
 
    

 

 

Company Description: 

Square, Inc., started in 2009 to enable businesses to accept card payments, has since grown into a cohesive 

commerce ecosystem that facilitates the growth of businesses through several mediums and allows buyers 

and individuals to make payments and transactions. Square serves customer bases operating out of the United 

States, Canada, Japan and Australia and assists popular brands such as Apple and Android.  

 

BUY: 
Current Price:                       $44.18 
Target Price:                       $76.20 
Market Cap:                       7.25B 
Volume:                                            39.061M 
Revenue Growth (YOY):                  33% 
Adj. EBITDA Growth (YOY):         195%    
Gross Profit Margin:                         34% 
 
 
No customer makes up more than 10% of revenue 
          

Catalysts:  
Short Term(within the year): 

- Company and Analyst Forecast Increases  
- Alignment with Cryptocurrency Market  

Mid Term(1-2 years): 
- Increased Cash Flow 
- Margin Improvement (- to +) 
- Bitcoin Payment Processing 

Long Term(3+):   
- Cryptocurrency Value Appreciation 
- Continued Partnerships and Collaborations 
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Thesis:  
 
With headquarters in San Francisco, CA, Square, Inc. has performed strongly since its IPO in 2015 

and its stock price is up roughly 200% YTD. The company has boasted revenue growth of 

approximately 33% YTD and net income losses since going public, however net income is expected 

to be out of the red by the end of this year for the first time and is expected to grow in 2018. 

Earnings per share are also expected to be positive for the first time this year and are expected to 

grow in 2018. Offering a variety of software programs that streamline business functions alongside 

the traditional payment processing function that the company was founded on has allowed Square to 

retain its current small business customers. The company plans to begin acquiring the business of 

larger customers in 2018. In recent months, Square’s Cash App has surpassed its strongest 

competitor Venmo as the most frequently downloaded financial app of any kind on both Apple and 

Android phones. On November 15th, Square announced the availability of Bitcoin purchases and 

sales to select customers of their Cash App and that full functionality would be rolled out platform-

wide in the near future. With recent upward revisions for next year coming from the company as 

well as analysts, alongside increasing cash flow, improved margins, improved earnings, new 

partnerships with reputable companies and exposure to the cryptocurrency market, I believe that 

Square, Inc. represents a strong buy opportunity with regard to the company’s value and growth 

potential.  

 

 

 

 

 
 
 
 

  

Earnings Performance: 
Square, Inc. has brought its earnings per 

share into the positive realm this year for 

the first time since going public. Growth 

in earnings for the last twelve months has 

surpassed 75%, setting a new company 

record. Analyst expectations are 

forecasting similar growth in earnings for 

the upcoming year and past performance 

has shown the company to be an 

outperformer against analyst expectations 

on a rather consistent basis.  

 



 
    

 

 

  

Square, Inc. has beat 6 of the past 8 analyst estimates with regard to earnings and net income and has 

surpassed analyst expectations 8 out of the 8 previous quarters with regard to EBIDTA and revenue 

performance. Adjusted earnings per share, revenue, net income and EBITDA growth figures were all stronger 

than competition for the past 8 quarters as well. 

 

Business Strategy: 
Square creates tools that help sellers start, run and grow their businesses through the processing of payments 

as well as through the provision of services such as reporting and analytics, next-day settlement, chargeback 

protection, inventory management and more. Alongside assisting businesses, the company manages payment 

transfers between individuals through its Cash App. Revenue is grouped into three categories: transaction-based 

revenue, subscription and services-based revenue, and hardware revenue. Recent gross payment volume (GPV) 

for the company is up 43% from the third quarter of 2016 and has increased 31% year over year.  

 

Transaction-based revenue of $510 million in the third quarter of 2017 stems from the areas of card-present 

transactions, invoices, virtual terminal, and E-Commerce API payments and is up 31% year over year. 

 

Subscription and services-based revenue of $65 million in the third quarter of 2017 stems from activities such 

as Square Sellers and Cash App Individuals, Instant Deposit, Caviar and Square Capital and is up 84% year over 

year. 

 

Hardware revenue of $10 million in the third quarter of 2017 stems from providing physical technology that 

enables the use of Square’s software and is up 23% year over year. 

 

Within the past year, the company has launched Square Register, their first 

all-in-one hardware offering. This combines a new type of hardware, their 

existing point-of-sale software as well as payment technology to provide 

consumers with an all-in-one offering that incorporates a seller display as 

well as a customer display. The company also sells its software as an 

individualized product to consumers who already utilize their own form of 

hardware in house. The Square Register is pictured to the right. 

 

Within the past week, the company unveiled the capability of cryptocurrency purchases and sales to a limited 

number of customers. Full functionality will be rolled out to all users in the near future as soon as the company 

is able to safely process the volume of transactions. 

 



 
    

 

Margin Improvement: 

Capital IQ data has been used in the creation of the table below to come up with EBITDA Margins for the 

past 3 years, the last twelve months, and for the estimated remainder of the year as well as the estimated year 

of 2018. EBITDA margins measure a company’s operating profitability as a percentage of total revenue and 

the figures for the recent years show a consistent increase in margins from a low point of -16% in 2014 to a 

recent record of -1% for the last twelve months. The end of 2017 is expected to boast positive EBITDA 

margins for the first time since the company went public and 2018 is expected to convey better margins. 

 

I calculated the gross profit margins for the past 4 years, which can be seen in the table below, using data from 

CapitalIQ.com. The table shows that margins have improved from 23% in 2013 to 34% for the year of 2016, 

increasing steadily over the period as both gross profit and revenue figures increased. This conveys the 

company’s ability to continue operating in an increasingly profitable manner despite its increase in volume. 

 

 

 

Bitcoin and Cryptocurrency Testing: 

In the past week, Square has unrolled the capability 

of purchasing and selling Bitcoin to a limited number 

of Square Cash App users in an effort to align with 

market trends. It is expected that payment transfer 

capability and a platform-wide rollout are around the 

corner. With Bitcoin boasting the highest market 

capitalization of all cryptocurrencies ($113 billion) 

and Bitcoin futures launching in the coming months, 

additional institutional investment is expected to 

drive value upward as public adoption also continues 

to grow. Cryptocurrency functionality will also likely 

increase the utilization of the app. Exposure to 

Blockchain technology has driven other company’s value up recently as well. With Square’s early move to 

adopt the technology, it no longer represents as credible of a threat to the payment processor since wide scale 

public adoption of cryptocurrencies in the future would have potentially decreased cash payment processor 

utilization.  

 

Year Ended 12/31/2014 12/31/2015 12/31/2016 LTM 12/31/2017 Est. 12/31/2018 Est.

EBITDA (134.10)$     (145.00)$     (91.80)$       (24.70)$       136.02$             245.90$             

Rev 850.20$      1,267.10$   1,708.70$   2,050.10$   967.85$             1,272.68$          

EBITDA Margin -16% -11% -5% -1% 14% 19%

12/31/2013 12/31/2014 12/31/2015 12/31/2016

Gross Prof 128.80$      226.10$      370.00$      576.00$      

Rev 552.40$      850.20$      1,267.10$   1,708.70$   

G.P. Margin 23% 27% 29% 34%



 
    

 

 

Cash Flow: 

Square’s cash flow has not only been growing fast, but it has been 

growing faster than sales as a percentage. This should contribute to the 

company’s ability to capitalize on upcoming business opportunities that 

will fuel profitability. In the past year, Square’s operating cash flow ratio 

(operating cash flow/sales revenue) has increased from .017 to .77, 

signifying that the company had translated less than 2 cents per dollar of 

revenue into cash that it could reinvest at the beginning of the year but 

now translates nearly 8 cents per dollar. At the beginning of the year, 

Square was unable to generate positive cash flow from its assets, 

boasting an asset efficiency ratio (operating cash flow/total assets) of -

.035. In the most recent quarter, however, Square boasted a positive asset efficiency ratio of .052, signifying 

that approximately 5 cents of cash has been generated per dollar of assets. To further convey the positive 

direction that the company is headed in, it should be noted that the increase in the company’s asset efficiency 

ratio occurred at a time while total assets were increasing as well, signifying the value that the company has 

been creating. 

 

 

Comparison to Competitors: 

 

In the table above, Square Inc. is compared against the Consumer Finance Segment as a peer group to show 

insight into the company’s recent performance in comparison to its competitors. It can be noted that revenue 

growth as well as earnings growth for the past year have beaten competition, while ROE of 10.01% is 7.45% 

lower than the peer group, although this is expected to some degree for a company with a more recent IPO 

that is investing in its own growth.  

With regard to the company’s Square Cash App, it recently became the most downloaded mobile payment 

processing app above previously existing number one app Venmo. After improving on a per-use basis in 

comparison to its strongest competitor, Cash app announced Bitcoin functionality which will ultimately 

increase the rate at which it is downloaded and used so long as cryptocurrency trends continue.  

 

 

 



 
    

 

 

Conclusion:  

In order to determine the potential downside risk of investing in this company, I performed a “What-If” 

analysis where I changed the assumptions in the valuation. Since revenue is the largest determinant of value 

for the company, I reduced the revenue assumptions in my forecast by 15% and calculated the new intrinsic 

value and target price. Under the reduced revenue assumption, showing 85% of the expected revenues, my 

intrinsic value was decreased by $13.52 per share to $51.02 and gives a 1-year target price of $62.68 which 

represents a 41.87% gain.  

In conclusion, I believe that Square, Inc. is poised to appreciate in value and continue to grow over the 

coming year, creating and continuing to return value to shareholders as a result. With limited downside risk 

based on lower than expected revenue growth, recent upward revisions from management as well as analysts, 

positive customer reviews, strong and growing brand recognition, exposure to cryptocurrencies, improvement 

in margins and profitability as well as positive earnings for the first time since going public, Square, Inc. 

represents a buy opportunity that provides equity-based exposure to the cryptocurrency market. 

 

 

 

 

 



 
    

 

 


