
Yesterday, we covered strategy in the event of a market pullback but in the 
absence of a negative event, indexes could keep drifting higher as well.  
When the tide is lifting all boats, another strategy is to buy companies that 
have stable growth rates but missed inflated expectations.  Missing Wall St 
consensus does mean a negative growth inflection point is coming.  It could be an 
opportunity instead.  Two examples of companies posting strong results but trading off 
after earnings are Paypal (PYPL) and Cadence (CDNS).  Good Hunting!            
 
Paypal Holdings (PYPL)  

 Top and bottom line beats coupled with earlier than expected profitability 
means the company should grow into its valuation sooner than later.    

 The combination of cloud based architecture for the information security 
industry coupled with partnering with industry veteran firms could provide 
explosive growth and penetration leading to critical mass. 

 
 Paypal printed a solid 2Q with TPV of $86.2B (+28% Y/Y), exceeding 
consensus of $85.2B.  Mobile TPV was the driver +56% Y/Y, accelerating from 
+54% in 1Q16.  However the good results took a back seat to the 
announcement that the company inked a deal with Visa where Paypal will give Visa equal 
presentation as a payment option in exchange for volume discounts.  At first glance, this 
appears to be margin threatening.  Funding Paypal through ACH transactions is much 
less expensive than going through Visa's network and the increased use of Visa could 
pressure margins until volumes reach a tipping point where the discounts offset.  The 
question investors need to ask is "Can Paypal generate enough volume by being an 
equal partner in Visa's network?".   
 Its unlikely that we will know the answer for several years but as we are weeks away 
from back to school and then the holiday season, volumes will likely ramp ahead of 3Q 
earnings due to the relationship and I'd be surprised if we dont see press releases touting 
that fact.  
 Besides standard TPV growth, new products appear to be gaining traction as well.  
Venmo posted TPV growth of +141% in the most recent quarter and PayPal OneTouch, 
proving to be the most rapidly adopted product in company history with 25M consumers 
opting in since launch and now being offered by >2M merchants. 
 The strong results, increased stability in the Visa relationship (no expectation of 
dramatic contractual cost increases now) combine with the upcoming seasonal strength 
to make this a viable investment through the first quarter reporting season.   
  
  
Cadence Design Systems (CDNS) 

 Overloved into the quarter, selling off despite upside. 

 The post earnings sell off brought CDNS's valuation below the peer group 
on a PE basis 18.8x vs 20.5 and EV/S 3.8x vs 4.4x.  

 
 Cadence reported June quarter results slightly ahead of expectations and 
guided the September quarter  slightly below as hardware sales saw record 
results in the June Q (causing some lumpiness in the top-line). Full year 
guidance was maintained at the mid-point and total bookings were healthy at 
$2.02-$2.08B for FY16 (+6-9% growth). Despite a higher hardware revenue 
mix, gross margins came in at ~89%, implying a shift to higher margin product.  
Across the board, this was a good quarter and ahead of expectations but the upside 
makes the year back end loaded unless there is upside in those quarters as well.  If the 
stock had not been up ~25% at the time of the announcement, the numbers would most 
likely have been perceived as good enough but investors chose to take profits.  The 
important thing is that the underlying investment theme is still in place. 
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