
Seeing Value Others Do Not.  Creat ing Value Others Can Not.

Below is our assessment of a recent material 
announcement relating to Crossroads Systems, Inc. 
(“Crossroads” or the “Company”). Crossroads is 
entering the commercialization phase of its StrongBox 
appliance (“StrongBox”), a network-attached storage 
(“NAS”) appliance (consisting of both hardware and 
software) that utilizes the 5th generation of the linear 
tape-open (“LTO”) standard. 

On August 2nd, 2012, Crossroads announced that it had 
entered into a professional services agreement with Iron 
Mountain Information Management, Inc. (“Iron Mountain”). As 
part of the agreement, Iron Mountain purchased $3 million 
worth of Crossroads common stock at an average purchase 
price of $5.15, which represents a premium of 31.7% over the 
previous day’s closing price; it is also paying for $2.2 million 
of development costs. We view the Iron Mountain investment 
as the most positive announcement the Company has made 
since it transitioned to a focus on commercializing StrongBox.

Validation of Technology and Business 
Iron Mountain is an enterprise-level company with significant 
resources, so we expect that it evaluated several alternatives 
before deciding to sign this agreement.  In addition, it appears 
that Iron Mountain is placing a large degree of importance on 
how to modernize its offerings.  We believe that the fact that 
Iron Mountain chose to partner with Crossroads represents 
a powerful validation of the StrongBox technology and 
Crossroads’ ability to support it.

Powerful Market Opportunity
We do not yet know exactly how the economics of the parties’ 
go-to-market approach will work.  However, we know that 
Iron Mountain has approximately 156,000 customers in 35 
countries, including more than 97% of the Fortune 1000. Being 
able to address a customer base of that size and composition 
should jumpstart Crossroads’ entry to the marketplace.

Cash Position
The addition of $5.2 million in cash to the Company’s account 
will strengthen its financial position and extend its cash runway, 
which should have a positive impact on its ability to attract 
customers going forward.
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Details

Background

Under the professional services agreement, Iron Mountain agreed to purchase 582,524 shares of Crossroads’ stock for $3 million, 

for an average per-share price of $5.15. In addition, Iron Mountain has agreed to pay $2.2 million for certain of the Company’s non-

recurring engineering expenses, of which it had already paid $1.1 million as of July 31, 2012. 

We view the Iron Mountain investment as the most positive announcement the Company has made since it transitioned to a focus 

on commercializing StrongBox, as it provides bullish indicators on several different fronts. 

Validation of Technology and Business 

We believe this agreement represents a powerful validation of the Company’s StrongBox technology by a respected leader in data 

management and archival. Iron Mountain’s purchase price of $5.15 per share of Crossroads common equity represents a premium 

of 31.7% over the previous day’s closing price of $3.91 per share. 

Iron Mountain is a major player in the information security industry.  It provides information protection and storage services to 

approximately 156,000 customers in 35 countries, including more than 97% of the Fortune 1000.  It had revenues of approximately 

$3 billion in fiscal 2011, and currently has a market capitalization of approximately $5.6 billion. 

Recent evidence suggests that Iron Mountain is considering how to transition this large, healthy business to keep up with a new 

technological backdrop.  A large part of Iron Mountain’s market offering consists of the physical storage of records based on paper, 

film and tape—what Iron Mountain calls its “Hard Copy” business. 

As its customers move to digitize these records, Iron Mountain has made overtures into the digital space. However, it has not 

had success in making this transition to date.  Recently, Iron Mountain attempted to grow into cloud storage with its Virtual File 

Store service, which provided features such as email management and archiving, eDiscovery, and backup/recovery. In April of 

2011, Iron Mountain abandoned this business, writing off $284 million as impairment charges.  The following week, Iron Mountain 

replaced CEO Bob Brennan.  We believe that this agreement represents Iron Mountain’s newest effort to modernize its business. 

We also believe that, given recent history, Iron Mountain’s management likely takes this newest effort very seriously. (Crossroads 

management indicated that the parties negotiated this agreement for approximately two years, which further signals to us that Iron 

Mountain took this decision very seriously.)

Since Iron Mountain has such broad market reach, we believe its selection of Crossroads as a channel partner represents a 

complete validation of the StrongBox and Crossroads’ ability to support it.  Iron Mountain would certainly have evaluated all of the 

other options in the digital storage space—from Hierarchical Storage Management providers to other firms that support the LTO 

standard. This is a very bullish signal for Crossroads, and should reduce the risk premium investors place on its stock.
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Details

Powerful Market Opportunity

This relationship should jump-start Crossroads’ entry to the marketplace.  Though we have not yet been able to discern exactly 

how the two companies will work together in the channel, we see two very plausible options.  

First, Crossroads could sell StrongBoxes to Iron Mountain, and Iron Mountain could use those StrongBoxes to offer its customers 

remote data archival that is always online.  Alternatively, Crossroads could use Iron Mountain as a go-to-market partner, and sell 

StrongBoxes directly to Iron Mountain’s customers; in that scenario, Iron Mountain would largely provide support services to the 

customers, including data ingestion, data retention policies, and troubleshooting.  

Considering the size and composition of Iron Mountain’s customer base, either model represents a huge opportunity for 

Crossroads.  We will continue to monitor as Crossroads and Iron Mountain disclose details about the specific economics of their 

business partnership.  In any case, however, we believe that the market opportunity inherent in this agreement should reduce the 

risk premium investors place around Crossroads successfully entering the marketplace with StrongBox.

Cash Position

The additional funding will provide strength to Crossroads’ balance sheet, which will be critical as the Company continues to 

pursue enterprise sales. As we noted in our initiation report on Crossroads dated June 1, 2012, it is often important for enterprise 

players to see that its suppliers have strong financial positions, so they know that these suppliers will survive to provide ongoing 

product support.  The addition of $5.2 million in cash to the Company’s account serves to strengthen its financial position and 

extend its cash runway, which should have a positive impact on its ability to attract customers going forward.
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Competitive Risk

The data storage market is very competitive, and includes large enterprise level players in both tape-based and disk-based storage 

solutions working to develop and enhance new technologies. Data storage players include both LTFS vendors (such as IBM and 

Quantum) as well as traditional, disk-based hierarchical storage management (“HSM”) vendors.

The storage business is an important one for many of these large players. So we expect they will exert their market power and 

resources to defend and grow their market position. If Crossroads is able to continue to generate positive momentum by making 

more announcements like the Iron Mountain agreement, that would serve to diminish this risk.

Customer Acquisition Risk

Enterprise customers may be reluctant to award a major contract to a company as small as Crossroads. However, we note that the 

Iron Mountain agreement, as well as Crossroads’ other recent channel partnerships with Fujitsu and Fujifilm, mitigate this risk by 

providing significant technology validation and putting the face of a larger, more established company on Crossroads’ technology. 

Marketing Risk 

Crossroads will have to make a compelling case differentiating StrongBox from the other LTFS and HSM products in order to 

gain traction in the marketplace. It clearly was able to do so with Iron Mountain; however, if the Company is unable to continue to 

educate its target customers on the benefits of its technological advantage, the value of that advantage may diminish. 

Sales Risk 

In addition to pursuing channel partners such as Iron Mountain, Crossroads is currently in the process of scaling up a team to sell 

StrongBox direct to end users. If the Company is unable to adequately staff, train, and deploy this sales force in a timely manner, 

this could undermine its ability to sell StrongBox in the near term. 

Financing Risk 

Though the Company may not need to significantly increase its capital expenditures to support the growth of StrongBox, it will 

need to increase operating expenses with respect to headcount to build its direct sales force. The cash proceeds from the Iron 

Mountain agreement should help mitigate this risk. In addition, Crossroads is pursuing a sale of key data storage patents for its 

legacy products (the “972 Patent Family”), which should provide more growth capital.

Management Risk 

Crossroads’ management has demonstrated its strength in the development phase of its technology. We also believe that the Iron 

Mountain agreement demonstrates management’s capability to transition to a commercialization phase. However, investors should 

consider the risks inherent in this transition. 

Licensing Risk 

Crossroads is currently involved as plaintiff in two separate patent lawsuits regarding the 972 Patent Family. A negative judgment in 

these lawsuits may diminish its ability to further secure licensing revenues and impair the planned sale of the 972 Patent Family. 

Risk Factors
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Key Customer Risk 

A significant portion of Crossroads’ current revenue comes from HP. However, these revenues are from the Company’s legacy 

products. The fact that the focus of Crossroads’ business going forward will be on StrongBox mitigates this risk significantly. 

Disruptive Technology Risk 

The storage industry is a place of significant innovation, which means there is always a risk that new technologies might disrupt the 

way we think about storage altogether. This is a risk to Crossroads, much as it would be to any enterprise storage provider.

Risk Factors
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