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Summary

« Assuming that the stock market is now in a correction mode, it is interesting to note
that Mastercard and Visa have been in this mode for the third month already.

« Visa and Mastercard are primarily growth companies. They are valued by the
market in terms of cash flow. Dividends, in this case, are just an added bonus.

« In terms of DCF modeling, Visa is already undervalued. And at the same time, the
fundamental value of Mastercard now coincides with the market price.

« If you focus on the dividend models, Visa is less overvalued than Mastercard.
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Intro

Assuming that the stock market is now in a correction mode, it is interesting to note
that Mastercard (\MA) and Visa (V) have been in this mode for the third month
already. And now, | think, it's a good time to compare how close these companies are
to their fundamental bottom.
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What will | do

In my opinion, a fundamental value or rational price of a company is a function with
three variables: (1) revenue, (2) margin, and (3) risk. In turn, the first two variables
are united by one concept of free cash flow. Or, free cash flow can be replaced with
dividends if the company pays them. By the way, this is our case.

Thus, to estimate the fundamental value of both companies, | will build Discounted
Cash Flow Models and Dividend Discount Models. Yes, there will be many tables.

Basic parameters of models

In order for the models to be less subjective, | will take as a basis the average

expectations of analysts regarding the revenue and EPS of the companies in the next

decade.

| also want to note the following. The business models of both companies appear to
be fairly stable. So, over the past five years, in the case of Visa, the average
operating margin was about 65%, and in the case of Mastercard, about 55%. |
proceed from the assumption that the average margin levels will persist.
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The relative size of capital expenditures is also more or less stable in the long run:

# Visa Inc CAPEX To Revenue (TTM)
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Both companies pay dividends. When predicting this parameter, | proceeded from the
average expectations of analysts for the coming years and the assumption that the
payout ratio will tend to the historical average. In the case of Visa, this ratio is 21.6%,
and in the case of Mastercard, 20.8%. As you can see, almost equal values.
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Finally, both companies continue to actively buy back. On average, the number of
diluted shares in both companies is reduced by 2% per year. | assume that this

dynamic will continue in the future.
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In general, it is striking how similar the two companies are in the context of the
dynamics of key financial indicators. But now let's move on to the models.

VISA

Here is the calculation of the Weighted Average Cost of Capital for Visa:

Source: Author

Notes:

used Beta equal to 1.
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Visa ("
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Weighted Average Cost of Capital

Rigk=free Rate of Beturn®

average debt in 2019 and 2018.

Here is the Discounted Cash Flow Model:
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In order to calculate the market rate of return, | used values of equity risk premium
(4.72%) and the current yield of UST10 as a risk-free rate (1.46%).
| used the current value of the three-year beta coefficient. For a terminal year, |

To calculate the Cost of Debt, | used the interest expense for 2020 divided by the

The relative size of CAPEX is assumed to be 3.5%, which is the five-year average.

6/12


https://static.seekingalpha.com/uploads/2021/10/4/36835796-16333559787286239_origin.png
http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html
https://visualizedanalytics.com/markets/stocks/analytics/V#visa-beta-coefficient

10/6/21, 11:17 AM Visa Vs. Mastercard: Who Is Closer To The Bottom (NYSE:MA) | Seeking Alpha

Visa DCF model Hestorical Projeciod | ——
% min 2008 2007 2B e 220 | 1 2 3 4 ] & T 8 8 10 Yoor
Rovenus 15082 18,358 20800 22677 21848 |24080 28710 32710 38270 42200 46200 50100 BAS00 SETH  ROS2Y | 59800

Rovenue Growih Fiate  87%  ZL7% 127%  10.0% |-4.92% |10013% 10.35% 1307% 17.00% 10.50% 025% A44% 670K G04%  S67% | rdex
Opprang IFcomec 9780 12,044 12554 15401 14002 15630 18562 21262 24876 Z7TAES 30031 32566 34776 36E75 38951 | 358T
Cpernting Mavpin:.  64.7%  BE2% E26% 67.0% G45% | 650% 650% 650% 650% G50% EAOM 650% B5O0% GSON 650N | 650%

foor Rafe: 20 J41.01% 153% 18.2% 2000 | 358% 258% 206% 258% 2548% 258% 258% 5% 208N 248% 25 0%

Tae (2021) (4.995) (2,505) (2804) (2.924) [(4.029) (4807) (5477) (6.408) (7.081) (7.736) (5,389) ¢B.958) (9.499) (10,034)((10,013)

"“UW“““P""L“"ND,:?;; 773 748 10448 12587 10,168 | 10610 13855 15785 16468 20408 22295 24177 25818 27076 IWE1T | 20,858

Ad. for Mon-Cash Chasges
Chent incerfives: 3400 4555 5491 61731 G664 | 6332 TS BSOS IDOSE 11,112 12939 13,964 14088 14508 15745 | 15713
% Aevenoe:  J776% 24.9% MEWM JEFN 208% | MEIN JETN AT PEIN MEIN MIN 2ETN TEIN MEIN PEIN TEIN

Shansbased compersaon: 221 238 32T 407 418 | JAS 450 K23 @12 EFT  TAS  BO@  BSE G0A 050 | G57
% Revenue:  15%  1.3% 16N  1E%  19% | 16%  16% 16N 16N 6% 16% 6% 16N 16N L6% | 1.6%
Doprecistion and omortizabon: 502 556 613 656 7E7 | TS5 BO01 1026 1201 1327 1449 1572 1678 1780 1880 | 2087
5% v 1 3% S0 3. 0F% 7% 2 5% 3.1%: 2.1% I 1% 3 % A T% 37% 3 1% 2% 3 1% 3 T%

Delerned income taoss:  (TE4) 1,700 (1.277) 24 a7 i7 21 24 il aa 3 3 M di &3 43
% Revenpe: S0%  OIN A2 00N 14N | 0% 0% 0.1% 0% 0% 0% 0% 0% 0% 0. 1% 1%
ik B4 S T4y (2T} (W45) | (TZ) [EB6) (B Msy (&@ (13 [(s) (181 (W) (180) (180}

% Rovenue  06% 0r% -04% 2% O | 0% 00N OI% 0% -00% 0% 0% 00N -03% 03N | 00%

Settiement recevablec 381 84 (22) (1,533) 1,888
Mooounts recervabler (68) (54)  (T0p (2N (43)
Cherd incontheesl:  [3,508) (4.628) [4882) (6.430) (8.081)

Onhae assitic  (315)  (2852) (1600 (M10)  (4032)

ACCounts payables 42 (30 3 @4
Setlement paynblec  (302)  (178) 282 1801 (2,304)
Accrued and other liabilses: 277 465 1761 62T BE3
Accrued iigator: (A7) i 452 (231) (200
Mot Decrease / (Increase)y  [3,528) (4.580) (2857) (6303) (B.298) ({6.113) (T295) (8311) (9.724) (10.745) (1. 739) (1Z.720) (13,594) (14.414) (15.225) (15 194)
% Rovenue: -234% -249% | -128% -274% S04%|-254% -254% -254% -I54% -254% 254%  -254%  -I54% 254N -254% | -254%

CAPEX: (523} (707) (718) (TS&) (T3E) [ (B40p (1002) (1041) (1.338) (1ATE) (1.692) (1. 748) (1.867) (1,960) (2.091) | (2.087)

% Rovenue: -15%  -1EN | 15N -DON | D4% | -35% -15W A5W -15%  -15M -35% -15% 1SN -15% -15N | -D5%

Urilenvned] Finss Caish Flow: 12064 14306 16402 10190 21206 23166 25122 26827 28448 J004T | 60T 364
Discount Fade (WACCE 547% S4ATH  547T%H  S54TH  54T%  54T%  S4TW  S4T%  54TH | 547% | 570%
Py of FCF: 11,439 12942 12980 15508 16248 16830 17004 17520 17E4 TS | 387216
PVl CF: 554,241
Dasbt: (20, 206)

Cash and equivalents: 19240
Impled Equity Vialue: 552 485
Ouistanding Shares: 2,184
Current Markel Capinization:  S484.914 Ol 4 70 ket homfase for Sewking Alpha
Current pice: 5222
Fair yalue per share:  §253
Potentiak| 14%

Source: Author

The DCF-based target price for Visa's shares is about $253 (+14%).

And here is the Dividend Discount Model:
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The DDM-based target price for Visa's shares is $103 (-54%).
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Now let's take a look at Mastercard. Here is the calculation of the WACC:

Source: Author

Mastercard (MA)
Weighted Average Cost of Capital

U 10=-year Bond Yield

Rigzk-free Rate of Return* 1.46%
Equity Risk Premium** 4.72%
Expected Market Return 6.18%

3 year Beta 1.06

CAPM 6.47%
Market Value of Equity (bn) $358.02
Market Value of Debt ([bn}) 513.25
Total Market Value (bn}) $AT1
Equity DE.43%

Debt 3.57%

Tax Rate*** 25.76%

After Tax Cost of Debt 3.60%
Cost of Equity G.24%

WACC 6.15%

** According te http://pages.stecn.nyu.edu/ -adamcdar

* hccording to OBCD.Srar {COMB_CIT RATE)

1w
50,023
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34,314
57.26%
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And here is the Discounted Cash Flow Model:
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The DCF-based target price for Mastercard's shares is about $346 (+1%).

Here is the Dividend Discount Model:
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The DDM-based target price for Mastercard's shares is $123 (-63%).

Now to summarize the key results:

DCF DDM WACC
Visa +14% -54% 5.48%
Mastercard +1% -63% 6.15%

Putting it all together

1. The first thing to highlight is how strongly both companies are overvalued in terms
of potential dividends. This indicates that from the point of view of investors, Visa
and Mastercard are primarily growth companies. They are valued by the market in
terms of cash flow. Dividends, in this case, are just an added bonus.

2. In terms of DCF modeling, Visa is already undervalued. And at the same time, the
fundamental value of the Mastercard now coincides with the market price.

3. If you focus on the dividend models, Visa is less overvalued than Mastercard.

4. Thus, | believe that Visa is potentially a better investment than Mastercard.
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This article was written by

Oleh Kombaiev
, 13.3K Followers

Commodities and tech stocks. Deep Value.

Disclosure: |/we have no stock, option or similar derivative position in any of the companies
mentioned, and no plans to initiate any such positions within the next 72 hours. | wrote this
article myself, and it expresses my own opinions. | am not receiving compensation for it (other
than from Seeking Alpha). | have no business relationship with any company whose stock is
mentioned in this article.
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Covid was never a tailwind for V or MA and neither is the Delta variant. | may add to
Paypal and V if this rout goes deeper, but not here.
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Visa is in a choppy pattern lately and | have been trading it, but it may be time to buy and

hold. Thanks for your thoughts.
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The fluff may well be gone with this market pullback. Let's see what the quarterlies look
like.
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sa78216dmreit Yesterday, 9:01 PM 3
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good article. However | am reading on the internet about competitors who use block-
chain to eliminate swipe fees. | don't know how realistic the threat that these competitors
will pose.l do know that the retailers will go with the lower cost option if it gains enough
traction among users.
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Eightan Yesterday, 9:24 PM 3
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@sa78216dmreit it's about the banks and extension of credit. Banks are
notoriously risk averse and will not be willing to get near anything related to
blockchain for the foreseeable future. (edited)

= Reply o Like (1)

r87201 Yesterday, 8:57 PM 3

Comments (137) | + Follow
The one that rallies soonest from here (@
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The margin info you provided was useful. | own V rather than MA because a few years
ago JP Morgan Chase forced us to change our Chase credit cards from MA to V cards.
We had no choice. This evinces stronger market penetration and thus incremental value
for V.
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