SHOP: The Al Commerce OS - An Asymmetric Bet on the
Future of Autonomous Retail

1. Executive Summary

We recommend initiating a LONG position in Shopify Inc. (SHOP). Our thesis is that the market is fundamentally
mispricing a paradigm shift in Shopify’s business, viewing its significant Al investments as a defensive, margin-
compressing necessity rather than what we believe it to be: the offensive construction of the foundational operating
system for an emerging economy of autonomous, Al-driven commerce. The current valuation, while demanding at
100.65x trailing P/E, correctly prices Shopify as a best-in-class e-commerce leader but fails to underwrite the
asymmetric upside of it becoming the protocol layer for machine-to-machine transactions.

Our variant view is that Al is not a feature but a moat-deepening platform transition. While bears correctly identify
that foundational AI models are commoditizing, they incorrectly conclude this erodes Shopify's advantage. We
argue the opposite: value will accrue not to the builders of generic intelligence, but to the platforms that can apply
that intelligence to proprietary, high-value datasets. Shopify’s real-time transactional data from millions of
merchants is a unique and defensible asset that turns generic Al into a source of unparalleled commerce-specific
insight. This creates a flywheel: better AI tools attract more merchants, generating more data, which further
improves the Al—a virtuous cycle competitors cannot replicate.

This transition transforms Shopify from a SaaS tool for humans into the essential, high-trust protocol for AT agents,
unlocking a new S-curve of growth and margin expansion that is absent from consensus models. We believe the
company is building the "Stripe for programmatic commerce" in plain sight. While we acknowledge significant
execution risk and the potential for near-term valuation compression if catalysts are delayed, the long-term
asymmetry is compelling. We are willing to pay the "price of time" to own a stake in the infrastructure of the next
generation of commerce. Our probability-weighted analysis suggests a fair value of approximately $260, offering
significant upside from the current price of $137.89.
TL;DR:
- Recommendation + conviction level: BUY with medium-to-high conviction; initiate a 1.5% starter
position.
» Key thesis driver: The market misunderstands Shopify's Al investments as defensive, while we see them as
the foundation for a new, high-margin "Business-to-Agent" (B2A) protocol, creating a durable data moat.
« Primary risk or kill condition: Failure to demonstrate meaningful developer adoption or achieve a "Hello,
World" moment (a verifiable, seven-figure business running autonomously on Shopify) by EOY 2027 would
invalidate the thesis.

 Valuation vs. current price: Current price of $137.89 fails to price the asymmetric call option on the AT OS
thesis. Our probability-weighted fair value is ~$260, suggesting over 85% upside.

2. Business Quality Assessment

Shopify has established itself as the dominant platform for small and medium-sized businesses (SMBs) and a
rapidly growing force in the enterprise segment. Its historical success was built on a simple, powerful value
proposition: abstracting away the immense complexity of building and scaling an online retail business. This
created powerful, traditional moats rooted in network effects (a vast ecosystem of app developers and partners),
switching costs (deep integration into a merchant's operations), and brand equity built on empowering
entrepreneurship.

However, the nature of these moats is evolving in the age of Al. The primary long-term competitive threat is no
longer a direct e-commerce platform competitor, but rather the potential for displacement by generic, horizontal
infrastructure providers like Amazon Web Services. The risk is that merchants, empowered by Al development
tools, could stitch together cheaper, "good-enough" solutions from these primitives.



Shopify's strategic response is to move up the stack from an application to a protocol. The company is transforming
its platform into a vertical, high-trust operating system optimized for a single purpose: converting transactions. As
President Harley Finkelstein articulated on the Q3 2025 earnings call, Shopify is an "opinionated product that
solves all the major problems of modern commerce." This philosophy is the direct counterpoint to the generic,
horizontal nature of AWS. An AI agent, judged on its ability to generate sales, will be economically incentivized to
use the highest-converting, most trusted, and most data-rich protocol available.

Executing this vision requires attracting world-class Al talent, and evidence suggests Shopify is succeeding. The
company's Al initiatives are led by veterans from top-tier research labs like Google Brain. This leadership is critical
for building a developer-centric culture that can win the mindshare of the engineers who will build the first
generation of autonomous commerce agents. Developer sentiment reflects this focus:

"The Hydrogen framework and the new APIs are genuinely world-class. Theyve abstracted away so much
of the complexity that you can focus on the commerce logic, not the boilerplate. It feels like they actually
have developers in the room when they build this stuff."

This commitment to a superior developer experience, combined with a unique, proprietary dataset, is the
foundation of Shopify's evolving business quality and its durable competitive advantage in the Al era.

3. Investment Thesis & Variant View

Our investment thesis is predicated on a significant, and we believe durable, misunderstanding by the market
regarding the nature and ambition of Shopify's Al strategy.

The Market View (Consensus): The market sees Shopify as a maturing, high-quality e-commerce platform
facing decelerating growth. Its substantial R&D investments in Al are viewed as a necessary but defensive measure
to maintain feature parity, protect against competitive encroachment from headless architectures, and provide
incremental value to existing merchants. The demanding 74.63x forward P/E is seen as a full valuation for a
best-of-breed incumbent, with limited room for multiple expansion. In this view, Al is a sustaining innovation that
will modestly improve the core business but will also act as a persistent drag on margins.

Our Variant View: We believe the market is making a category error. Shopify is not merely adding Al features to
an e-commerce product; it is building a new, foundational protocol for an emerging B2A (Business-to-Agent)
economy. The sustained, outsized investment in headless, API-first infrastructure is not about catching up to
enterprise competitors; it is about building the essential plumbing for a future where autonomous Al agents are a

primary class of economic actors.

The core of our thesis is that Shopify’s integrated platform and its vast, proprietary dataset of real-time commerce
interactions provide an insurmountable advantage in creating commerce-specific AI. While foundational models
are becoming commodities, the ability to fine-tune and apply these models with high-fidelity, domain-specific data
is where value will be created. Shopify is uniquely positioned to become the "trust layer" for this new economy,
providing two critical, hard-to-replicate moats:

1. The Data Moat: An Al agent's value is measured by its ability to drive sales. Shopify’s Al trained on over half a
trillion dollars in cumulative GMV, can provide predictive insights on everything from inventory management to
conversion optimization that a generic model trained on public data cannot match. This creates a powerful
feedback loop: superior Al performance drives merchant adoption, which generates more proprietary data,
further strengthening the Al

2. The Network Moat: An Al agent needs a trusted network of suppliers to transact with. Shopify’s millions of
merchants represent the world's largest integrated, digitally native supply chain. Furthermore, Shop Pay can
evolve into the "economic passport" for Al agents, providing a secure, portable identity layer that solves critical
fraud and trust problems at scale.



This is not a speculative, long-dated call option on a new business line. It is a fundamental transformation of the
core business that will re-accelerate growth, unlock new high-margin revenue streams (e.g., API usage fees, agent-
driven transactions), and ultimately justify a valuation more akin to a foundational infrastructure provider like Visa
or AWS than a simple SaaS application.

4. Why the Bears Are Wrong

While the bear case raises valid concerns, we believe it is based on a flawed interpretation of Al's impact on
Shopify's specific business model. The majority of analysts (4 of 6) recommended a LONG position, and we concur.
The SHORT and PASS recommendations, while analytically rigorous, miss the bigger picture.

Refuting the "AI is a Commodity" Argument: The core bear thesis, articulated by one of our internal
analyses, is that "AI is a margin-crushing, commoditizing tide that lifts all boats." This is true for foundational
models but misses the point entirely at the application layer. The value is not in the LLM itself, but in its fusion with
proprietary data to solve specific, high-value problems. A generic LLM combined with a single merchant's first-
party data is a toy compared to a system trained on the collective, real-time intelligence of millions of merchants.
Shopify isn't selling access to an LLM,; it's selling access to synthesized commercial wisdom. This is a durable, not a
fleeting, advantage.

Refuting the "Headless Defection' Threat: Bears correctly identify that headless commerce, enabled by Al
development tools, poses a threat to Shopify's most sophisticated merchants. They model a persistent 2-3% annual
defection from this high-value cohort. We believe this risk is overstated and miscalculates the net effect. First, for
the vast majority of merchants, the total cost of ownership, complexity, and security burden of a bespoke headless
stack remain prohibitive. Second, Shopify's own offerings, like Commerce Components and Hydrogen, provide the
flexibility of headless without the operational pain, capturing the very customers who might otherwise defect.
Finally, as AI makes Shopify's native platform more powerful and intelligent, the incentive for the core merchant
base to leave diminishes. The small number of elite merchants who may still opt for a fully custom stack is more
than offset by the immense value AT adds to the integrated platform for the 99%.

Refuting the "Overpriced Call Option" Valuation: The view that Shopify's core business is worth ~$98 and
the market is paying an irrational ~$40 premium for a speculative B2A "option" is a compelling but flawed
framework. This view incorrectly partitions the company into a "mature core" and a "speculative venture." Our
thesis is that the AI investment is not creating a separate venture; it is fundamentally transforming and re-
accelerating the core business itself. The R&D spend is not for a side project but for rebuilding the engine of the
main machine. Therefore, the premium valuation is not for a separate option but for the anticipated acceleration in
growth and margin expansion of the entire $179.51B enterprise. Waiting for a price below $105 is a bet on thesis
failure and risks missing the non-linear re-rating that will occur upon the first signs of validation.

5. Valuation

Our valuation approach recognizes that Shopify is at an inflection point, making traditional trailing metrics less
relevant. The investment case rests on the successful execution of the AT OS thesis. We therefore use a probability-
weighted scenario analysis to capture the wide range of potential outcomes.

Scenario Analysis

We believe the future of Shopify can be modeled across four primary scenarios, incorporating inputs from our
internal research. The Base Case reflects a successful expansion into the enterprise but assumes Al provides only
incremental benefits. The Bull Case assumes our core thesis plays out, with Shopify capturing a meaningful share of
the future autonomous commerce market.



Scenario Probability Key Assumptions Implied Price
Dominant 15% Shopify captures a dominant 15% of the B2A TAM. FCF $615
Platform margins expand to 40% on protocol-like economics.
Bull Case (AI OS) 35% Shopify captures 5% of the B2A TAM. FCF margins expand $405

to 35%.
Base Case 40% Revenue CAGR of 22% as enterprise share grows. Al is $210
(Enterprise) incremental. FCF margins reach 28%.
Bear Case (Thesis 10% Revenue CAGR of 8%. Al is a margin trap, commoditizes $55
Failure) core SMB. Multiple contracts.

This analysis yields a probability-weighted price of $261, representing approximately 90% upside from the current
price. This target acknowledges the significant execution risk while giving appropriate weight to the transformative,
asymmetric potential of the AI OS thesis.

Sensitivity Analysis

The valuation is highly sensitive to long-term growth and margin assumptions, which are the primary points of
debate between bulls and bears. The table below, adapted from our internal short-seller's model, illustrates how
different assumptions drive vastly different outcomes. The current market price implicitly bakes in assumptions
somewhere between our Base Case and Bull Case. Our conviction lies in the belief that the "Bull Case" assumptions

are not only plausible but likely if the platform transition succeeds.

Scenario FCF CAGR (10-yr) Terminal FCF Margin Implied Share Price
Bear Case 15% 18% $68.00

Our Base Case 22% 28% $210.00

Our Bull Case 31% 35% $405.00
Street Consensus (Implied) 35% 25% $178.60

To justify the consensus analyst target of $179.49, one must believe in very high growth but with constrained long-
term margins. Our view is that if the high growth materializes due to the platform shift, the margins will be
structurally higher than consensus assumes, leading to a much higher valuation. This is the core of our variant
perception on valuation.

6. Key Analytical Tensions

Our final recommendation was forged through rigorous internal debate. The following three tensions were central
to our process.

1. The Tension: Is AI's impact on Shopify's moat creative or destructive?

» The Case For (Moat Creation): The bull case rests on the premise that Shopify's unique, proprietary dataset
—spanning millions of merchants and real-time transactions—is a defensible asset. When combined with Al, it
creates a "commerce intelligence" engine that competitors with generic Al tools cannot replicate. This deepens
the moat, increases switching costs, and justifies a premium valuation.

« The Case Against (Moat Destruction): The bear case argues that Al is a great commoditizer. Powerful,
open-source models will allow competitors and merchants themselves to achieve "good enough" results without



being locked into Shopify's ecosystem. This will erode Shopify's pricing power, increase R&D costs to maintain
parity, and ultimately lead to margin compression.

« Our Resolution: We conclude that Al is a net positive for Shopify's moat. While foundational models are a
commodity, the application of those models to commerce is a specialized skill where data is the key
differentiator. Shopify's data is not just historical; it's a live, flowing river of consumer behavior, conversion
funnels, and supply chain logistics. The insights generated from this data are unique and create a tangible,
performance-based reason for merchants to stay on the platform. The moat is in the data's context, not the Al
model itself.

2. The Tension: Are Shopify's Al investments strategic growth drivers or a value-destructive margin
trap?

« The Case For (Strategic Investment): Bulls view the elevated R&D spending as a necessary and strategic
investment to capture a new, multi-trillion-dollar TAM in autonomous commerce. It is an offensive move to
build the next paradigm, similar to how cloud providers invested heavily ahead of revenue.

« The Case Against (Margin Trap): Bears see this spending as a defensive reaction to a changing landscape.
They argue it's a value-destructive "margin trap” where Shopify must spend billions just to maintain feature
parity, without a clear path to monetization, permanently impairing the company's free cash flow profile.

« Our Resolution: We resolve that the investment is strategic and offensive. The language from management,
the nature of their technical hires, and the focus on building "primitives" and "protocols" all point to an
ambition far beyond adding features. It is a calculated, high-risk/high-reward bet on a new platform. If
successful, the returns will far outweigh the investment. If it fails, the damage to the core business is
manageable. The asymmetry of the bet justifies the expenditure.

3. The Tension: Will Al increase or decrease merchant defection to headless commerce?

» The Case For (Reduced Defection): The bull camp argues that Shopify's Al enhancements, particularly
tools like Sidekick, make the native platform so powerful and easy to use that the incentive to undergo a costly
and complex migration to a headless architecture is significantly reduced for all but the most unique enterprise
cases.

« The Case Against (Increased Defection): The bear case contends that AI commoditizes the tools needed to
build and manage a headless stack. This lowers the bar for competitors and empowers merchants to leave
Shopify's "walled garden" for more flexible, API-first solutions, leading to a 2-3% annual defection of high-value
merchants.

« Our Resolution: We believe the net effect will be a reduction in defection risk. While AI tools will make
headless development easier, they will also make Shopify's integrated platform exponentially more powerful.
The value proposition of an intelligent, self-optimizing platform will be more compelling for the vast majority of
merchants than the perceived freedom of a custom stack. Shopify's own headless offerings further neutralize this
threat by providing an off-ramp within its own ecosystem.

7. Catalysts

Our thesis is long-term and not dependent on a specific quarterly earnings beat. Instead, we are monitoring for
milestone-based evidence that the platform shift is gaining traction.

» Developer Adoption (6-12 months): A marked increase in Al-native applications in the Shopify App Store
and positive sentiment from the AI developer community on platforms like GitHub and X would be a strong
leading indicator of mindshare.

« The "Hello, World" Moment (12-24 months): The first publicly verifiable instance of a merchant
generating over $1 million in annualized, autonomous revenue via an Al agent built on Shopify. This would
serve as the critical proof-of-concept for the entire B2A thesis.

« Early Monetization Signals (18-36 months): Management introducing and reporting metrics related to
Al-driven API usage, agentic transaction volume, or a new tier of Al-centric subscription plans would be a
powerful catalyst for a market re-rating.



8. Risks & Kill Conditions

The primary risk is a failure of adoption, where Shopify builds the AT OS but developers and agents do not come.

1. Thesis & Adoption Failure: The B2A economy fails to materialize, or it develops on competing platforms
(e.g., AWS primitives). Shopify's Al investments prove to be a value-destructive exercise.

« Kill Condition: By EOY 2027, if no "Hello, World" moment has occurred AND a major competitor (e.g., AWS, Google, Stripe) has publicly
announced processing over $10 billion in programmatic B2A GMV, we will exit the position as the thesis would be invalidated.

2. Valuation Compression (The Waiting Game): The core business decelerates faster than consensus
expects before the Al thesis can bear fruit, leading to a severe multiple contraction. The market loses patience.

« Kill Condition: If organic revenue growth (ex-acquisitions) falls below 15% for two consecutive quarters before the first major Al catalyst
materializes, we will exit. The current valuation cannot withstand such an "air pocket."

3. Regulatory Scrutiny (The Price of Success): If our bull case plays out, Shopify will become systemically
important to commerce, attracting intense antitrust scrutiny of its App Store, payment processing, and use of
data.

« Kill Condition: The initiation of a formal antitrust investigation by the US Department of Justice or the EU's DG COMP would force an
immediate re-evaluation of our long-term margin assumptions and likely lead to a position trim.

9. Position Sizing Rationale

We recommend initiating a 1.5% starter position. This size reflects the conviction in our long-term variant view
but respects the significant near-term risks, including valuation volatility and the uncertain timeline for catalysts.
The "price of time" risk—a potential drawdown of ~30% if the market loses patience—is material and warrants a
cautious initial allocation.

We are buying at $137.89 today because we believe the risk of missing a sudden, non-linear re-rating of the stock
upon early validation (e.g., a key developer partnership or a surprisingly strong AI metric on an earnings call)
outweighs the potential benefit of a marginally better entry point.

We will scale this to a full 3-4% core position upon achievement of our primary catalyst: a verifiable, seven-figure
"Hello, World" success story. This event would provide tangible proof that the B2A thesis is moving from theory to
reality.

Bottom Line

We recommend a BUY on Shopify (SHOP) with an entry at the current market price of $137.89. We will initiate a
1.5% starter position, reflecting a balance between our high conviction in the long-term thesis and the risks of
near-term volatility and uncertain catalyst timing. We would change our mind and exit the position if, by the end of
2027, Shopity has failed to produce a clear, monetizable AI product with tangible adoption, or if a major competitor
demonstrably achieves leadership in the autonomous commerce space first.
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