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NYSE: PYPL BUY 

Nathan Seawater 
Fixed Income Lead 

Nathan_Seawater@csu.fullerton.edu 
31 March 2020 

Recommendation: Buy 67 shares, 3% equity weight 

Executive Summary 

Financial technology, commonly referred to as 

FinTech, combined two seemingly essential market 

segments. PayPal Holdings operates several popular 

and growing payment platforms, both on the 

consumer side and the business side. Venmo is 

currently one of PayPal’s most notable subsidiaries 

operated under Braintree Payment Solutions LLC. The 

firm, together with its subsidiaries, operates a global 

technology platform linking consumers 

internationally and facilitates the processing of 

transactions. We at SMIF believe that PayPal, having 

been previously purchased by us in the past, has 

recently become a re-purchase opportunity due to 

recent market volatility and downward trends. Based 

on guidance acquired from FactSet, including an 

intrinsic value based upon their current estimates, we 

believe PayPal has a potential upside of 25.3%. PayPal 

has distinguished itself as a leader within the FinTech 

segment and will diversify SMIF’s systematic risk 

while generating returns during an exceptionally 

volatile period.  

 

 

Key figures 

52 Week Range            $82.07 - $124.45 

Current Market Cap                 $113.81.00 

Outstanding Shares                     1,173.00 

Current Trading Price                $97.03 

Revenue (Dec. ’19)                 $17,772.00 

Dividend Yield         N/A 

P/E       46.88 

EV/EBIT      42.34x 

Enterprise Value                                               $110,330.00   

Beta          1.16 

WACC          6.1% 

Growth Rate                    21.1% 

Target Price                 $129.92 

Potential upside                  25.3% 

 

Alexis Hartman 
Equity Lead 

Alexis.Hartman@csu.fullerton.edu 
31 March 2020 
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Company Overview 

PayPal was founded in December 1998 and is headquartered in San Jose, California. PayPal has a market capitalization of 

113 billion dollars. The company currently employs about 23,000 employees with plans to continue expanding. PayPal 

currently receives 91% of its 

total revenue stream from 

transactions, and 9% from its 

service offerings. As far as 

competitors go, PayPal primarily 

competes with businesses such 

as Mastercard, Intuit, and 

Western Union.  

In terms of subscribers and 

users, PayPal has enjoyed 

steady user adaptation since its 

inception with an astounding 

100 million loyal users before 

the company even hit a single 

decade in operation. As shown 

by the data on the right, the 

same trend has transpired over 

the past few years with a continual increase in end users. 

After the simple design of ecommerce payment processing, PayPal decided to branch out into numerous financial-

technology areas. One of the most successful and prevalent subsidiaries PayPal has created is Venmo. Venmo’s casual 

money transfer platform is currently the second biggest revenue driver for PayPal. The subsidiary has demonstrated 

exceptional year-over-year growth, with a 56% expansion rate from 2018-2019 alone. The platform now has 40 million 

active users and is projected to flourish as markets become increasingly digital.  

PayPal’s cash flow is expected 

to grow at a rate of 21.2% 

annually through 2024. In a 

recent poll, 89% of consumers 

recognized PayPal as a brand 

name compared to a mere 

20% who recognized Venmo. 

Venmo largely competes 

against other consumer-to-

consumer transaction 

processors like Zelle and 

Square Cash. All consumer-to-

consumer platforms are 

experiencing higher than 

normal user growth 

internationally. It is important 
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to note that statistics from 2018 showed consumer purchases online were made up of 44% credit cards, 32% debit 

cards, and only 14% PayPal. This leaves the company plenty of room to challenge traditional credit and debit cards for an 

increasing hold in the market share.  

Investment Thesis 

We believe PayPal would make a great addition to the CSUF SMIF portfolio given its track record of reliable growth and 

its position within the ever-evolving sector of FinTech. As consumers, worldwide are forced to become familiarized with 

technology, due to quarantine, PayPal’s foundation of paperless transactions sets the stage for a rapid expansion 

opportunity. As for the mid to long term picture, PayPal should continue to see strong growth, post-COVID-19, as 

consumer habits normalize within the early economic cycle and transaction numbers increase.   

Catalysts 

Catalyst 1: As technology continues to play an increasingly vital role in business and consumer transactions, PayPal is in 

an advantageous position. Through numerous acquisitions the company has rapidly diversified its offerings. From 2015-

2019, PayPal has completed 11 acquisitions ranging from companies in mobile wallet services, marketing, ecommerce 

expansion, international money transfer, fraud detection, and software development. With precisely targeted 

acquisitions PayPal has been able to develop its platform at a rapid rate while also capturing new market segments. As 

the company continues to strengthen its capabilities it is expected that PayPal will continue to grow at a rate of 21.2% 

per year and continue as a leader in the ecommerce space. In addition, as consumers, such as millennials and generation 

Z, live in a now culture, PayPal has tapped the ultimate target market for instantaneous money transfers, banking, and 

transactions, resulting in a highly profitable customer base. As FinTech continues to evolve and grow, PayPal is expected 

to maintain its market leader position creating a profitable investment.  

Catalyst 2: As technology removes borders and allows consumers to easily interact in international markets PayPal has a 

strong opportunity to take hold of the global FinTech market. The company supplies the marketplace with the benefit of 

seamless currency exchange across borders uniting financial worlds. With acquisitions of companies, such as GoPay, 

PayPal is expanding its bases in areas like Beijing, China. In addition, PayPal plans to capitalize on European markets 

further extending their worldwide reach. As a result of capitalization in markets around the globe, PayPal will have 

greater revenue and the ability to continue their string of cash paid acquisitions fostering the growth of the business.  

Valuation, Recommendation, & Risks 

By comparing PayPal to its closest competitors, we can get a better idea of how PayPal “stacks up” to the rest and helps 

us to create an idea of overall value based on future growth projections.  
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In terms of financial growth future projections look strong even with the threat of competitors. PayPal has established 

itself as an industry leader in FinTech. PayPal competes with banks in terms of total transactions by volume.  

Recommendation: We at CSUF SMIF, recommend purchasing 67 shares or a 3% of equity weighting in PayPal Holdings. 

We believe the company is currently trading at a discount leaving an upside opportunity of 25.3% paired with a strong 

long-term growth rate of 21.1%. By capitalizing on the growth prospects of PayPal, after consumer habits normalize, 

SMIF believes we can capture strong returns for the portfolio while also better diversifying segment allocations.   

Risk 1: Zelle is quickly becoming a name-brand 

competitor to Venmo. More major financial banks 

such as Bank of America implement Zelle directly into 

their banking applications, exposing their entire 

customer base to the program. While this is 

advantageous to the consumer, it does pose a threat 

to PayPal in terms of dominating transactions. If more 

competitors develop consumer-to-consumer 

applications in the future, it could dilute Venmo’s 

dominance and brand-power. A possible way that 

PayPal can circumvent Zelle and other bank threats is 

appeal to their core user-base, young millennials (21-

29 years of age in Dec. 2018, Cornerstone Advisors).  

 

PayPal already competes with banks in terms of major 

transactions by dollars (billions), so focusing on their 

key demographics could help edge out Zelle. Possibly even by making deals with smaller networks of banks that do not 

have an application integrated with their banking systems.  
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Risk 2: PayPal faces an up-hill battle against 

established banks. While PayPal has grown quite 

quickly taking advantage of FinTech segment 

availability left by major banks and transaction 

companies, these voids are filling fast. Major 

companies are eyeing the FinTech space in terms of 

using it for their own platforms and cutting out the 

middlemen, such as PayPal. Apple, Google, and 

Facebook have already begun competing in the 

FinTech space, i.e. Apple Pay and Libra. As these 

companies develop their own FinTech programs, they 

incorporate their programs on their platforms which 

may alienate other transaction companies. 

PayPay could hedge against these risks in the future 

by continuing the pursuit of their not-so-popular 

PayPal debit card. While this card is a great idea, it 

hasn’t quite taken on the popularity that PayPal itself currently enjoys. In 2017, 34% of individuals asked in a poll 

recognized the possibility of switching to a PayPal debit card over their primary cards (Visa, Mastercard) but PayPal will 

have to market the card to their core users.   
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 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 

enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 

report is prepared for general circulation. It does not have regard to the specific investment objectives, 

financial situation and the particular needs of any recipient hereof. You should independently evaluate 

particular investments and consult an independent financial adviser before dealing in any securities 

mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 

believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 

completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 

or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 

have issued other reports expressing views different from the Information and all views expressed in all 

reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 

to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 

representatives may, to the extent permitted by law, transact with, perform or provide broking, 

underwriting, corporate finance-related or other services for or solicit business from, the subject 

corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 

representatives may also, to the extent permitted by law, transact with, perform or provide broking or 

other services for or solicit business from, other persons in respect of dealings in the securities referred 

to in this report or other investments related thereto; and (3) the officers, employees and representatives 

of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 

“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 

(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 

make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 

this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 

in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 

carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 

Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 

(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 

related or linked to the recommendations or views expressed in this report or to any sales, trading, 

dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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https://www.statista.com/statistics/218493/paypals-total-active-registered-accounts-from-2010/ 

 

https://www.reuters.com/companies/PYPL.OQ/profile 

 

https://www.forbes.com/sites/ronshevlin/2019/02/11/venmo-versus-zelle/#4fdb6a173c62 

https://www.statista.com/statistics/218493/paypals-total-active-registered-accounts-from-2010/
https://www.reuters.com/companies/PYPL.OQ/profile
https://www.forbes.com/sites/ronshevlin/2019/02/11/venmo-versus-zelle/#4fdb6a173c62

