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Even in a world where time seems to 
move ever faster, PayPal’s shift from go-
go growth stock to beaten-down value 
happened quite quickly. Two years ago 
the electronic-payments company’s shares 
traded in the high-$200s, over 60x for-
ward earnings, and some Wall Street ana-
lysts touted it as a potential Western ver-
sion of China’s WeChat, the ubiquitous 
super-app used for messaging, shopping, 
payments, gaming and any number of oth-
er daily activities. 

It's been pretty much downhill since. 
Stalled growth in PayPal's core business 
and moderation in pandemic-fueled e-
commerce spending have dramatically 
altered the market’s once rosy view. The 
shares today trade at 20% less than their 
lowest point in the pandemic and at a be-
low-market 13x forward EPS. “We never 
thought this was going to the moon, but 
now we don’t think it’s just going by the 
wayside either,” says Saguaro Capital’s Jim 
Falbe. “You can have an opinion some-
where in the middle and find the stock 
very attractive at the current price.”

The company's business can be broken 
down into three main pieces. The primary 
profit driver today is the traditional Pay-
Pal service, used by more than 430 million 
account holders at least once over the past 
year to pay for a purchase electronically 
at one of the nearly 30 million businesses 
sporting a PayPal button to make pay-
ments. The company like any other mer-
chant acquirer earns a fee on each transac-
tion, closer to 1% of the total sale from 
large sellers and up to 3.5% from smaller 
firms. Falbe estimates that this revenue 
stream accounts for roughly 55% of over-
all gross profit.

The fastest-growing business is Brain-
tree, which PayPal has built into the #3 
market player – on the heels of privately 
held Stripe and Europe’s Adyen [Amster-

dam: ADYEN] – in providing payment-
processing services on an unbranded basis 
to a wide variety of e-commerce retailers, 
again earning transaction fees on total 

Worth Checking Out?
While some air came out of a number of tech companies’ stocks in 2022, few deflated in the market’s estimation to the 
extent PayPal did. Jim Falbe of Saguaro Capital explains why he thinks the market’s still-dour outlook has gone too far.      

PayPal
(Nasdaq: PYPL)

Business: Operates a proprietary, multi-cur-
rency global technology platform that links 
merchants and consumers to facilitate the 
processing of payment transactions.    

Share Information (@6/29/23):

Price 65.86
52-Week Range 58.95 – 103.03
Dividend Yield 0.0%
Market Cap $73.48 billion

Financials (TTM):

Revenue $28.07 billion
Operating Profit Margin 15.9%
Net Profit Margin 9.6%

Valuation Metrics
(@6/29/23):

 PYPL S&P 500
P/E (TTM) 27.9 19.6 
Forward P/E (Est.) 12.8 19.8

Largest Institutional Owners
(@3/31/23 or latest filing):

Company  % Owned
Vanguard Group  8.6%
BlackRock         6.9%
State Street  4.1%
Comprehensive Financial Mgmt 2.7%
Geode Capital  1.9%
 
Short Interest (as of 6/15/23):
Shares Short/Float  1.9%

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
While he didn't think the company's stock was going to the moon two years ago, Jim 
Falbe also doesn't think it's necessarily going by the wayside today either. Assuming 
that its traditional business is more stable and competitively advantaged than the market 
seems to expect, he arrives at a mid-point fair value for the shares today of around $110.

Sources: Company reports, other publicly available information
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transaction revenue. As the third piece 
of the puzzle, the company also benefits 
from its PayPal and Venmo account hold-
ers transferring money among themselves, 
charging fees for cross-border transactions 
and for expedited transfers to customer 
checking accounts. It also earns interest 
on the nearly $40 billion held at any given 
time in such accounts, which has become 
a material earnings contributor as interest 
rates have increased.

The market's main concern today is 
the legacy PayPal-button business, whose 
business model is under assault from vari-
ous directions. Apple Pay continues to 
gain traction for both online and in-store 
transactions, streamlining the payment 
process in a similar way to PayPal. Many 
small and medium-sized businesses have 
gravitated to platforms such as Shopify 
and Amazon’s marketplace, which have 
their own primary payment-checkout 
functionality. Even the Google Chrome 
browser’s auto-population of credit-card 
data makes the ease of payment using 
PayPal less unique. As a result, growth in 
the company's active-user accounts has 
slowed and transactions using its branded 
button, while growing, aren’t fully keep-
ing pace with still healthy secular growth 
in e-commerce.

In Falbe’s view, the market’s seemingly 
dire outlook for the company’s core busi-
ness is at odds with the reality and also in-

appropriately ignores PayPal’s still-ample 
competitive advantages. The giant active 
user base of 430 million who transact an-
nually – with 190 million of those active 
on a monthly basis – remains a significant 
draw for business partners. The large user 
base and the company’s years of experi-

ence with those users gives it a leg up in 
data analysis, Falbe says, translating into 
better fraud protection and better credit 
underwriting. That serves not only busi-
nesses accepting the PayPal button, but he 
says has also been a strong selling point 
for Braintree, which is growing at more 
than 30% per year and appears to be tak-
ing market share in merchant acquisitions 
from Stripe and Adyen.

The latest key performance metrics also 
tell a less negative story than the stock 
price does. Over the three-year period 
through this year’s first quarter, PayPal’s 
number of total active accounts has in-
creased by 33%. The number of payment 

transactions increased nearly 80%. Total 
payment volumes are up 85%. The stock, 
however, at the current price of just un-
der $66 is down 30% from its March 31, 
2020 price. “I honestly don’t understand 
the valuation here,” says Falbe.

What does he think the shares might 
more reasonably be worth? With incre-
mental growth from Braintree offset-
ting below-average growth in the legacy 
business, Falbe expects PayPal over the 
next several years to grow its top-line at 
a high-single-digit annual rate, more or 
less in line with expected secular growth 
in e-commerce. He expects from operat-
ing leverage and some cost-cutting for ad-
justed operating margins to return to their 
25% level of 2021. Applying a range of 
historical multiples of operating free cash 
flow to his normalized bear, base and bull-
case estimates for next year, he arrives at a 
mid-point fair value for the stock today of 
around $110.

“I wouldn’t say we’re super bullish 
here, we just believe this is an excellent 
business that isn’t going anywhere,” says 
Falbe. “I'd actually be happy if the share 
price declines – they’re using 100% of free 
cash flow to buy back shares that we think 
are unjustly discounted. If the moat is as 
solid and stable as we expect, that should 
work out well.”  VII 

ON FAIR VALUE:

I'd be happy if the share price 

declines – they're using cash 

flow to buy back shares we 

consider unjustly discounted. 

Saguaro Capital Management 
25 S Arizona Place, Suite 425
Chandler, AZ 85225
www.saguarocm.com

Contact:
John Collier, Investor Relations 
480.573.3061
John@saguarocm.com

http://www.valueinvestorinsight.com


Notice to Recipients 

THIS DOCUMENT IS FOR INFORMATIONAL PURPOSES ONLY AND SHOULD NOT BE 

RELIED UPON AS INVESTMENT ADVICE. This document has been prepared by Value Investor 

Insight and Saguaro Capital Management, LLC (“Saguaro”) and is not intended to be (and may not be 

relied on in any manner as) legal, tax, investment, accounting, or other advice or as an offer to sell or a 

solicitation of an offer to buy any securities of any investment product or any investment advisory 

service. This document is for educational purposes only. All opinions expressed in this document are 

solely those of Saguaro and should not be relied upon as a basis for investment decisions.  

THIS DOCUMENT IS NOT A RECOMMENDATION FOR ANY SECURITY OR 

INVESTMENT. References to any security, company, or investment are intended to illustrate the 

application of Saguaro’s investment process only and should not be used as the basis for making any 

decision about purchasing, holding, or selling any securities. Nothing herein should be interpreted or used 

in any manner as investment advice. The information provided about these securities is intended to be 

illustrative and not intended to be used as an indication of the current or future performance of Saguaro’s 

portfolio investments. 

DO NOT RELY ON ANY OPINIONS, PREDICTIONS, PROJECTIONS, OR FORWARD-

LOOKING STATEMENTS CONTAINED HEREIN. Certain information contained in this document 

constitutes “forward-looking statements” that are inherently unreliable, and actual events or results may 

differ materially from those reflected or contemplated herein. Saguaro does not make any assurance as to 

the accuracy of those predictions or forward-looking statements. Saguaro expressly disclaims any 

obligation or undertaking to update or revise any such forward-looking statements. The views and 

opinions expressed herein are those of Saguaro as of the date hereof and are subject to change based on 

prevailing market and economic conditions and will not be updated or supplemented. 

EXTERNAL SOURCES. Certain information contained herein has been obtained from third-party 

sources. Although Saguaro believes the information from such sources to be reliable, Saguaro makes no 

representation as to its accuracy or completeness. The views expressed herein represent the opinions of 

Saguaro and are based on publicly available information and Saguaro's analysis as of the date of the 

publication unless otherwise specified. These views are subject to change at any time without notice. 

THIS DOCUMENT IS INTENDED FOR GENERAL DISTRIBUTION, BUT IT MAY NOT BE 

COPIED, QUOTED, OR REPRINTED WITHOUT SAGUARO’S PRIOR WRITTEN CONSENT. 

 


	Value Investor Insight_Saguaro Insight on Paypal_6.30.2023
	VII Disclaimer_7.31.2023

