our company.
Any provision of our amended and restated certificate of incorporation, bylaws or Delaware law that has the effect of delaying or deterring a
change in control could limit the opportunity for our stockholders to receive a premium for their shares of our common stock, and could also affect
the price that some investors are willing to pay for our Class A common stock.
Our amended and restated certificate of incorporation provides that the Court of Chancery of the State of Delaware will be the exclusive
forum for substantially all disputes between us and our stockholders, which could limit our stockholders’ ability to obtain a favorable
judicial forum for disputes with us or our directors, officers or employees.
Our amended and restated certificate of incorporation provides that the Court of Chancery of the State of Delaware is the exclusive forum
for any derivative action or proceeding brought on our behalf; any action asserting a breach of fiduciary duty; any action asserting a claim against
us arising pursuant to the Delaware General Corporation Law, our amended and restated certificate of incorporation or our bylaws; or any action
asserting a claim against us that is governed by the internal affairs doctrine. The choice of forum provision may limit a stockholder’s ability to bring
a claim in a judicial forum that it finds favorable for disputes with us or our directors, officers or other employees, which may discourage such
lawsuits against us and our directors, officers and other employees. If a court were to find the choice of forum provision contained in our amended
and restated certificate of incorporation to be inapplicable or unenforceable in an action, we may incur additional costs associated with resolving
such action in other jurisdictions, which could harm our business and financial condition.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
Unregistered Sales of Equity Securities
Not applicable.
Use of Proceeds from our Initial Public Offering of Class A Common Stock
In October 2015, we closed our IPO, in which we sold 28,750,000 shares of Class A common stock at a price to the public of $17.00 per
share. The aggregate offering price for shares sold in the offering was $488.8 million. The offer and sale of all of the shares in the IPO were
registered under the Securities Act pursuant to a registration statement on Form S-1 (File No. 333-206312), which was declared effective by the
SEC on October 6, 2015. The offering commenced on October 6, 2015 and did not terminate before all of the shares in the IPO were registered in
the registration statement were sold. Morgan Stanley & Co. and Goldman, Sachs & Co. acted as joint book-running managers for the IPO and
Barclays, Allen & Company LLC and BofA Merrill Lynch acted as book-running managers. We raised approximately $459.4 million in net proceeds
from the offering, after deducting underwriter discounts and commissions of approximately $29.3 million. Offering expenses incurred by us were
$4.5 million.
Item 3. Defaults upon Senior Securities.
Not applicable.
Item 4. Mine Safety Disclosures.
Not applicable.
Item 5. Other Information.
None.
Item 6. Exhibits.
See the Exhibit Index following the signature page to this Quarterly Report on Form 10-Q for a list of exhibits filed or furnished with this
report, which Exhibit Index is incorporated herein by reference.
*

Filed herewith.

**

Furnished herewith.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.
Company Name
Date: June 3, 2016

By:

/s/ SCOTT DIETZEN
Scott Dietzen
Chief Executive Officer and Director
(Principal Executive Officer)

Date: June 3, 2016

By:

/s/ TIMOTHY RIITTERS
Timothy Riitters
Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit Index
Incorporation By Reference
Exhibit
Number

Description

Form

SEC File No.

Exhibit

Filing Date

10-Q

001-37570

3.1

3/25/2016

3.1

Amended and Restated Certificate of Incorporation.

3.2

Bylaws.

S-1

333-206312

3.4

9/09/2015

4.1

Form of Class A Common Stock Certificate of the Company.

S-1

333-206312

4.1

9/09/2015

4.2

Reference is made to Exhibits 3.1 and 3.2.

31.1*

Certification of Principal Executive Officer Pursuant to Rules 13a14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

31.2*

Certification of Principal Financial Officer Pursuant to Rules 13a14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

32.1**

Certification of Principal Executive Officer and Principal Financial
Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema Document

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB

XBRL Taxonomy Extension Label Linkbase Document

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document

*

Filed herewith.

**

Furnished herewith.
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
EXCHANGE RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Scott Dietzen, certify that:
1.
2.
3.
4.

5.

I have reviewed this Quarterly Report on Form 10-Q of Pure Storage, Inc.;
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a)
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
(b)
Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and
(c)
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and
The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
(a)
All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b)
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: June 3, 2016
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
EXCHANGE RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Timothy Riitters, certify that:
1.
2.
3.
4.

5.

I have reviewed this Quarterly Report on Form 10-Q of Pure Storage, Inc.;
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a)
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
(b)
Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and
(c)
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and
The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
(a)
All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b)
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: June 3, 2016

By:

/s/ Timothy Riitters
Timothy Riitters
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 32.1
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Scott Dietzen, certify pursuant to Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section
1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Pure Storage, Inc. for the quarterly period ended April 30, 2016, fully complies with the requirements of
Section 13(a) or 15(d) of the Exchange Act and that information contained in such Quarterly Report on Form 10-Q fairly presents, in all material
respects, the financial condition and result of operations Pure Storage, Inc.
Date: June 3, 2016

By:

/s/ Scott Dietzen
Scott Dietzen
Chief Executive Officer
(Principal Executive Officer)

I, Timothy Riitters, certify pursuant to Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and
Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), as adopted pursuant to § 906 of the Sarbanes-Oxley Act of
2002, that the Quarterly Report on Form 10-Q of Pure Storage, Inc. for the quarterly period ended April 30, 2016, fully complies with the
requirements of Section 13(a) or 15(d) of the Exchange Act and that information contained in such Quarterly Report on Form 10-Q fairly presents,
in all material respects, the financial condition and result of operations Pure Storage, Inc.
Date: June 3, 2016

By:

/s/ Timothy Riitters
Timothy Riitters
Chief Financial Officer
(Principal Financial Officer)

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to
be incorporated by reference into any filing of Pure Storage, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of
1934, as amended (whether made before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such
filing.
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