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Return on Investment

Current Share Price $295.70

Target Price $347.00

Dividend Yield 0.54%

Holding Period Return 18%

Conviction Rating 3

Market Profile

52-Week Range $203.30 - $344.56

Market Capitalization (US$mm) $296,950

Net Debt (US$mm) $1,195

Enterprise Value (US$mm) $298,145

Beta (5-Year Monthly) 1.06

Metrics 2020E 2021E 2022E

Revenue (US$mm) $26,910 $30,207 $32,771

EBITDA (US$mm) $10,861 $11,384 $12,495

EPS $8.30 $8.87 $9.96

EV/EBITDA 27.5x 26.2x 23.9x
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Mastercard
Financials

NYSE: MA
Market Outperform | Hold

Business Description

Mastercard Inc. (NYSE: MA) is a financial services company that

utilizes technology to connect consumers, financial institutions,

merchants, businesses, and governments globally though electronic

forms of payments. MA has a range of payment solutions and

services under various brands including Mastercard, Maestro, and

Cirrus, that allows users to make payments. The Company also

offers a variety of products including consumer debit, consumer

credit, prepaid, and commercial programs. Additionally, MA offers

cyber and intelligence products, consulting, information and analytics

services, processing solutions, and loyalty programs. Furthermore,

MA’s operations facilitate transactions from account holders,

merchants, businesses, financial institutions, and governments on its

core network.

Industry Overview

The payments industry continues to evolve as businesses and

consumers shift away from using cash towards digital payment

methods. The use of cash in in-store retail channels continues to

trend downwards, while mobile wallets are increasingly experiencing

surges in usage. Furthermore, e-commerce is gaining more

popularity in comparison to brick-and-mortar retail, as mobile devices

promote the adoption of digital shopping. This change is penetrating

large industries that have historically been dominated by cash and

cheque transactions, such as business-to-business payments. As a

result, providers of payment services are continuously seeking

greater market share. Therefore, as payments continue to become

increasingly effortless with greater innovation, the data security and

privacy of users is being threatened by new types of fraud.

Competitive Advantage

After completing a joint venture with NetsUnion Clearing

Corporation, MA received the necessary approval from the People’s

Bank of China to begin formal preparations to set up a Chinese

domestic bank card institute, allowing MA to enter the Chinese

market. MA currently ranks as the world’s third-largest global

payment service in terms of purchase transactions, with US$108.4B,

coming behind UnionPay (US$131.2B) and Visa (NYSE: V)

(US$185.5B). The Company looks to improve upon its standing

through its expansion into the worlds largest market.

Management and Corporate Governance

During FY 2020, MA will undergo a leadership change, as the

current CEO, Ajay Banga, will transition to the role of executive

chairman. Michael Miebach will take over, as he has been with MA

for over a decade and is currently the Chief Product Officer of the

Company. For over 10 years under Banga’s management, MA

experienced a 13% revenue CAGR. The CPMT is confident in the

ability of MA’s new management to continue such trends whilst

maintaining the Company’s successful culture and core values.

Additionally, the CPMT believes that Miebach’s strong knowledge of

payment technologies, regulations, and digital innovation can propel

the Company’s operations into new fields and adapt to the economic

uncertainties caused by COVID-19.
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Holding Period Trading Performance (Indexed to $100)

Source: S&P Capital IQ

Figure 1: Total Revenue (US$B)

Source: Company Filings, CPMT Estimates

$50

$75

$100

$125

$150

$175

Oct-18 Mar-19 Aug-19 Jan-20 Jun-20

Blended Benchmark NYSE: MA



0%

8%

16%

24%

32%

40%

0

300

600

900

1,200

1,500
Cards

Payment Penetration

$0

$6

$12

$18

$24

$30

2015A 2016A 2017A 2018A 2019A 2020E

Other Revenue Transaction Processing Fees

Cross Border Volume Fees Domestic Assessments

Figure 2: LHS Cards (mm) vs. RHS Payment Penetration

June 30, 2020Calgary Portfolio Management Trust

Page 23Mastercard 

Balance Sheet Strength

MA continues to maintain a strong balance sheet amid the COVID-

19 pandemic. The Company currently holds US$10.2B in cash and

issued an additional US$3.9B in debt, bringing total debt values to

US$12.5B. MA maintains a Total Debt/LTM EBITDA ratio of 0.8x as

of Q1 2020. The CPMT believes that MA is in a prime position to

thrive throughout pandemic-related market struggles.

Growth Opportunities

MA grows, diversifies, and builds its business through a combination

of organic and inorganic strategic initiatives. MA’s ability to grow is

influenced by: (1) Personal Consumption Expenditure (PCE); (2)

Driving cash and check transactions toward electronic forms of

payment; and (3) Increasing market share in the payments space. In

August 2019, MA announced its largest acquisition to date and

acquired the majority of the Corporate Services business of Nets, a

leading European PayTech company, for approximately US$3.2B.

Nets’ bill pay services hold a significant market share in Denmark

and Norway. The acquisition enables MA to deploy a global modern

bill pay platform, as well as open banking solutions that could help

European financial institutions prepare for PSD2 (Revised Payment

Services Directive).

Furthermore, the newly appointed CEO, Michael Miebach, aims for

MA to expand into other segments in the payments industry, such as

push payments and mobile wallets. The Company is optimistic about

the business-to-business payments space, as simplifying the

process offers tremendous opportunities. Moreover, MA has grown

significant interest in voice commerce, believing that its

enhancement will revolutionize the industry in a similar manner to

Amazon’s (NASDAQ: AMZN) Alexa devices. Most importantly, a

significant driver of growth is expected to come from the Company’s

previously mentioned entrance into China, one of the world’s largest

consumer markets. The recent acceptance of MA’s license

application in the region is the Company’s first step towards this

objective, which is estimated to commence within two years.

Risks

One of the greatest risks facing MA is the gradual entrance of global

technology firms in the payment-services industry. For instance, the

launch of Apple’s Apple Pay service and Huawei’s Huawei Pay

service represent a growing list of notable names that were not

present in the Company’s industry a decade ago. With the e-

commerce space continuously increasing in popularity and

competition entering the environment, MA’s market share will be

tested going forward.

Valuation and Investment Thesis

A 10-year DCF with a WACC of 6.30% was used to arrive at MA’s

$347 target price. A 50/50 blend of the Gordon growth model

(assuming a perpetual growth rate of 2.5%) and a peer group

median 25.0x EV/EBITDA exit multiple. The CPMT maintains its

original investment thesis that MA will continue to have strong

growth, guided by growing trends of moving away from the use of

cash and e-commerce (especially considering their acceleration by

COVID-19’s impacts). Moreover, management's demonstrated ability

to capitalize on developing subsectors within the industry

continuously supports growth which has become evident through the

Company’s historic performance. As a result, the CPMT believes

that management’s sustained innovation will be a valuable

component of MA’s future success.

Source: Broker Research
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Figure 3: Q1 2020 Operating Segments Revenue

Source: Company Filings

Figure 4: Annual Revenue by Segments (US$B)

Source: Company Filings


