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What You’ll Learn
Stamps.com is up 100% since I wrote about it and whether I was wrong
A look at what Stamps.com is worth and what it teaches you about price vs value
An alternative investment to Stamps.com
It’s only been 10 months, but it looks like my decision to not buy Stamps.com (STMP) has been a
mistake so far.
Here’s how Stamps.com reacted after I wrote my last article showing that it was fairly valued.

But first, let me get the cliche out that the market should be viewed long term and over the short
term, anything can happen.
However, a 10-30% move within a year can be viewed as normal market movements, but 118%?
There has to be something I missed right?
Here’s the link to the previous article on Stamps.com that details all the numbers.
I’ll be going over some of these numbers and thoughts from back then to see whether there are
obvious mistakes with the benefit of hindsight and see if I can do a better job for the future.
It’s easy to look at your winners, but it’s also important to remain objective, unemotional or biased

and look to see whether there are mistakes that you can fix.

Looking Back for Clues to Improve My Process
Here’s what I started out with last time around. If you want to know what the business does, refer
to the past article.
Fast growing small company – check
Huge margins – check
Cash machine – check
No debt and healthy balance sheet – check
The difference now is that with the recent acquisition of Endica, Stamps.com will have debt
showing on its balance sheet in the next quarterly report.
However, the acquisition is excellent and it only strengthens its position in the postage labeling
business.
Ecommerce is thriving, more and more sellers are getting on eBay (NASDAQ: EBAY)and Amazon
(NASDAQ:AMZN) to sell products or opening up their own stores.
Wix.com (WIX) and Shopify also make it so easy to open up a store in less than an hour.
In fact, there has been a huge explosion in past few years as more and more people get on the
retail arbitrage bandwagon or sourcing products from Alibaba (NYSE:BABA) and then selling it on
Amazon.
Just check for yourself the number of ebooks published on retail arbitrage and DIY selling on
Amazon. It’s a multi billion dollar industry.
Stamps.com’s business model is still great and the risk of USPS continually going downhill still
exists which is why the acquisition of Endicia is a great move.
It shows that management is aware of what’s happening and what their risks are.
The downside is that the acquisition looks expensive at about 3x.
The SAAS model of Stamps.com is scalable and generates a ton of FCF.
Their acquisition of ShipStation before Endicia has certainly helped as FCF in the TTM is $48.5m.
2012 FCF: $0.8m

2013 FCF: $30.5m
2014 FCF: $48.9m
TTM FCF: $48.5 (only Q1 completed so far)

So Where Did I Go Wrong?
Looking back at my notes, it looks like I underestimated managements ability to make good
decisions.
I was too afraid of the USPS risk and how it could affect business.
I underestimated the growth estimates in the valuation.
But although the price has proven me wrong so far, the valuation is far too rich at this point.
Here’s why.

Updated Valuations
The current TTM EV/EBIT sits at 75x
In 2014, the EV/EBIT was 30x
The current TTM P/FCF is 23.8x
In 2014, the P/FCF was 15.6x
The current TTM P/S is 7.3x
In 2014, the P/S was 5.2x
Here is a look at the 5 year median values with the OSV Analyzer to give you a better idea of
what range I’m talking about.
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Compare these numbers to its competitor Pitney Bowes (PBI).
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Side by side, the current valuation for STMP looks ridiculous.
Smart acquisition of Endicia but it looks like the market is pricing in perfection.
Here’s a better look side by side.
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Stamps.com wins when it comes to growth, but in terms of valuation and lower expectations,
Pitney Bowes wins.

Priced for Perfection?

With the stock at $70 and utilizing a reverse DCF technique to see what the market is expecting
from the stock, the expected growth rate using the TTM FCF of $48.5m is 14.5%.
Check out the inputs and the values in the screenshot below.
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Analyst estimates are 13.6% for next year which is close to the expected 14.5% that I’ve
calculated.
Long term 5 year growth rates are estimated at 20%.
14.5% growth is achievable. Even 20% is acceptable for
a company with renewed growth, but when you combine
an EV/EBIT multiple of 75, I’m not inspired.
Here’s a PDF report of the data I’m using that you can
download to double check the data.

STMP Earnings Growth Esimates

Summing Up
I’ve certainly missed out on a 100% flyer, but I won’t be chasing STMP.
So far, it has proven me wrong with the stock price, but in terms of valuation, always remember
that price does not always equal value.
It’s best to use price as a tool to take advantage of market fluctuations instead of taking it as an
indicator of what a company is worth.
My main mistakes here upon review are related to overstating the risks and management ability to
make the right decisions.

