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PayPal Holdings, Inc. 
Downgrading to Neutral After 4Q17 Report; Role with 
EBAY Reduced; Valuation Gap with V, MA Too Wide 

We are downgrading PayPal Holdings (PYPL) to Neutral (from Buy) and 
removing our price target of $81 after the company today following the 
market close delivered a strong 4Q17 earnings report that was 
nevertheless not strong enough to justify the stock’s lofty valuation, in our 
view. While we continue to view PYPL as well positioned to be among the 
leading beneficiaries of the global growth of mobile payments, during the 
past year the stock has moved from trading at a modest discount to the 
global payment networks to trading at a healthy premium to them – a 
valuation gap that we find difficult to justify. 

 

 

At the same time, PYPL’s risk/reward proposition has become less 
attractive as the stock appears priced for near-perfection while 
execution risk remains on several fronts. Investors received a reminder 
that PYPL does face risks after news hit the tape at about 6:15pm ET 
today that former parent eBay (EBAY, Not Rated) was replacing the 
company as its primary payments processor with Adyen BV, a 
privately-held Dutch firm. That news broke less than two hours after 
PYPL had touted an extension of its agreement with EBAY while 
neglecting to note its reduced role. 

 

 

 

PYPL’s 4Q17 earnings report once again featured an earnings beat as 
well as the collection of strong metrics that investors have come to 
expect from the company, whose shares have more than doubled over 
the past 12 months. The list of year-over-year growth rates was 
impressive: FX-neutral revenue was up 24%, FX-neutral transaction 
processing volume (TPV) was up 29%, and Venmo volume growth was 
up 86% (although this was slower than the 93% increase in 3Q17). 

 

 

 

With that said, PYPL now trades at 20.2x FY19E adjusted EBITDA 
versus Mastercard (MA, Not Rated) at 18.9x and Visa (V, Not Rated) at 
16.5x. While PYPL’s growth rate may merit some premium over MA 
and V – a point that is debatable given PYPL’s place within the global 
payments food chain – we believe the valuation gap is just too wide. 

 

 

 

Valuation: Based on our EV/EBITDA valuation analysis of PYPL, we 
believe its shares will remain within +/- 15% of current levels over the 
next 12 months. BTIG does not assign price targets to Neutral-rated 
stocks. 

  

 

PYPL $85.32 
12 month target $#,##0;(#,##0) 
Upsi de       %  

  

NEUTRAL  
 

52 week range $39.31 - $85.45 

Dividend Yield       Market Cap (m) $104,346 
 

Price Performance 

 
Source: IDC 

 

Estimates 
 

 1Q17 A 2Q17 A 3Q17 A 4Q17 A FY17 A 1Q18 E 2Q18 E 3Q18 E 4Q18 E FY18 E FY19 E 

EBITDA 766 824 838 988 3,548 975 970 1,007 1,248 4,199 4,753 
Diluted EPS (Adj.) 0.44 0.46 0.46 0.55 1.90 0.53 0.52 0.53 0.66 2.24 2.56 
Source: BTIG Estimates and Company Documents ($ in millions, except per share amount) 

  
 

 



 
 
 
 

 

 

 BTIG LLC Mark Palmer (212) 588-6582 
2 

www.btigresearch.com  

 PYPL announced that prior to the end of 4Q17 it and EBAY, Not 
Rated) had signed a term sheet confirming that PYPL will continue to 
be featured on the eBay Marketplace through July 2023 (even as we 
learned subsequently that Adyen would replace PYPL as EBAY’s 
primary payments processor after PYPL had served in that role for 15 
years). The existing deal put in place upon PYPL’s separation from 
EBAY two-and-a-half years ago would have expired in 2020.  

 Management said the terms of the agreement were such that PYPL 
would not need to alter its medium-term guidance, noting that EBAY 
represented about 13% of its TPV now, down 900bps over the last two 
years, and that it would represent significant less in the coming years. 
However, we believe that as a consequence of Ayden’s advent with 
EBAY that this part of the PYPL story now falls into the “show me” 
category, representing a new source of uncertainty. 

 We believe the FY18 revenue growth forecast that PYPL offered in 
conjunction with its 4Q17 report – growth of 15% to 17% at current 
spot rates, including a negative impact of about 3.5% representing the 
expected impact of the sale of $6.8bn in U.S. credit receivables to 
Synchrony Financial (SYF, Buy, $44 PT) at an assumed closing date of 
July 1 – may disappoint some investors after management in October 
had offered initial guidance for FY18 revenue growth at spot rates of 
about 20%.  

 PYPL’s FY18 non-GAAP diluted EPS guidance in a range of $2.24 to 
$2.30 was perhaps more encouraging, but with the consensus 
estimate at $2.24 prior to the report’s release it did not represent the 
kind of forecast that had caused analysts to significantly reset their 
growth assumptions as several of the company’s reports have in 
recent quarters. Clearly, the expectations bar has been raised 
meaningfully for PYPL and the company appears to be bumping up 
against it at this point – a position that makes the surprising 
EBAY/Adyen news even less palatable. 

 PYPL’s transaction margin jumped to 65.1% in 4Q17 from 54.8% in 
the prior quarter thanks to management’s transfer of the company’s 
U.S. credit receivables portfolio to the held-for-sale category. As a 
consequence, transaction and loan loss rate declined to 3bps from 
32bps during the quarter, driving the margin expansion. PYPL’s 
transaction expense rate of 96bps was down by 1bps, offering 
confirmation that the company’s consumer choice programs with V 
and MA have not driven transaction expenses meaningfully higher as 
some had feared when those partnerships had been announced. 

 Looking across the spectrum of Financials stocks, we believe PYPL is 
not particularly well positioned relative to some of the macro trends 
in the space. Unlike many Financials companies, it is not poised to be 
a beneficiary of tax reform like others such as SYF. Amidst a rising 
interest rate environment, investors tend to rotate into regional 
banks, insurers and other businesses with positive sensitivity to higher 
rates and out of secular growth stories such as PYPL.  
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Income Statement 

 

 

 

 

PayPal Holdings - Operating Model Dec-14 Dec-15 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Dec-18 Dec-19 Dec-20

$ mil l ions 2014A 2015A 2016A 1Q17A 2Q17A 3Q17A 4Q17A 2017A 1Q18E 2Q18E 3Q18E 4Q18E 2018E 2019E 2020E

Net Revenues 8,025.0      9,248.0      10,842.0   2,975.0      3,136.0      3,239.0      3,744.0      13,094.0   3,546.6      3,646.0      3,758.2      4,344.9      15,295.7   17,860.6   20,533.9   

Transaction expense 2,170.0      2,610.0      3,346.0      987.0         1,064.0      1,102.0      1,266.0      4,419.0      1,238.7      1,303.4      1,350.0      1,550.9      5,442.9      6,653.3      8,033.3      

Transaction and loan loss 646.0         809.0         1,088.0      300.0         308.0         363.0         40.0           1,011.0      312.2         322.6         341.5         388.8         1,365.1      1,701.9      2,160.0      

Customer support and operations 1,055.0      1,220.0      1,267.0      317.0         335.0         346.0         366.0         1,364.0      360.5         371.1         382.4         404.6         1,518.6      1,689.8      1,849.8      

Sales and marketing 998.0         985.0         969.0         238.0         284.0         278.0         328.0         1,128.0      270.6         314.6         307.3         362.6         1,255.1      1,396.5      1,528.6      

Product development 890.0         947.0         834.0         214.0         232.0         240.0         267.0         953.0         255.1         257.0         265.3         295.2         1,072.5      1,207.4      1,321.8      

General and administrative 482.0         560.0         1,028.0      265.0         282.0         293.0         315.0         1,155.0      304.8         310.2         322.3         330.8         1,268.0      1,394.8      1,534.3      

Depreciation and amortization 516.0         608.0         724.0         183.0         201.0         194.0         227.0         805.0         214.5         229.7         221.2         258.9         924.3         1,079.3      1,240.9      

Restructuring -             48.0           -             40.0           -             -             92.0           132.0         -             -             -             -             -             -             -             

Total operating expenses 6,757.0      7,787.0      9,256.0      2,544.0      2,706.0      2,816.0      2,901.0      10,967.0   2,956.3      3,108.5      3,189.9      3,591.6      12,846.4   15,123.0   17,668.7   

Adjusted EBITDA 2,076.0      2,490.0      2,793.0      766.0         824.0         838.0         988.0         3,548.0      975.2         969.6         1,006.6      1,247.6      4,198.9      4,753.2      5,206.0      

Operating income 1,268.0      1,461.0      1,586.0      431.0         430.0         423.0         843.0         2,127.0      590.3         537.5         568.3         753.2         2,449.3      2,737.7      2,865.2      

Other income (expense) (7.0)            27.0           45.0           7.0              17.0           28.0           21.0           73.0           -             -             -             -             -             -             -             

Income (loss) before income taxes 1,261.0      1,488.0      1,631.0      438.0         447.0         451.0         864.0         2,200.0      590.3         537.5         568.3         753.2         2,449.3      2,737.7      2,865.2      

Income tax expense 842.0         260.0         230.0         54.0           36.0           71.0           244.0         405.0         59.0           53.8           56.8           75.3           244.9         273.8         286.5         

Net income 419.0         1,228.0      1,401.0      384.0         411.0         380.0         620.0         1,795.0      531.3         483.8         511.5         677.9         2,204.4      2,463.9      2,578.6      

Diluted EPS - GAAP $0.34 $1.00 $1.15 $0.32 $0.34 $0.31 $0.71 $1.47 $0.43 $0.40 $0.42 $0.56 $1.80 $2.04 $2.17

Diluted EPS - Adjusted $1.10 $1.29 $1.50 $0.44 $0.46 $0.46 $0.55 $1.90 $0.53 $0.52 $0.53 $0.66 $2.24 $2.56 $2.81

Diluted shares outstanding 1,222.0      1,227.5      1,217.5      1,216.0      1,215.0      1,223.0      1,228.0      1,220.5      1,226.0      1,224.0      1,222.0      1,220.0      1,223.0      1,207.5      1,187.5      

Revenue growth 19.3% 15.2% 17.2% 16.9% 18.3% 21.4% 25.6% 20.8% 19.2% 16.3% 16.0% 16.0% 16.8% 16.8% 15.0%

Operating margin 15.8% 15.8% 14.6% 14.5% 13.7% 13.1% 22.5% 16.2% 16.6% 14.7% 15.1% 17.3% 16.0% 15.3% 14.0%

EBITDA margin 25.9% 26.9% 25.8% 25.7% 26.3% 25.9% 26.4% 27.1% 27.5% 26.6% 26.8% 28.7% 27.5% 26.6% 25.4%

Net income margin 5.2% 13.3% 12.9% 12.9% 13.1% 11.7% 16.6% 13.7% 15.0% 13.3% 13.6% 15.6% 14.4% 13.8% 12.6%

Tax rate 66.8% 17.5% 14.1% 12.3% 8.1% 15.7% 28.2% 18.4% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%

Source BTIG Estimates and Company Reports

http://www.btigresearch.com/
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BTIG Covered Companies Mentioned in this Report 
 
PAYPAL HOLDINGS, INC. (PYPL, Neutral, $N/A PT; Current Price: $85.32; Analyst: Mark.Palmer) 
SYNCHRONY FINANCIAL (SYF, Buy, $44.00 PT; Current Price: $39.68; Analyst: Mark.Palmer) 
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Appendix: Analyst Certification and Other Important Disclosures 
 

Analyst Certification 
I, Mark Palmer, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 

I, Giuliano Bologna, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 
 

 

Regulatory Disclosures 
Ratings Definitions 
BTIG LLC’s (“BTIG”) ratings, effective June 12, 2017, are defined as follows: 
BUY – A security which is expected to produce a positive total return of 15% or greater over the 12 months 
following the recommendation. The BUY rating may be maintained as long as it is deemed appropriate, 
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return. 
SELL – A security which is expected to produce a negative total return of 15% or greater over the next 12 months 
following the recommendation. The SELL rating may be maintained as long as it is deemed appropriate, 
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return. 
NEUTRAL – A security which is not expected to appreciate or depreciate meaningfully over the next 12 months. 
NOT RATED – A security which is not rated or covered by BTIG. 
UNDER REVIEW – Effective immediately, coverage of the following securities is Under Review. Ratings, price 
targets, disclosures, and estimates for the companies listed below are suspended and should no longer be relied 
upon. 
 

Distribution of Ratings and Investment Banking Clients 
BTIG must disclose in each research report the percentage of all securities rated by the member to which the 
member would assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG 
must also disclose the percentage of subject companies within each of these three categories for whom the 
member has provided investment banking services within the previous twelve months. Stocks under coverage as 
of the end of the most recent calendar quarter (December 31, 2017): 278 

  
Distribution of BTIG’s Research Recommendations (as of December 31, 2017): 
BUY: 59.0%; NEUTRAL: 37.0%; SELL: 4.0%  
  
Distribution of BTIG’s Investment Banking Services (as of December 31, 2017): 
BUY: 20.1%; NEUTRAL: 6.8%; SELL: 0.0% 

  
For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold 
and Sell categories, respectively. 
 

Company Valuation and Risk Disclosures 
PayPal Holdings, Inc. (PYPL, Neutral),            PT) 
Valuation: Based on our EV/EBITDA valuation analysis of PYPL, we believe its shares will remain within +/- 15% of 
current levels over the next 12 months. BTIG does not assign price targets to Neutral-rated stocks. 
Risks: The primary risks to PayPal include: competition from mobile wallet offerings and others, pressure on take 
rates, security risks, regulatory risks, regulatory risks and reliance on third-party banks for credit-product 
issuance. Upside risks: continued growth above expectations and an acquisitions of the company. 
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Other Disclosures 
Additional Information Available Upon Request 

General Disclosures 
Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG 
institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because 
they may have received such BTIG report. 
 
The research analyst(s) responsible for the preparation of this report receives compensation based upon a variety 
of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm revenues. 
 
BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive 
information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions 
and information provided in this report are as of the date of the report and may change without notice. An issuer 
may be classified as “Under Review” or “Research Restricted”. In these cases, investors should consider any 
previous investment recommendation and/or rating to a subject company/issuer to no longer be current and 
should not be relied upon nor considered a solicitation. 
 
This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any 
jurisdiction where such an offer or solicitation would be illegal. This research report was not drafted specifically for 
any particular individual or entity and is not a personal recommendation to participate in any particular trading 
strategy or transaction. Any recipient of this research report should obtain independent advice specific to their 
personal circumstances before undertaking any investment activity and must make their own independent 
evaluation of any securities or financial instruments. 
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Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information 
known to, employees or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG 
and its parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and 
Traders, may provide oral or written commentary or advice that may be inconsistent with the opinions and/or 
views expressed in this research report. BTIG Group employees and/or its affiliates not involved in the preparation 
of this research report may have investments in securities or derivatives of securities of companies mentioned in 
this report that are inconsistent with the views discussed in this report. 
 
Investors in securities products bear certain risks in conjunction with those investments. The value of, and income 
from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices 
or market indexes, operational or financial conditions of companies or other factors within or beyond the 
companies control. Recipient of the research reports should be aware that investments in securities may pose 
significant risks due to the inherent uncertainty associated with relying on forecasts of various factors that can 
affect the earnings, cash flow and overall valuation of a company. Any investment in securities should be 
undertaken only upon consideration of issues relating to the recipient’s overall investment portfolio and 
objectives (such as diversification by asset class, industry or company) as well as time horizon and liquidity needs. 
Further, past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. There may be time 
limitations on the exercise of options or other rights in any securities transactions. 
 
Investing in foreign markets and securities, including ADRs, is subject to additional risks such as currency 
fluctuation, limited information, political instability, economic risk, and the potential for illiquid markets. Investing 
in emerging markets may accentuate these risks. Non-U.S. reporting issuers of foreign securities, however, may 
not make regular or complete public disclosure relating to their financial condition or the securities that they 
issue. 
 
The trademarks and service marks contained herein are the property of their respective owners. Third-party data 
providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness 
of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or 
any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is 
intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are 
the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own 
company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the 
information provided. 
 

Jurisdiction and Dissemination 
BTIG is a U.S. broker-dealer and member of FINRA and SIPC. 
 
BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange 
Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and 
regulated by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but 
affiliated entities of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home 
jurisdiction for further information, or if you want to use our services in effecting a transaction. 
 
Issues and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional 
clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore 
and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, 
respectively. 
 

http://www.btigresearch.com/

