FIVE-PILLAR ENGINE | COMPANY ANALYSIS

PayPal is a strong
machine waiting for a
new growth road

A pillar-by-pillar test of PayPal Holdings, Inc.
(NASDAQ: PYPL)

OVERALL VERDICT

Candidate, not yet a clean five-pillar
fit

Three pillars pass. Two remain partial. The balance sheet, cash flow and trust moat
are real. The missing proof is a true sunrise runway and leadership execution at
PayPal.

3 2 0

Pass Partial Fail

Price reference: about $53.17 on September 22, 2026, as supplied in the brief. Business and financial
data are through PayPal's second-quarter 2026 release unless noted. This is research, not investment
advice.

From Bagholder to Multibagger framework September 22, 2026



PayPal Five-Pillar Analysis Executive verdict

THE ANSWER FIRST

PayPal clears the financial tests, but not the two
tests that create a generational winner

PayPal is not broken. It is large, profitable and trusted. But the five-pillar
engine asks a harder question: can this business compound through a
long new growth cycle under leadership that has proved it can scale that
cycle?

The verdict: 3 Pass, 2 Partial

Not a full engine fit today. The first pillar is non-negotiable. Digital payments are no longer an
early market, and PayPal's core branded checkout grew only about 2% on a currency-neutral
basis in Q2 2026. Agentic commerce could create a new runway, but it is still an option, not an
established earnings stream.’

Sunrise sector with runway

A mature core with a genuine early adjacency. The adjacency has not yet become material PARTIAL
revenue.
Leadership

PARTIAL

Lores has managed scale and moved fast. His PayPal scorecard is only two quarters old.

Moat

Trusted credentials, buyer protection, a two-sided network, risk data, licenses and several PASS
routes to win.

Iron-fortress balance sheet
$15.3 billion of cash and investments against $13.4 billion of debt at June 2026.

PASS

Free cash flow
$5.6 billion in 2025 and $1.8 billion in Q2 2026. Cash is present. The growth inflection is not.

PASS

The clean read: PayPal looks more like a high-cash-flow turnaround with a valuable option on
agentic commerce than a proven sunrise compounder.
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Pillar 1

GRADE: PARTIAL

Sunrise sector with runway

The new channel is sunrise, but the core market

is not

The distinction matters. PayPal serves a secular growth market, but it no
longer owns an early-stage growth curve.

The mature core

PayPal's revenue grew 21% in 2020. By 2025,
growth had slowed to 4%, with revenue at $33.2
billion. Q2 2026 revenue rose 5%, while active
accounts were almost flat at 439 million.*?’

Volume still grows faster than revenue. Total
payment volume rose 10% in Q2, yet transaction
margin dollars rose only 1%. That gap tells us
much of the growth is coming through lower-
value channels or with heavier investment.’

The new runway

Agentic commerce changes the checkout. A
consumer can authorize one wallet, then let
many artificial intelligence agents use it within
set limits. PayPal can become the neutral
credential layer across agents rather than ask
the customer to trust each agent with card
details.

PayPal has placed that wallet into ChatGPT,
Google's artificial intelligence checkout and
Meta's Muse. Meta's deal adds a route across
PayPal's merchant network, though current
product coverage still varies by market and
merchant setup.®%’

The sunrise is not digital payments. The sunrise is trusted
delegated payment across many agents.

Why it could pass

Agent-led commerce may move the point of trust away from a merchant's page and

toward the wallet that holds identity, funding and dispute rights. That is where

PayPal is strongest.

Why it stays partial

The partnerships prove distribution, not monetization. PayPal has not yet disclosed

material revenue, payment volume or transaction margin from agentic commerce.

What would upgrade it

Agentic checkout becomes a reported growth driver, branded checkout returns to

mid-single-digit growth or better, and active consumer use rises without buying

growth through incentives.

Industry forecasts are wide. One McKinsey scenario puts agent-mediated global commerce opportunity at $3 trillion to $5 trillion
by 2030, but that includes broad economic activity and is not a PayPal revenue forecast.

© 2026 DalalBytes - For educational purposes only. Not investment advice.



Pillar 2 Leadership

GRADE: PARTIAL

Lores has run scale, but he has not yet proved
the PayPal reset

The method separates integrity from scaling. “Did they do what they
said?” tests credibility. “Have they scaled anything?” tests operating
ability. PayPal's new chief executive has evidence on the second question,
but too little evidence on the first at PayPal.

Mar 1 20% $1.5B+

Lores became CEO in 2026 Planned workforce reduction over Target gross run-rate savings
2 to 3years

What supports the grade

¢ Real operating scale: Lores ran HP for more than six years, a business with roughly $55 billion to
$59 billion in annual revenue. He understands global operations, cost structures and legacy
platforms.®

e Fast structural action: He reorganized PayPal around Checkout Solutions & PayPal, Consumer
Financial Services & Venmo, and Payment Services & Crypto. The design assigns clearer ownership
to the core profit pool, the consumer growth engine and the processing platform.>

¢ A specific reset: The plan is to make PayPal “a technology company again,” modernize the
platform, use artificial intelligence in development and operations, remove layers and fund growth
from at least $1.5 billion of savings.""

What keeps it from a pass

e The PayPal record is short: One raised annual earnings guide and stabilization in branded
checkout are encouraging, not a full delivery record.

¢ HP proves management, not growth: HP's annual revenue was lower at the end of his tenure than
near the start. He maintained a difficult franchise. He did not create a clear new top-line growth
6
curve.

e The savings are a promise: Workforce cuts can lift earnings, but they can also weaken product
velocity and service if execution slips.

The leadership pass line

By the end of 2027, the three units should show cleaner accountability, the savings should arrive
without a service or risk-control failure, and branded checkout and Venmo monetization should
improve together.
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Pillar 3 Moat

GRADE: PASS, UNDER PRESSURE

Trust is the moat. Distribution decides whether
it compounds

PayPal's moat is not the payment rail by itself. Cards, banks and real-time
payment systems can move money. The moat is the consumer's saved
identity and funding choices, wrapped in buyer protection, risk controls
and a familiar dispute path.

Real differentiators Multiple channels of success

1 Trusted credential. More than 25 years of A Branded PayPal checkout carries the trust
completed transactions and a wallet premium and the direct consumer
relationship that sits above the merchant. relationship.

2 Two-sided data. PayPal sees consumers B Venmo brings a younger consumer base
and merchants, which improves checkout, and a path from peer-to-peer payments into
risk decisions and product offers. cards and merchant checkout.

3  Protection and recovery. Buyer and seller C Braintree keeps PayPal inside large
protection, tracking and dispute resolution merchants, even when PayPal is not the
make the wallet more than a token vault. visible button.

4 Licenses and reach. The company operates D Financial services and crypto add credit,
across about 200 markets, with regulatory debit, savings-like balances, rewards and
permissions that take years to build.? PYUSD.

E Agentic commerce can carry one trusted
wallet across ChatGPT, Gemini, Muse and
future agents.

The strongest moat statement: Consumers do not want to register a card with every agent.
PayPal can be the one place they authorize, while agents come and go.

The moat is not untouchable

Apple Pay owns device-level distribution. Shop Pay owns a large commerce platform. Stripe and Adyen
are strong merchant infrastructure. Merchant-native checkout can hide PayPal or push it lower on the
page. The warning signal is branded checkout growth of only about 2% currency-neutral in Q2 2026,
even while Braintree and Venmo volume grew faster.'

Why this still passes

The moat has several independent supports. Trust, consumer credentials, merchant acceptance, risk
data, licenses and post-purchase protection reinforce one another. The question is not whether the
moat exists. It is whether PayPal can place it at the new point of decision.
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Pillar 4 Iron-fortress balance sheet

Liquidity is strong enough for a pass

An iron fortress does not mean zero debt. It means the company can fund
the plan, survive a bad cycle and avoid raising desperate capital. PayPal
meets that standard today.

$15.3B $13.4B $1.9B

Cash, equivalents and investments Total debt at June 30, 2026 Net cash and investments over
at June 30, 2026 debt
Liquidity Cash and investments exceed debt. That gives the company room to absorb

restructuring costs and keep investing in checkout, Venmo and the platform.1

Debt service FY2025 free cash flow of $5.6 billion equals roughly 42% of June 2026 debt. This is
not a stressed capital structure.?

Capital return PayPal repurchased $6.0 billion of stock over the twelve months through Q2 2026
and began a $0.14 quarterly dividend. Those choices are affordable at current cash
generation, but they compete with reinvestment.’

Hidden caution A payments company carries operational, credit, regulatory and protection
obligations that a software balance sheet does not. Cash should not be treated as
entirely surplus simply because it exceeds funded debt.

The balance sheet can support the turnaround. It cannot create the
turnaround.

Upgrade signal Downgrade signal

Debt falls while cash generation stays Debt rises to defend buybacks or

above $6 billion and the company funds acquisitions while transaction margin and
growth without increasing credit risk. operating cash flow weaken.
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Pillar 5 Free cash flow

GRADE: PASS

Cash generation is already present, but the
inflection is not

PayPal does not need a forecast to prove it can generate cash. The harder
task is proving that cash can grow again without depending mainly on
cost cuts and buybacks.

$5.6B $6.4B $1.8B

FY2025 free cash flow FY2025 adjusted free cash flow Q2 2026 free cash flow

FY2025 free cash flow fell 18% to $5.6 billion, while adjusted free cash flow was $6.4 billion. The
adjustment removes timing effects from buy now, pay later receivables held for sale. In Q2 2026, both
reported and adjusted free cash flow were about $1.8 billion.?’

Why the pillar passes

e Cash is recurring and large: PayPal can fund platform work, restructuring, dividends and buybacks
from internal cash generation.

¢ The 2026 guide supports durability: Management expects more than $6 billion of adjusted free
cash flow for the year.

¢ The model is capital-light: The main investment is software, risk infrastructure, distribution and
customer incentives, not heavy physical capacity.

Why this is not yet the inflection

Q2 transaction margin dollars rose only 1%. Non-GAAP operating margin fell 248 basis points to
17.4%. Non-GAAP earnings per share fell 1%. Cash flow can look strong in one quarter because
working capital and credit timing move around. The clean confirmation is operating improvement
across several quarters, not one cash number.'

The FCF pass line for the next stage

Branded checkout NG Needs acceleration
Transaction margin G Needs growth above revenue
Operating margin G Needs recovery
Adjusted FCF  CEE—— Already strong
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Inflection test What must change

THE NEXT 18 MONTHS

Five numbers will tell us whether the thesis is
becoming real

The story does not need more partnerships. It needs conversion from
distribution into profitable behavior.

Branded checkout growth

Move from roughly 2% currency-neutral growth toward sustained mid-single digits or WATCH
better. This is the highest-quality checkout stream.

Transaction margin dollars

Grow faster than revenue. Q2's 1% growth against 5% revenue growth says mix and WATCH
investment still dilute the economics.

Venmo monetization

Keep volume growth in the teens while more users adopt debit and merchant checkout. Q2 ~ POSITIVE
Venmo payment volume rose 14%.

Agentic commerce contribution

Disclose meaningful payment volume, active users or transaction margin from ChatGPT, UNPROVED
Gemini, Muse and Store Sync.

Operating leverage

Deliver the cost plan without shrinking product velocity or customer trust. Margins should UNPROVED
recover as savings arrive.

A useful rule: Do not let total payment volume hide the quality of the volume. Braintree can
grow quickly and still contribute less profit per dollar than branded PayPal checkout.

Evidence of a real turn Evidence of a value trap

Branded checkout accelerates. Venmo Volume grows but transaction profit stalls.
becomes a daily financial platform. Agent Savings fund buybacks instead of product
checkout produces disclosed economics. momentum. Active accounts stay flat. Agent
Transaction margin and operating margin partnerships remain press releases.

rise together.
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Scenario matrix How the grades can move

THESIS MAP

The outcome turns on growth quality, not
headline payment volume

What happens Pillar movement Read-through

Bull Agent checkout becomes Sunrise moves to Pass. The company changes from
material. Branded growth Leadership moves to Pass. mature wallet to neutral
reaches mid-to-high single Moat strengthens. commerce identity layer.
digits. Venmo monetization
compounds.

Base Branded checkout stays low Three Pass, two Partial A durable cash compounder,
single digit. Venmo and remain. but not a full five-pillar
Braintree grow. Savings multibagger setup.

restore margins.

Bear Native wallets take share. Moat falls to Partial. Cheapness becomes a
Agent platforms favor their Leadership may fall to Fail. symptom of erosion, not an
own rails. Cost cuts slow FCF weakens later. opportunity.
product work.

The asymmetric part of the thesis

At about $53.17, the market already prices PayPal like a slow business. The upside does not require
PayPal to beat every wallet or processor. It requires the company to preserve the branded trust
premium, monetize Venmo better and become a widely accepted wallet for agents.

The danger is that agentic commerce shifts power to the agent platforms, not to the wallet. Google,
Meta, OpenAl, Apple or a merchant platform could choose which payment method is shown first. In
that world, PayPal's neutrality matters only if consumers actively demand it.

The thesis wins when PayPal becomes the wallet agents must offer,
not merely one more payment option they can hide.

Final five-pillar verdict

Candidate, not qualified. PayPal passes moat, balance sheet and free cash flow. It earns partial
grades for sector and leadership. Because the sunrise pillar is non-negotiable, the engine
should wait for proof that agentic commerce is becoming a measurable growth curve, not just a
promising channel.
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Sources Data through September 22, 202

PRIMARY SOURCES FIRST

Source notes and definitions

10.

11.

12.

. PayPal Q2 2026 earnings release. Revenue, payment volume, active accounts, margins, cash flow, balance sheet,

capital returns and guidance.

. PayPal Q4 and FY2025 earnings release. Full-year revenue, transaction margin, earnings, free cash flow, liquidity

and initial 2026 outlook.

. PayPal FY2025 Form 10-K. Business model, two-sided platform, trust, scale, risk systems, regulatory licenses and

competitive positioning.

. PayPal FY2020 results. Revenue of $21.45 billion, up 21%, and the pandemic-era growth comparison.
. Reuters, April 29, 2026. Reorganization into three operating units and Lores' stated priorities.
. The Register, February 3, 2026. Lores' HP tenure and revenue scale.

. RuntimeWire, September 22, 2026. Meta Muse partnership, merchant reach, Store Sync limits and agentic

commerce context.

. FStech, October 29, 2025. OpenAl partnership, wallet integration and merchant catalog plan for ChatGPT.

. TechDefused, updated February 25, 2026. PayPal support for Google's agentic checkout and Universal Commerce

Protocol.
Digital Commerce 360, October 20, 2025. McKinsey's broad 2030 agentic commerce scenarios.
Zacks, July 8, 2026. Technology reset, Al adoption, three-unit structure and savings target.

MarketBeat, September 22, 2026. Hold consensus and $56.03 average twelve-month target across 47 analysts.

Definitions used in the report

Transaction margin dollars: Revenue less transaction expense and losses, plus certain credit-related items. It is a better
view of payment economics than payment volume alone.

Adjusted free cash flow: PayPal's free cash flow measure after excluding timing effects tied to buy now, pay later
receivables held for sale. It should be read beside reported free cash flow, not instead of it.

Currency-neutral growth: Growth calculated as if foreign exchange rates had not changed from the prior period.

Grading rule: Pass means the evidence meets the pillar now. Partial means the evidence is real but incomplete or
still dependent on future execution. Fail means the business does not meet the pillar. The first pillar and leadership
are treated as gating tests under the book's method.

© 2026 DalalBytes - For educational purposes only. Not investment advice.

6

10


https://www.sec.gov/Archives/edgar/data/1633917/000163391726000080/pypl2q-26earningsrelease.htm
https://www.sec.gov/Archives/edgar/data/1633917/000163391726000021/pypl4q-25earningsrelease.htm
https://sec.gov/Archives/edgar/data/1633917/000163391726000024/pypl-20251231.htm
https://newsroom.ca.paypal-corp.com/download/Q4-FY-20-PayPal-Earnings-Release.pdf
https://srnnews.com/paypal-to-separate-venmo-business-cnbc-reports/
https://www.theregister.com/on-prem/2026/02/03/hp-ceo-prints-final-page-after-six-years-moves-to-paypal/4877514
https://runtimewire.com/article/meta-muse-paypal-ai-shopping-checkout
https://www.fstech.co.uk/fst/PayPal_To_Bring_Wallet_And_Merchant_Network_To_ChatGPT.php
https://techdefused.com/a/ODMLTM3/paypal-plugs-into-googles-agentic-checkout-as-ai-driven-commerce-moves-to-scale
https://www.digitalcommerce360.com/2025/10/20/mckinsey-forecast-5-trillion-agentic-commerce-sales-2030/
https://www.zacks.com/stock/news/2950469/paypal-ai-push-will-15b-savings-drive-faster-growth-ahead
https://www.marketbeat.com/stocks/NASDAQ/PYPL/forecast/

