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PayPal Holdings, Inc. (PYPL)                                                                      Buy 
 

Solid Q4; Strong Venmo Growth; Initiate Buy & Target $141 
 

THESIS   
We are initiating a buy rating and a price target of $141.00 following PayPal’s Q4 earnings results. We are confident that PayPal could maintain 

its 18% annual revenue growth due to strong numbers in active accounts and total payment volume. Our buy recommendation is due mainly to 

stronger than expected Venmo users’ growth and its continuous acquisitions of payment platforms in international markets. With the launch of 

Venmo credit card later this year, we expect the revenue stream from Venmo to grow at a much faster rate. Predicting PayPal’s future acquisition 

costs is challenging, but the company’s past acquisitions have been consistent with our estimates and market consensus, and we are confident 

that PayPal’s upcoming acquisitions would help the company expand into emerging markets. Total payment volume remains a non-issue for the 

firm due to the strong business and consumer confidence in North American markets. It is becoming clear, in our view, that PayPal Holdings is 

on a path toward becoming one of the largest payment processing companies. 

  
• Strong Q4 Results beat top and bottom line. Q4 revenue growth came in at 

17% y/y (vs 19% in Q3’19) or $4.96B vs. FactSet at $4.94B. PayPal has now 
beaten revenue estimates for seven of the last nine quarters and we believe it 
will continue to outperform. EPS grew 25% y/y (vs. 5% in Q3’19) or $0.86. Non-
GAAP operating income for Q4 was $1.17B vs. FactSet at $1.16B. Non-GAAP 
operating margin was of 23.6% (vs. 23.4% in Q3’19). FCF came in at 20% y/y 
or $1.1B. Net new active accounts increased 14% y/y (vs. 16% in Q3’19) or 9.3 
million. The company now claims 305 million active accounts. We expect this 
growth to continue at the average rate of 15% registered in the past two fiscal 
years, bringing total active accounts to 352 million by FY20. 
 

 
• Guidance Reflects Impact of ongoing acquisitions; FY20 Revenue Outlook 

Raised. Relative to the preliminary outlook for 2020 that PayPal provided in 

October, the company expects to generate revenue between $20.8B and 

$21.0B, representing an 18%-19% y/y growth, compared to their previous 

outlook of 17% y/y. This came in slightly below FactSet’s expectation of $20.9B, 

but we expect PayPal’s revenue to eventually be $21.2B. We also predict EPS 

to be $3.58, while FactSet’s EPS estimate is $3.45. For Q1’20, we expect 

revenue to come in at $5.1B vs. FactSet’s estimated $4.8B, representing a 23% 

growth y/y. Our EPS estimate for Q1 is $0.82 vs. FactSet’s estimate of $0.78. 

  
• Initiates Overweight & $141 PT. Given the excellent performance shown in the 

past two fiscal years, we believe PayPal remains well positioned in the market. 

Venmo is growing in both active users and TPV and PayPal is continuing to 

acquire small payment platforms that facilitate its expansion in international 

markets. The agreement with MercadoLibre allows PayPal to expand in Latin 

America and reach Mercado Pago’s (MercadoLibre’s digital payment 

technology) 48 million active users. The 70% equity stake in GoPay makes 

PayPal the first foreign payment platform authorized to provide online payment 

services in China, where the demand for cross-border transactions reached $9.0 

trillion in 2018; the partnership with UnionPay International assures support for 

PayPal’s expansion strategy in China, while PayPal will offer payment solutions 

for UnionPay’s 120 million customers. 

 

RISK FACTORS  
Possible risks include increasing global competitions in the online payment 
industry and competition against different forms of payment. We believe that this 
will not affect PayPal since it already establishes good collaborative relationship 
with major players in the industry including Visa, MasterCard, and Google Pay. 
Other risks include extensive government regulations in cross-border and 
domestic money transmission, cyberattacks and privacy breaches, changes to 
payment card networks or bank fees, and changes in how consumers fund their 
PayPal transactions. 
  
PayPal is also subject to other macroeconomic risks such as tighter credit control, 
higher unemployment, reduced consumer confidence, and fluctuations in foreign 
exchange rates. The recent outbreak of the coronavirus may also impact 
consumer confidence in China, which would result in lower transaction volume. 
Despite the adverse economic conditions ahead, we are confident that PayPal’s 
experienced risk management team has prepared sufficient measures to hedge 
against the epidemic. 

PRICE: US $107.84   
Reflects price after hours 2/27/20. 
 
TARGET: US $141.00  
39x PE (assuming 1.16B shares out based on 

average share-repurchase rate) 
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Summary                                                              Current 

Rating                                                          Buy 

Price Target                                     US $141.00 

FY20E Rev (mil)                                US $20,705.0 

FY20E EPS                                            US $3.58 

 
52-Week High / Low     US $122.19 / US $90.00 
Shares Out (mil)                                   1,172. 96 
Market cap. (mil)                        US $143,604.88 
Book Value/Share                                       14.23 
Net Cash/Share                                            9.17 
Price/Book                                                    8.30 
Price/Sale                                                     7.99 
EV/EBITDA                                                 39.63 
Quick ratio                                                     0.43 
Current ratio                                                  1.43 
Debt/Equity                                                  32.32  
Dividend                                                          N/A  
 
1Y price chart:    
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Highlights from Q4 

Conference Call 

 
 
 
 
 
 
 
 
 
 
 

Key Drivers, Headwinds and 
Long-Term Opportunities 

 
 
• PayPal has processed nearly $200 billions of TPV, a new record for the company. 
 
• Over 12 billion transactions in the year, approximately 3.5 billion in Q4. 
 
• One Touch has been now adopted by 199 million consumers and 14 million merchants. 
 
• Venmo processed $102 billion in volume for the year, with $29 billion in Q4 alone. 
 
• PayPal has announced that Visa will be the official partner for Venmo credit card. 
 
• The company repurchased 14 million shares ($1.4 billion) throughout the year, 

approximately 2.9 million ($305 million) in Q4. 
 

 
More Growth Opportunities. PayPal’s expansion strategy has presented increasing growth 

opportunities as it captures a larger market share. Primarily, fast growth will be the result of the 

company’s new acquisitions and partnerships finalized in the past few quarters. Specifically, 

after the acquisitions of Honey, GoPay, and iZettle, and partnership with companies like 

UnionPay, PayPal is likely to face expansion in international markets, especially in China. The 

company will also have access to a wider range of customer segments: C2B through Honey, 

cross-border B2B through UnionPay, and C2C through Venmo. This reassures continued 

expansion alongside market growth, especially in otherwise restricted markets. 

 
Launch of credit card. With Paypal’s new global M&A expansion strategy, it be expected that 

there still remains a slew of acquisition projects that will propel the company and its market share 

even further. Notably, within its portfolio companies, PayPal is also executing considerable 

decisions. This is the case of the Venmo credit card, which the company looks to launch in the 

latter half of 2020. This presents both umbrella growth for the firm and sub-segment growth 

across the board in its portfolio. Together, these expansion plans constitute a significant 

opportunity for the future of PayPal. 

 
Expansion in Emerging Markets. Although in China payment giants like Alipay and WeChat 

Pay dominate the market and deliver excellent services to their customers, there are still 

opportunities for PayPal to provide a better alternative. For instance, account security is one big 

concern Alipay’s and WeChat Pay’s customers complain about, since the emerging facial 

recognition payment presents safety issues. PayPal, well known for its safety, can fill in that gap 

with safer payment procedures. More than 50 percent of Chinese consumers value data privacy 

and appreciate protection from their payment instruments. Hence, data privacy is something 

PayPal can consider to work on in China. 

 
Partnership with UnionPay. Another way for PayPal to break into the Chinese market is to 

provide more convenient global payment solutions. The company has recently collaborated with 

UnionPay, the Shanghai-based card company claiming the largest card payment volume in the 

world. PayPal has agreed to enable UnionPay’s users to add their UnionPay cards to their 

PayPal account and use them in hundreds of foreign countries. Naturally, this collaboration will 

also allow PayPal to gain more users in China. 

 
Venmo’s strong profit strategy. Although for years Venmo has not been profitable, in 2019 it 

made significant progress towards breaking even. In Q3, Venmo processed $27 billion in 

payments, a 64% increase y/y. Monetizing Venmo has been an important part of PayPal’s 

development strategy. The company is planning to launch revenue-generating features on 

Venmo, and its customer base will continue to grow. Key capabilities include P2P transactions 

with e-commerce sites and on-app retail rewards. Notable brands using Venmo rewards include 

Pepsi, Chipotle, and Netflix. Besides, Venmo is planning to release its credit card in late 2020 to 

increase profits and enlarge user base. Synchrony is expected to handle the banking side as 

users can pay their bills or get cashback rewards with the Venmo app. The credit card will help 

Venmo generate revenue by charging traditional credit card fees as well as receiving interest on 

loans that are default. 
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Strong earnings growth  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Over the past nine quarters, PayPal has consistently beat earnings estimates and the guidance it provides every quarter. PayPal 

has also recorded a YoY EPS growth of larger than 10% in 8 out of the 9 most recent quarters. PayPal’s EPS decline in Q3 

2019 was mainly due to its 4 billion acquisition of Honey as well as other smaller acquisitions. But overall, we believe PayPal 

will be able to regain its momentum and continue to surprise earnings estimates. 
 

Consistent growth in transactions  
 

 
 

Transactions have been regularly increasing on an annual basis (from 7.77 million in FY17 to 12.40 million in FY19) and we 

predict PayPal transactions to grow faster in FY20 (27.8% vs 26.33% in the past two fiscal years). Given consistent growth 

forecasts in active accounts, we expect transactions per active account to follow the expansion performed in the last two fiscal 

years, growing 8.8% to 44.22. Thanks to both domestic and global M&As, PayPal has room to increase market share within the 

US and grow its international customer base. In particular, the company has now access to UPI’s and MercadoPago’s userbase, 

counting 120 million and 48 million users respectively. 
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Sustained growth in revenue  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Revenue has been growing steadily for the last two fiscal years (from $13.09 billion in FY17 to $17.77 billion in FY19) and we 

expect a revenue of $20.70 billion for the current fiscal year, nearly in line with the average growth rate of 16.52%. Similarly, 

revenue per active account has been increasing for the same periods (from $57.18 in FY17 to $58.27 in FY19) and we forecast 

a 1.05% growth to $58.88 in FY20, slightly above the average growth rate of 0.95%. Venmo’s improvements towards breaking 

even are positive signs for PayPal and the launch of the peer-to-peer payment platform’s credit card in 2020 will constitute a 

new, important revenue stream. 
 

PE and PEG of PayPal and its main competitors* 
 

 
* Square and Meredith were excluded from the chart due to negative PE. 
 

• Given its diverse range of offering, it is challenging to find pure play competitors of PayPal. 

 

• We employ valuation metrics of PE and PEG ratios to evaluate the earning potential of Paypal more holistically. 

 

• According to PE, PayPal is aligned with the industry average of 34. 

 

• After Alibaba, PayPal has the PEG closest to 1, indicating that the company is fairly valued and has the potential to increase 

its stock price. 

 

REVENUE AND EPS HISTORY 
  

 

Q4’17 Q1’18 

 

Q2’18 

 

Q3’18 

 

Q4’18 

 

Q1’19 

 

Q2’19 

 

Q3’19 Q4’19        
EPS 0.55 0.57 0.58 0.58 0.69 0.78 0.86 0.61 0.86 

Revenue ($B) 3.74 3.69 3.86 3.68 4.23 4.13 4.31 4.38 4.96 
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