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Abstract: This report consists in an analysis to Visa inc and the Global 

Payments industry. Through an assessment of the sector recent performance 

and the several risk factors associated with its operational activity, it was 

possible to evaluate the impact of the COVID-19 outbreak on this fast-

changing industry. Beyond the new trends redefining the market, 2020 shows 

that what really matters is the speed at which these changes are occurring and 

firms’ ability to transform and adapt. Although the current health crisis and 

its harsh  worldwide consequences, the sector is a nonloser and Visa does not 

let go its position as a dominant player  

 

 

 

 

 

 

Keywords: Visa, Global Payments, Financial Services, COVID-19 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This work used infrastructure and resources funded by Fundação para a Ciência e a Tecnologia 

(UID/ECO/00124/2013, UID/ECO/00124/2019 and Social Sciences DataLab, Project 22209), POR 

Lisboa (LISBOA-01-0145-FEDER-007722 and Social Sciences DataLab, Project 22209) and POR 

Norte (Social Sciences DataLab, Project 22209). 

  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This report is part of the report (annexed) and should be read has an integral part of it. 

  



Table of Contents 

 

COMPANY OVERVIEW ............................................................................ 5 

 
COMPANY PROFILE .............................................................................................. 5 

 
FINANCIAL OVERVIEW .......................................................................................... 5 

 
SHAREHOLDER STRUCTURE ................................................................................ 6 

 
 

INDUSTRY OVERVIEW ............................................................................ 6 

 
GLOBAL PAYMENTS INDUSTRY ............................................................................ 6 

 
THE FUTURE AND COVID-19 IMPACT ................................................................. 8 

 
RISK FACTORS ..................................................................................................... 9 

 
 

APPENDIX .............................................................................................. 11 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

  



 

Company Overview 

Company Profile 

Headquartered in Foster City, California, Visa Inc. is an American payment service provider 

that operates in more than 200 countries worldwide. The company provides its services 

through VisaNet, a processing network that enables the clearing and settlement of fast and 

reliable payment transactions across the world. 

Launched in 1958, Visa started as a credit card program launched by the Bank of America. It 

didn´t take long for the company to grow, and around 1974 the company had already 

expanded internationally. In 1975, Visa introduced the debit card and, in 1976, control over 

the program was attributed to a consortium comprised by the issuer banks, renaming it Visa. 

In 2008, the company went public in what became one of the largest IPOs in history. 

Today, based on nominal payment volumes and number of processed transactions, Visa is 

the largest payment processor in the world with products and services available on any 

device.  

Financial Overview 

Over the past few years, revenues have been growing at a fast pace. In 2019, Visa reported 

revenues of $22,977 million, a 11.5% increase from 2018. However, when looking at the 

growth from past years (Exhibit 1), we observe the largest spike in growth happening in 2017. 

This can be largely explained by the acquisition of Visa Europe in 2016, resulting in an 

outstanding revenue growth of 21.7%. 

Looking at EBIT, in 2019 Visa’s reported value was $15,401 million, an increase of around 

13.6% when compared to the previous year. Additionally, EBIT margins have also been 

improving, going from 61.4% in 2016 to 64.2% in 2019, implying greater efficiency and 

profitability.  

Breaking down revenues by geographical segmentation (Exhibit 2), it is noticeable that, over 

the past few years, revenues generated internationally have been growing at a faster pace 

than revenues earned on the U.S. market. As a result, while in 2015 international revenues 

represented 45% of Visa’s revenues, by 2019 this segment already accounted for 55% of 

total revenues (Exhibit 3). This results from the fact that Visa’s penetration in the U.S. market 

is much greater than in any other country. In fact, besides the U.S., no individual country 

accounted for more than 10% of net revenues. As a result, there will be more growth 

opportunities outside the U.S., especially in emerging areas like Latin America and Asia. 

Visa derives its revenue from four main segments: Service revenues consist mainly of 

revenues earned for services provided in support of client usage of Visa payment services 

and, in 2019, accounted for 33.3% of overall revenues (34.2% in 2018). Data processing 

revenues are earned for authorization, clearing, settlement, and network access that facilitate 

transaction and information processing.  In 2019, this segment represented 35.4% of total 

revenue (34.6% in 2018). International transaction revenues arise from cross-border 

transaction processing and currency conversion activities and amounted to 26.8% of 

revenues in 2019 (27.6% in 2018). Finally, we have other revenues which consist mainly of 

  



license fees for the use of the Visa brand, representing a mere 4.5% of revenues (3.6% in 

2018). Although every source of revenue has been growing, it is worth mentioning that the 

data processing stream has been the one growing at the fastest pace, registering growth 

rates of 24.1%, 15.9% and 14.5%, in 2017, 2018 and 2019, respectively. Meaning that, over 

the next few years, this segment has the potential and stability to become the main source of 

revenue for the company.  

Shareholder Structure 

Prior to 2007, Visa was comprised by four separate companies: Visa International Service 

Association (Visa), Visa USA Inc, Visa Canada Association and Visa Europe LTD. While 

these companies had the status of group members, unincorporated regions like Visa Latin 

America (LAC), Visa Asia Pacific and Visa Central and Eastern Europe, Middle East and 

Africa (CEMEA) were simply divisions within Visa. 

In 2007, due to corporate restructuring, Visa Inc was formed by merging Visa International, 

Visa USA and Visa Canada. Visa Europe, on the other hand, became a separate company 

with a minority stake in Visa Inc. 

In 2008, Visa went ahead with what was the largest IPO in U.S. history, selling 406 million 

shares at $44 per share, raising $17.9 billion. The IPO was such a success that, a few days 

later, the IPO underwriters exercised their overallotment option, raising Visa´s total IPO 

proceeds to $19.1 billion, with the purchase of 40.6 million additional shares. Visa now 

trades on the New York Stock Exchange under the ticker symbol “V”. 

As of today, due to its size, Visa’s ownership structure is mainly comprised by institutional 

investors and mutual funds, where the majority stakeholder is the Vanguard Group with an 

8.15% stake in the company (Exhibit 5). Being mainly owned by institutional investors has 

both advantages and disadvantages. While Institutional investors usually have access to 

large sums of money and an abundant number of resources, like analysts and market data, 

their involvement in a company is often perceived as being “smart money”. On the other hand, 

since this investor has the ability to own thousands, if not millions, of shares, if he decides to 

sell, a large number of shares will be sold and, as a result, the share price will drop.  

Regarding transactions with shareholders, both dividends and share repurchases have 

increased over the previous year, considering both, Visa reported $10.9 billion in 

transactions, resulting in an increase of 19% compared to 2018. In 2020, despite the 

uncertainty surrounding the COVID-19 pandemic, the company is planning to continue its 

dividend distribution, showing that, contrary to most, Visa has been able to resist the current 

economic recession. 

 

Industry Overview 

 Global Payments Industry 

Global Payments is a very dynamic and highly competitive industry. Constant developments 

in technology and innovation on payment solutions, shift consumers’ preferences creating 

growth opportunities for existing firms and new entrants. Through a 5 Forces Porter’s 

Analysis, we conclude that the main characteristics to describe the sector are a very intense 



rivalry between existing players and a high threat of new entrants. On the opposite side, the 

industry shows low bargaining power from suppliers and high from buyers, and low to 

moderate threat of substitute’s products.  

 

Exploring each force individually, buyers, composed by financial institution clients and 

merchants, exercise their power on payments facilitators by forcing them to charge 

competitive prices and low service fees. They can do this due to the wide range of firms 

providing similar services in a global scale, all competing for the customer base that each 

merchant/institution can provide to increase dissemination of firms’ products. Suppliers, on 

the other hand, that are mostly software providers and human resources, do not have much 

control over firms. The lack of power comes from the high supply of IT services in the market, 

together with the fact that most firms tend to develop much of their software internally, as their 

intellectual property is key for product differentiation. The fear of new substitute’s products 

is real but not very troubling. Cash is less of a threat each day, as preferences continue to 

shift for cards usage. But, a new reality of digital, mobile and disintermediated payments 

methods is a constant reminder to the industry that is imperative for firms to accelerate 

transformations to a digital and more agile organization, to avoid losing their competitive 

positioning. These constant and innovative transformations create opportunities for new 

entrants. With technology developments and the emerging of new payments methods, from 

old payments procedures, new players, like fintechs and technology companies, join the 

market by developing payments systems enabled trough online activity and mobile channels. 

Partnering with these new players is a valuable strategy that some firms are adopting to 

overcome this threat and provides double wins to the industry. From one side, new entrants 

can take advantage of the reach, capability and security that dominant players can provide, 

overcoming the barrier of capitalization costs, accelerating the launch of their programs and 

scaling them. From the other side, firms benefit from new payments experiences and flows, 

brought by their partners, and reduce direct competitors. Rivalry in the sector is not exclusive 

with new entrants, but also very intense with existing players. The Global Payments space is 

intensively competitive, as firms strive hard to increase their customer base and provide new 

services before peers. Industry revenues depend in their majority on the volumes of 

transactions processed by firms, which are consequently higher the wider their range of 

clients is. Firms in the industry compete to offer the more effective, innovative and wider 

variety of products and services; to use the more effective advertising and marketing strategy 

that will better improve their brand recognition; to develop better security solutions; and 

provide the most favourable pricing arrangements, all to increase their products acceptance 

and, as a result, their market share.  



Firms in the sector compete against all forms of payments, from cash and checks to electronic 

funds and virtual currency payments, and from closed loop payment systems to global 

networks. Considering Visa, their main competitors based on their main operational activity 

and close figures, are MasterCard, American Express and PayPal. Although both Visa and 

Mastercard do not issue credit cards, unlike American Express, these two are considered 

Visa direct competitors, as they are global networks like Visa, providing a very similar range 

of services, with huge global client bases. MasterCard has the closest values with revenues 

of $16 billion, a growth rate of 13% and a market cap of $300 billion, for 2019. Followed by 

American Express with $43 billion in revenues, a growth of 8% and a market cap of $100 

billion, for the same year. Last, PayPal is a disruptive alternative to these payments providers 

that have reach their global presence and, consequently, their volumes. In 2019, its revenues 

were of 17 billion with a growth of 15% and a market cap of $126 billion. These figures 

prove that Visa is well positioned competitively in the market, being one of the world’s leaders 

in digital payments with the higher market cap of $339 billion. The key to their success in 

mainly associated to the global brand they have constructed and its portrait of reliability, 

speed, security and acceptance at a global scale, but never neglecting individual markets 

necessities neither the providence of tailored solutions through valuable partnerships.  

Recent performance of the industry, over the past several years, show an average 7% 

annually growth rate on payments revenues. Current health crisis is expected to lower 2020 

revenues by the same amount of recent years’ annual gains. Full-year figures from 2020 will 

exhibit a $140 billion decline on the industry revenues, 11% to 13% below last year 

projections1. It is also important to review this year performance in two semesters, as the 

decline of 22% in the first half is expected to be compensated by a stronger performance in 

the second half, resulting in a reduced overall decrease of 7% over 2019. In contrast with 

prior year solid revenue growth, following previous years’ performance, 2020 experienced a 

steep reduction in discretionary spending, initially around 40% globally, and a severe demand 

side shock, that will deviate revenues from their previously projected growth trajectory. This 

was softened by a sharp decline on the use of cash, which is expected to be 4% to 5% lower 

in relation to previous years, which reinforce that this temporary volume decline due to 

COVID-19 should not be misinterpreted as a decelerator to the industry, but a catalyst in an 

already fast-moving landscape.    

The Future and COVID-19 Impact 

The year of 2020 has transformed Global Payments Industry context in a way that goes 

beyond the importance of the new trends redefining the market, but the speed at which they 

are occurring, putting under pressure firms’ ability to transform and adapt to protect their own 

results. Direct consequences from the current health crisis are the already mentioned 

decrease on consumers overall spending and decline on cross border transactions, which 

directly reduce nominal payments volumes and international processed transactions. 

Although long-term forecasting is remarkably difficult in the current scenario, given the 

uncertainty of multiple factors, there are three, not new, key trends that quickly enhanced 

their importance: shift in consumer behaviour, cashless society and the need for fraud 

protection. Social distancing led to new purchasing habits, shifting consumers’ preferences 

to e-commerce and boosting the demand for digital services in a way that most traditional 

 
1 According to McKinsey’s Global Payments Map 
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payments providers were not fully prepared, pressuring for quick digital innovation efforts. 

Fraud protection and prevention is one of these crucial digital services that require further 

investment by firms, due to the new loopholes opened for fraudulent payment scams through 

the sharp increase in online transactions. The pandemic crisis also undercut the use of cash 

due to the fear of banknotes spreading the virus and enabled a wider adoption of cards and 

contactless payments, with higher limits, that favoured firms, like Visa and MasterCard, 

already providing this service.  

The important events to monitor in the close future are the borders opening and the countries 

proximity, that could facilitate traveling corridors and boost the cross-border spending; a new 

infection peak that could force further shutdowns and the global distribution and 

administration of the vaccines and how long will it take for group immunity to be reached. 

These will be the main factors to consider when forecasting the recovery of the industry. 

Risk Factors  

The Global Payments Industry has several risk factors associated with its operational activity 

that are common to all the firms that operate in the sector. The most recent events associated 

with the COVID-19 outbreak and the consequent actions to limit the spread of the virus, have 

resulted in a reduction on economic activity that is responsible for many closings and failures 

of merchants and partners. Firms in the industry can experience possible settlement failures 

caused by financial distress situations that could increase costs with indemnification 

obligations. Adverse macroeconomic conditions like the one we are living nowadays can 

also reduce consumer and corporate spending and the volume of cards, accounts and credit 

lines, which has a direct impact on payment facilitators’ revenues.  

A key asset on this sector is the firms’ brand. The success of each company depends on the 

ability to preserve the value and reputation of their brand and to constantly reflect an idea of 

trust, security and reliability. Negative impacts to a brand reputation can result from data 

security breaches, compliance failures and facilitation of fraudulent and illegal activities 

through its services and can be very difficult and expensive to recover from.  

Payments Industry is subject to complex regulation that governs the way firms operate, 

limiting their business models by increasing the complexity of their compliance operations 

and its costs, restraining the range of services offered and forcing the availability of their 

intellectual property and technology to third parties, in an undesirable way. Regulators 

worldwide have been increasing their authority in a rising sector that is part of the financial 

services and increasingly dependent on the digital world, that still lacks tighter safety rules. 

As this is a global sector, where most of the firms operate in various regions, regulation may 

differ from country to country, making it harder for firms to continually adjust the main aspects 

of their core business to the each country where they operate and reducing revenue 

opportunities. Besides the difficulty to adjust to different regulation at the same time, the risk 

of replication of a negative outcome in one jurisdiction to a global context is very high, as 

regulators tend to follow each other approaches. Firms need to continually improve their 

compliance controls to avoid the payment of fines and litigation and consequent civil and 

criminal penalties, which will ultimately hurt their brand and reputation, besides the financial 

damage. Also, they face the risk of losing their competitive position by not being able to 

differentiate their products through their own intellectual property.  

Comments on the main text…   



As stated before, the sector increasing dependency on the digital world leads to an ongoing 

significant and rapid technological change on the payments industry products and services. 

Besides the big pressure to keep pace with the new technologies, due to the emerging 

technologies and consequent new payments methods, there is a risk of disintermediation with 

bilateral agreements directly between merchants and issuers, with no need for payments 

network processing the transactions. 

Cybersecurity risk is also a hot topic in the current years that is especially sensible to the 

payment industry, due to the nominal values transacted and the sensitive consumer data that 

firms detain. Firms with higher visibility in the industry, which consequently have higher 

nominal transactions volumes and clients, face a higher risk of cyber-attacks, but the growing 

concern with security measures and procedures is common to every firm in the sector.  Also, 

with the pandemic outbreak and the consequent shift to online banking and e-commerce, 

cybercrimes and attempts have increased, raising fear that the ecosystems in place are not 

enough to protect from counter security breaches. Events like these could significantly disrupt 

operations, result in litigation and penalties and damage brand reputation, decreasing 

volumes, revenues and future growth prospects. Besides that, even with insurance, most are 

not enough to cover for losses that may arise, endangering business continuity. 
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▪ Revenues have been growing at a fast pace, with growth rates 

of 11.5%, in 2019, 12.3% in 2018 and an outstanding revenues 

growth of 21.7%, in 2017.  

▪ Contrarily to past years’ trend, core revenues suffered a 4.92% 

decrease in 2020. Year of 2021 will be of slow recovery, almost 

reaching pre-pandemic values, $22.8 billion and a yearly growth 

rate of 4.24%. For the next years, revenues are expected to be 

$25.5 billion and $28.3 billion, for 2022 and 2023. 

▪ Visa adopted an overall cost reduction strategy in 2020 that 

result in a cut to a 2.35% growth, over prior year expenses. This 

strategy will remain at least until 2021, with small annual growth 

rate of 3.81% and a total of $8 billion costs. Following years are 

estimated to exhibit total expenses of $8.7 billion and 9.5 billion, 

for 2022 and 2023. 

▪ We estimate a share price of $242.93, for 31 Dec 2021, and 

consequent annual return of the stock of 9.867%, based on a 

WACC of 7.958% and a TV growth of 2.7%. 

▪ Our final recommendation is to buy Visa’s stock, as the long-

term outlook remains solid and it is expected to continue to 

outperform its peers in a rising sector. 

 

Company description 

Visa Inc. is an American payment service provider that operates in 
more than 200 countries worldwide. The company provides its 
services by enabling the clearing and settlement of  fast and 
reliable payment transactions across the world. 
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(Values in $ millions) 2019 2020 2021F 

Revenues 22,977 21,846 22,773 

EBITDA 16,057 14,859 15,440 

EBIT 15,401 14,092 14,723 

EBIT margin 64% 61% 62% 

EPS 5.32 4.9 5.1 

P/E 35.32 44.64 47.63 
 

Source: Visa Annual Report and Own Estimations 
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Company Overview 

Company Profile 

Headquartered in Foster City, California, Visa Inc. is an American payment 

service provider that operates in more than 200 countries worldwide. The 

company provides its services through VisaNet, a processing network that 

enables the clearing and settlement of fast and reliable payment transactions 

across the world. 

Launched in 1958, Visa started as a credit card program launched by the Bank 

of America. It didn´t take long for the company to grow, and around 1974 the 

company had already expanded internationally. In 1975, Visa introduced the 

debit card and, in 1976, control over the program was attributed to a consortium 

comprised by the issuer banks, renaming it Visa. In 2008, the company went 

public in what became one of the largest IPOs in history. 

Today, based on nominal payment volumes and number of processed 

transactions, Visa is the largest payment processor in the world with products 

and services available on any device.  

Financial Overview 

Over the past few years, revenues have been growing at a fast pace. In 2019, 

Visa reported revenues of $22,977 million, a 11.5% increase from 2018. 

However, when looking at the growth from past years (Exhibit 1), we observe the 

largest spike in growth happening in 2017. This can be largely explained by the 

acquisition of Visa Europe in 2016, resulting in an outstanding revenue growth of 

21.7%. 

Looking at EBIT, in 2019 Visa’s reported value was $15,401 million, an increase 

of around 13.6% when compared to the previous year. Additionally, EBIT 

margins have also been improving, going from 61.4% in 2016 to 64.2% in 2019, 

implying greater efficiency and profitability.  

Breaking down revenues by geographical segmentation (Exhibit 2), it is 

noticeable that, over the past few years, revenues generated internationally have 

been growing at a faster pace than revenues earned on the U.S. market. As a 

result, while in 2015 international revenues represented 45% of Visa’s revenues, 

by 2019 this segment already accounted for 55% of total revenues (Exhibit 3). 

This results from the fact that Visa’s penetration in the U.S. market is much 

greater than in any other country. In fact, besides the U.S., no individual country 

Exhibit 2. Revenue evolution by 
geographical segment  

Source: Company Data 
 

  Exhibit 1. Revenue and EBIT evolution 

Source: Company Data 
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accounted for more than 10% of net revenues. As a result, there will be more 

growth opportunities outside the U.S., especially in emerging areas like Latin 

America and Asia. 

Visa derives its revenue from four main segments: Service revenues consist 

mainly of revenues earned for services provided in support of client usage of 

Visa payment services and, in 2019, accounted for 33.3% of overall revenues 

(34.2% in 2018). Data processing revenues are earned for authorization, 

clearing, settlement, and network access that facilitate transaction and 

information processing.  In 2019, this segment represented 35.4% of total 

revenue (34.6% in 2018). International transaction revenues arise from cross-

border transaction processing and currency conversion activities and amounted 

to 26.8% of revenues in 2019 (27.6% in 2018). Finally, we have other revenues 

which consist mainly of license fees for the use of the Visa brand, representing a 

mere 4.5% of revenues (3.6% in 2018). Although every source of revenue has 

been growing, it is worth mentioning that the data processing stream has been 

the one growing at the fastest pace, registering growth rates of 24.1%, 15.9% 

and 14.5%, in 2017, 2018 and 2019, respectively. Meaning that, over the next 

few years, this segment has the potential and stability to become the main 

source of revenue for the company.  

Shareholder Structure 

Prior to 2007, Visa was comprised by four separate companies: Visa 

International Service Association (Visa), Visa USA Inc, Visa Canada Association 

and Visa Europe LTD. While these companies had the status of group members, 

unincorporated regions like Visa Latin America (LAC), Visa Asia Pacific and Visa 

Central and Eastern Europe, Middle East and Africa (CEMEA) were simply 

divisions within Visa. 

In 2007, due to corporate restructuring, Visa Inc was formed by merging Visa 

International, Visa USA and Visa Canada. Visa Europe, on the other hand, 

became a separate company with a minority stake in Visa Inc. 

In 2008, Visa went ahead with what was the largest IPO in U.S. history, selling 

406 million shares at $44 per share, raising $17.9 billion. The IPO was such a 

success that, a few days later, the IPO underwriters exercised their 

overallotment option, raising Visa´s total IPO proceeds to $19.1 billion, with the 

purchase of 40.6 million additional shares. Visa now trades on the New York 

Stock Exchange under the ticker symbol “V”. 

As of today, due to its size, Visa’s ownership structure is mainly comprised by 

institutional investors and mutual funds, where the majority stakeholder is the 

Exhibit 3. Revenue breakdown by 
geographical segment  

Source: Company Data 
 

Exhibit 4. Revenue breakdown by segment  

Source: Company Data 
 



 

 

VISA INC  COMPANY REPORT 

 
 

 
  PAGE 5/31 
 

 

 

Vanguard Group with an 8.15% stake in the company (Exhibit 5). Being mainly 

owned by institutional investors has both advantages and disadvantages. While 

Institutional investors usually have access to large sums of money and an 

abundant number of resources, like analysts and market data, their involvement 

in a company is often perceived as being “smart money”. On the other hand, 

since this investor has the ability to own thousands, if not millions, of shares, if 

he decides to sell, a large number of shares will be sold and, as a result, the 

share price will drop.  

Regarding transactions with shareholders, both dividends and share 

repurchases have increased over the previous year, considering both, Visa 

reported $10.9 billion in transactions, resulting in an increase of 19% compared 

to 2018. In 2020, despite the uncertainty surrounding the COVID-19 pandemic, 

the company is planning to continue its dividend distribution, showing that, 

contrary to most, Visa has been able to resist the current economic recession. 

 

Industry Overview 

 Global Payments Industry 

Global Payments is a very dynamic and highly competitive industry. Constant 

developments in technology and innovation on payment solutions, shift 

consumers’ preferences creating growth opportunities for existing firms and new 

entrants. Through a 5 Forces Porter’s Analysis, we conclude that the main 

characteristics to describe the sector are a very intense rivalry between existing 

players and a high threat of new entrants. On the opposite side, the industry 

shows low bargaining power from suppliers and high from buyers, and low to 

moderate threat of substitute’s products.  

 

Exploring each force individually, buyers, composed by financial institution 

clients and merchants, exercise their power on payments facilitators by forcing 

Exhibit 5. Visa’s Ownership Structure 
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them to charge competitive prices and low service fees. They can do this due to 

the wide range of firms providing similar services in a global scale, all competing 

for the customer base that each merchant/institution can provide to increase 

dissemination of firms’ products. Suppliers, on the other hand, that are mostly 

software providers and human resources, do not have much control over firms. 

The lack of power comes from the high supply of IT services in the market, 

together with the fact that most firms tend to develop much of their software 

internally, as their intellectual property is key for product differentiation. The fear 

of new substitute’s products is real but not very troubling. Cash is less of a 

threat each day, as preferences continue to shift for cards usage. But, a new 

reality of digital, mobile and disintermediated payments methods is a constant 

reminder to the industry that is imperative for firms to accelerate transformations 

to a digital and more agile organization, to avoid losing their competitive 

positioning. These constant and innovative transformations create opportunities 

for new entrants. With technology developments and the emerging of new 

payments methods, from old payments procedures, new players, like fintechs 

and technology companies, join the market by developing payments systems 

enabled trough online activity and mobile channels. Partnering with these new 

players is a valuable strategy that some firms are adopting to overcome this 

threat and provides double wins to the industry. From one side, new entrants can 

take advantage of the reach, capability and security that dominant players can 

provide, overcoming the barrier of capitalization costs, accelerating the launch of 

their programs and scaling them. From the other side, firms benefit from new 

payments experiences and flows, brought by their partners, and reduce direct 

competitors. Rivalry in the sector is not exclusive with new entrants, but also very 

intense with existing players. The Global Payments space is intensively 

competitive, as firms strive hard to increase their customer base and provide 

new services before peers. Industry revenues depend in their majority on the 

volumes of transactions processed by firms, which are consequently higher the 

wider their range of clients is. Firms in the industry compete to offer the more 

effective, innovative and wider variety of products and services; to use the more 

effective advertising and marketing strategy that will better improve their brand 

recognition; to develop better security solutions; and provide the most favourable 

pricing arrangements, all to increase their products acceptance and, as a result, 

their market share.  

Firms in the sector compete against all forms of payments, from cash and 

checks to electronic funds and virtual currency payments, and from closed loop 

payment systems to global networks. Considering Visa, their main competitors 

based on their main operational activity and close figures, are MasterCard, 

American Express and PayPal. Although both Visa and Mastercard do not issue 

Exhibit 7. Visa and peers’ market cap in 
millions 

Source: Bloomberg 
 

Exhibit 6. Fintech seen as threat to existing 
retail banks 

Source: Statista 
 

Exhibit 9. Visa’s Brand preference 
advantage worldwide 

Source: Brand Health Measurement (BHM) 
 

Guatemala,
Peru

Argentina,
Japan,

Norway,
Taiwan +4

UAE, UK,
U.S., Russia

+7

Denmark,
France,
Mexico,

Poland +7

Visa's Brand Preference

>8x

4 - 8x

2 - 4x
1.4 - 2x
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credit cards, unlike American Express, these two are considered Visa direct 

competitors, as they are global networks like Visa, providing a very similar range 

of services, with huge global client bases. MasterCard has the closest values 

with revenues of $16 billion, a growth rate of 13% and a market cap of $300 

billion, for 2019. Followed by American Express with $43 billion in revenues, a 

growth of 8% and a market cap of $100 billion, for the same year. Last, PayPal 

is a disruptive alternative to these payments providers that have reach their 

global presence and, consequently, their volumes. In 2019, its revenues were of 

$17 billion with a growth of 15% and a market cap of $126 billion. These 

figures prove that Visa is well positioned competitively in the market, being one 

of the world’s leaders in digital payments with the higher market cap of $339 

billion. The key to their success in mainly associated to the global brand they 

have constructed and its portrait of reliability, speed, security and acceptance at 

a global scale, but never neglecting individual markets necessities neither the 

providence of tailored solutions through valuable partnerships.  

Recent performance of the industry, over the past several years, show an 

average 7% annually growth rate on payments revenues. Current health crisis is 

expected to lower 2020 revenues by the same amount of recent years’ annual 

gains. Full-year figures from 2020 will exhibit a $140 billion decline on the 

industry revenues, 11% to 13% below last year projections1. It is also important 

to review this year performance in two semesters, as the decline of 22% in the 

first half is expected to be compensated by a stronger performance in the second 

half, resulting in a reduced overall decrease of 7% over 2019. In contrast with 

prior year solid revenue growth, following previous years’ performance, 2020 

experienced a steep reduction in discretionary spending, initially around 40% 

globally, and a severe demand side shock, that will deviate revenues from their 

previously projected growth trajectory. This was softened by a sharp decline on 

the use of cash, which is expected to be 4% to 5% lower in relation to previous 

years, which reinforce that this temporary volume decline due to COVID-19 

should not be misinterpreted as a decelerator to the industry, but a catalyst in an 

already fast-moving landscape.    

The Future and COVID-19 Impact 

The year of 2020 has transformed Global Payments Industry context in a way 

that goes beyond the importance of the new trends redefining the market, but the 

speed at which they are occurring, putting under pressure firms’ ability to 

transform and adapt to protect their own results. Direct consequences from the 

 
1 According to McKinsey’s Global Payments Map 

Comments on the main text…  

Exhibit 12. Retail e-commerce sales 
worldwide, in billions, and e-commerce share 
of total global retail sales 

Source: Statista 
 

Exhibit 11. Economic impact of COVID-19 
on Real GDP and Global Payments Industry 

Source: McKinsey’s Global Payments Map 
 

Exhibit 10. Global Payments industry 
revenues, in trillions, and annual average 
growth rates 

Source: McKinsey’s Global Payments Map 
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current health crisis are the already mentioned decrease on consumers overall 

spending and decline on cross border transactions, which directly reduce 

nominal payments volumes and international processed transactions. Although 

long-term forecasting is remarkably difficult in the current scenario, given the 

uncertainty of multiple factors, there are three, not new, key trends that quickly 

enhanced their importance: shift in consumer behaviour, cashless society and 

the need for fraud protection. Social distancing led to new purchasing habits, 

shifting consumers’ preferences to e-commerce and boosting the demand for 

digital services in a way that most traditional payments providers were not fully 

prepared, pressuring for quick digital innovation efforts. Fraud protection and 

prevention is one of these crucial digital services that require further investment 

by firms, due to the new loopholes opened for fraudulent payment scams 

through the sharp increase in online transactions. The pandemic crisis also 

undercut the use of cash due to the fear of banknotes spreading the virus and 

enabled a wider adoption of cards and contactless payments, with higher limits, 

that favoured firms, like Visa and MasterCard, already providing this service.  

The important events to monitor in the close future are the borders opening and 

the countries proximity, that could facilitate traveling corridors and boost the 

cross-border spending; a new infection peak that could force further shutdowns 

and the global distribution and administration of the vaccines and how long will it 

take for group immunity to be reached. These will be the main factors to consider 

when forecasting the recovery of the industry. 

Risk Factors  

The Global Payments Industry has several risk factors associated with its 

operational activity that are common to all the firms that operate in the sector. 

The most recent events associated with the COVID-19 outbreak and the 

consequent actions to limit the spread of the virus, have resulted in a reduction 

on economic activity that is responsible for many closings and failures of 

merchants and partners. Firms in the industry can experience possible 

settlement failures caused by financial distress situations that could increase 

costs with indemnification obligations. Adverse macroeconomic conditions like 

the one we are living nowadays can also reduce consumer and corporate 

spending and the volume of cards, accounts and credit lines, which has a direct 

impact on payment facilitators’ revenues.  

A key asset on this sector is the firms’ brand. The success of each company 

depends on the ability to preserve the value and reputation of their brand and to 

constantly reflect an idea of trust, security and reliability. Negative impacts to a 

brand reputation can result from data security breaches, compliance failures and 

Comments on the main text…   

Exhibit 13. Average number of fraudulent 
transactions attempts per merchant, per 
month 

Source: McKinsey 
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facilitation of fraudulent and illegal activities through its services and can be very 

difficult and expensive to recover from.  

Payments Industry is subject to complex regulation that governs the way firms 

operate, limiting their business models by increasing the complexity of their 

compliance operations and its costs, restraining the range of services offered 

and forcing the availability of their intellectual property and technology to third 

parties, in an undesirable way. Regulators worldwide have been increasing their 

authority in a rising sector that is part of the financial services and increasingly 

dependent on the digital world, that still lacks tighter safety rules. As this is a 

global sector, where most of the firms operate in various regions, regulation may 

differ from country to country, making it harder for firms to continually adjust the 

main aspects of their core business to the each country where they operate and 

reducing revenue opportunities. Besides the difficulty to adjust to different 

regulation at the same time, the risk of replication of a negative outcome in one 

jurisdiction to a global context is very high, as regulators tend to follow each 

other approaches. Firms need to continually improve their compliance controls to 

avoid the payment of fines and litigation and consequent civil and criminal 

penalties, which will ultimately hurt their brand and reputation, besides the 

financial damage. Also, they face the risk of losing their competitive position by 

not being able to differentiate their products through their own intellectual 

property.  

As stated before, the sector increasing dependency on the digital world leads to 

an ongoing significant and rapid technological change on the payments industry 

products and services. Besides the big pressure to keep pace with the new 

technologies, due to the emerging technologies and consequent new payments 

methods, there is a risk of disintermediation with bilateral agreements directly 

between merchants and issuers, with no need for payments network processing 

the transactions. 

Cybersecurity risk is also a hot topic in the current years that is especially 

sensible to the payment industry, due to the nominal values transacted and the 

sensitive consumer data that firms detain. Firms with higher visibility in the 

industry, which consequently have higher nominal transactions volumes and 

clients, face a higher risk of cyber-attacks, but the growing concern with security 

measures and procedures is common to every firm in the sector.  Also, with the 

pandemic outbreak and the consequent shift to online banking and e-commerce, 

cybercrimes and attempts have increased, raising fear that the ecosystems in 

place are not enough to protect from counter security breaches. Events like 

these could significantly disrupt operations, result in litigation and penalties and 

damage brand reputation, decreasing volumes, revenues and future growth 

Exhibit 15. Number of data breaches and 
exposed records in the United States, in 
millions 

Source: Statista 
 

Exhibit 14. Payments instruments that will 
dominate in 2022 

Source: Statista 
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prospects. Besides that, even with insurance, most are not enough to cover for 

losses that may arise, endangering business continuity. 

 

Methodology 

Although both APV and DCF model were calculated, to evaluate Visa Inc., the 

approach chosen was the DCF, given the stability of the firm and predictability of 

its cashflows. Even with the global pandemic disruption of the markets, we 

predict that Visa capital structure will not change, remaining with a constant 

leverage ratio of 2.75%, as in previous years, and no need for financial aid. 

Hence, there is no fear of undermining the tax shield benefits by using DCF 

model, as we can see by a similar future share price from both models. 

Value Drivers 

Arriving to a strong and robust forecasting model provides the necessary 

confidence for our valuation. Considering this, there are 3 key operational data 

estimations that support our forecast assumptions and numbers: Nominal 

Payments Volume (Domestic and International), Processed Transactions and 

Headcount. 

Nominal Payment Volumes result from the total nominal value of transactions 

that are payed with Visa cards and cash volumes from transactions and 

transfers. These volumes can be segmented geographically, by Domestic 

Nominal Payments Volume, that are related to all the purchases, transfers and 

transactions that occur within the same territory, and that are mostly from U.S. 

and Europe; and also International Nominal Payments Volume, that accounts for 

all the cross-border purchases and transactions, where the issuer origin country 

differs from the beneficiary. From the past years’ figures, we can conclude that, 

even though both segments are exponentially growing since early ages, 

international volumes have a heavier dimension from the total payments volume. 

Besides that, Domestic volumes exhibit a lower growth performance of around 

11% annually, where International has a higher average growth rate of 23%.  

Total Nominal Payments Volume were severely hit by the current pandemic year 

we are living. Not only through the travel restrictions and borders-closing, that 

harshly impacted the International segment, but through a global reduction of 

consumers discretionary spending on a possible permanent or long-term basis. 

Each segment was assumed to recover differently according to the possible 

estimations of a future return to normal.  

Exhibit 17. Nominal Payments (total, 
domestic and international) volumes 
estimation 
 

Exhibit 16. Relationship between GDP and 
payments revenue  

Source: McKinsey 
 
 
 



 

 

VISA INC  COMPANY REPORT 

 
 

 
  PAGE 11/31 
 

 

 

As the International Nominal Payments Volume depend on cross-border 

transactions that are consequently affected by the implementation of measures 

to contain the spread of the virus, such as travel bans, restrictions and 

quarantines, a slower recovery with a structural impact in the segment growth 

rate is expected. For the International segment, an L-shape recovery is expected 

to happen during next years. In 2020, a 1% decrease will be followed by a slight 

recovery signal of a positive 4% growth rate in 2021. Recovery will last for at 

least 5 years and, only after 2025, we expect to reach the new segment growth 

rate of 15%, still 11% below the previously average calculated from 2015 to 2019 

figures.  

Domestic Nominal Payments Volume is not so dependent on travelling 

restrictions, but it is also hit by industry shutdowns and primarily by the reduction 

in consumer’s disposable income and discretionary spending. Considering this, a 

V-shape recovery is expected, with a quick bounce back on volumes that is 

expected to be recovered in a small period of 1 to 2 years. In 2020, there was a 

slow down to a 3% increase on payments volumes, but 2021 is estimated to 

evidence a sharp recovery to an annual growth rate of 10%, very close to the 

average 11% expected in this segment. As recovery is expected to be quick, 

until 2030, an average annual growth rate of 12% is expected for the segment. 

In both segments, from 2030 to 2040, we assumed that the market is matured 

and consider a 5% growth rate. After that, on our Terminal Value (TV) 

assumptions, we considered as our long-term growth rate an average of the 

estimated inflation for US in the next years,  2.22%. 

Processed Transactions account all the transaction that are made using Visa 

cards and other forms, that are processed in Visa’s networks. Transaction 

volumes are not expected to decrease, but only to slow down. In 2021 we 

estimated a growth of 11%, on transaction volumes, reflecting the ongoing global 

shift to electronic payments that can partially offset the impact of COVID 19. 

After that, in 2022 and until 2030, we assumed a steady growth rate of around 

12%, close to the pre-pandemic levels (average 18%). From 2030 to 2040, a 

stabilization period was also assumed with a constant growth rate of 5% that 

remains until our TV assumptions consider an average of the future U.S. annual 

GDP growth rate, 3.8%, as the growth rate from 2040 onwards. 

Headcount stands for the number of employees that work for Visa. Talent is 

core   for Visa success so there is a huge effort to attract, hire and retain highly 

qualified and diversified staff. This investment strategy for future growth relies on 

the expansion of the workforce and it has also been fuelled in part by Visa 

acquisitions. Having this is consideration, headcount is expected to increase by 
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5% in the next year, due to the overall cost reduction strategy that include 

scaling back hiring plans. After that, an average 9% growth rate is expected until 

2030, and a stable growth rate of 5% from 2030 to 2040. Finally, the TV 

assumptions also considered average U.S. GDP Growth (3.8%) the rate for 

perpetuity from 2040 onwards. 

Forecasting 

To forecast Visa’s future cash flows, a period of 27 years was considered until 

the company reaches a steady performance, with RR and ROIC presenting 

stable results of around 0.9% and 292.6%, respectively, resulting in a TV Growth 

Rate of 2.7%. Even though the last forecasting year was 2047, our TV growth 

assumptions start from 2040 onwards, with two long-term growth rates: an 

average of the estimated inflation for US in the next years,  2.22%, and an 

average of the future U.S. annual GDP growth rate, 3.8%. U.S. growth rates 

were considered as it represents Visa’s domestic market and U.S. dollar strength 

or weakness directly impacts net revenues, as payments volumes in local 

currencies are converted to it. 

▪ Revenues 

Visa Core revenues derive from the facilitation of payments across the world and 

implicit range of value-added services provided in complement. There are 5 main 

segments: Service Revenues, Data Processing Revenues, International 

Transaction Revenues, Other Revenues and Client Incentives, accounted for as 

reductions to revenues. Service Revenues and Data Processing Revenues 

together are responsible for an average of 75% of total core revenues, following 

Client Incentives (20%) and Other Revenues (5%).  

Contrarily to past years’ trend, we estimate Core revenues suffered a 4.92% 

decrease in 2020 over the previous year. The year of 2021 was considered a 

year of slow recovery, with core revenues almost reaching pre-pandemic values, 

$22.8 billion and an annual growth rate of 4.24%. After that, we expect a total 

recovery until 2030 and a steady 5% yearly growth rate there onwards, until the 

TV assumptions take place in 2040, with an average 2.95% growth rate. 

Service Revenues rise from the services provided in support of Visa payment 

transactions. As they result from pricing applied to the nominal payments 

volume, they are its main driver. Having in consideration our estimations for the 

yearly Total Nominal Payments Volume, this segment future cash flows were 

calculated assuming an average constant pricing of 0.11% (2017 to 2020 values) 

applied to each year’s payments volume estimation. This way, we reached $10.5 

billion in 2021, an increase of 6.71% over the previous year. Further, in 2022, a 

Exhibit 18. Visa’s revenues by segment from 
2019 to 2022, in millions 
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8.2% growth leads to $11.3 billion. Recovery continues to grow until an 

expected steady growth of 5% from 2030 to 2040 and, there onwards, at the 

USD inflation rate (2.22%), as the main driver is nominal. 

Data Processing Revenues are earned for value added services and every 

other maintenance and support services that facilitate the transactions between 

Visa clients. As services are provided in support for the transactions occurring, 

they were estimated through  an average constant pricing of 7.63%, 2019 and 

2020 values, applied to the main driver, Visa Processed Transactions 

estimations. Visa’s transactions are expected to slow down its consistently high 

growth levels, so consequently the same is expected to happen to Data 

Processing revenues that will reach $12.2 billion in 2021, with a growth of 11%, 

over the prior year. After 2022, as the segment was not very hurt, growth levels 

are expected to be very stable around the 12%, until the maturity of the market, 

from 2030 to 2040, where a growth rate of 5% was adopted according to the one 

estimated for the transactions itself. For the TV assumptions, the U.S. GDP 

growth rate was used, 3.82%, again following the same assumptions when 

estimating transactions volumes. 

International Transaction Revenues urge from cross-border activities, mostly 

from the processing of transactions where the country of the issuer differs from 

the beneficiary and currency conversions. This segment was hit the hardest by 

the pandemic crisis we are living and, due to the high unpredictability of the 

extent to which COVID-19 will continue to restrict travel, close borders and lock-

down countries, it will be the slowest to recovery, adapting to the “new normal” 

we are building in our day-to-day lives. To estimate the future trajectory of these 

revenues, a differentiation between Domestic (U.S.) and International (Cross-

border) Nominal Payments volume was made, as they are expected to continue 

to evolve in different ways, as explained in our Value Drivers assumptions. 

Following the expected L-shaped recovery, applying an average pricing of 0.15% 

(2019 to 2020 values), we estimate a structural change to the segment growth 

rate for 5 years, and only then beginning to reach the pre-pandemic levels. For 

fiscal 2021, a small increase of 3.84% is expected, to $6.5 billion. After that, 

2022 will perform much better with a growth of 17.49%, returning to the two digits 

rates from the past 5 years. Recovery is expected to be slow but constantly 

improving until 2026, where we estimate a return to previous growth rates with a 

15% annual growth. This is expected to remain until 2030 where the stabilization 

period starts until 2040, with a growth rate of 5%, and after that the U.S. dollar 

rate (2.22%) is assumed in perpetuity.  

Other Revenues consist mainly in fees for use of the brand or Visa technology, 

together with consulting and marketing services and revenues related to 
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acquisitions. These revenues are not completely tied to the volume of processed 

transactions but are expected to evolve in the same way, as more processed 

transactions will result is more fees for account holder services, certification and 

product enhancement. Following this, a pricing of 1.02%, from 2020, was applied 

to the transaction volumes of 2021 to a total of $1.6 billion. After that, an 

average pricing of 0.98% (2019 and 2020 values) was annually applied to the 

volumes. This segment is expected to maintain a slow but steady growth 

especially due to the urge of consulting and marketing services and the 

expectations that transactions volumes will not decrease in the future. In 2022 

we expect $1.7 billion and a growth rate of 8.28%. From 2024, growth is 

estimated to remain at similar values of around 12% until 2030, 5% from 2030 to 

2040 and the U.S. GDP growth rate of 3.82% there onwards in perpetuity. 

Client Incentives are included in long-term contracts, between Visa and its 

clients and strategic partners, and are designed to increase product acceptance 

by growing payment volumes and wining merchant routing transactions over the 

network. As revenues depend on client base, this may be costly to win, retain 

and maintain. At the same time that Visa contracts include contractual 

protections to limit the flexibility of clients to issue non-Visa products, it also 

include multiple incentives to increase volumes and enter new market segments, 

expanding Visa products and services usage and also offering competitive 

advantages regarding its peers. Incentives are based on performance 

expectations and in the last quarter conference call, Visa estimated, as a 

percentage of gross revenues, values between 25.5% and 26.5%, for 2021. This 

information was assumed, resulting in $8 billion. After that, an average of 2020 

and 2021 was assumed there onwards, resulting in an average value around 

24.69%. 

▪ Costs 

Visa operating expenses are divided in 7 main segments: Personnel, Marketing, 

Network and Processing, Professional Fees, Depreciation and Amortization, 

General and Administrative and Litigation Provision, which was not considered a 

core expense. The main core expense are costs related to employees 

(Personnel) that account for almost half of total expenses (46%). Follows 

Marketing and General and Administrative cost, each with weights close to 14%, 

then Network and Processing, Depreciation and Amortization and Professional 

fees with weights below 10%.  

In previous years, Total Core Expenses followed an average annual growth of 

12%, but, having in mind the present crisis we are living, Visa adopted an overall 

cost reduction strategy in 2020. This resulted in a cut to a 2.35% growth rate 
Exhibit 19. Visa’s costs by segment from 
2019 to 2022, in millions 
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over the prior year, and we estimate that this strategy will remain at least until 

2021, maintaining a small annual growth rate of 3.81% and a total of $8 billion 

costs. After that, growth rates are expected to slowly return to pre-cost reduction 

strategy in 5 years, coming back to a 2 digits growth rate. We assume market 

maturity between 2030 and 2040, where annual growth rate stabilizes in an 

average 5%, and there onwards, an average 3.73% growth was assumed in our 

TV assumptions.  

Personnel Expenses include all employee related costs such as salaries, 

benefits and incentive compensations. These costs are directly tied to the 

headcount so, having in consideration our estimations explained deeper in the 

Value Drivers section, an average annual expense per employee was calculated 

from 2019 figures ($180,000), and constantly applied to each year estimated 

headcount. For fiscal 2021 we estimate an annual growth rate of only 0.56% to 

volumes of $3.8 billion. Afterward, growth is expected to return to 8% in the next 

2 years, and after to a solid 9% until 2030, where it slows down for an annual 5% 

growth rate until 2040. There onwards, the U.S. GDP growth rate of 3.82% was 

assumed in our TV considerations.  

Marketing Expenses are associated with marketing and advertising campaigns 

and sponsorships. Fiscal 2020 decreased is a mirror of the overall cost reduction 

strategy together with the absence and delay of two major events that Visa was 

sponsoring: FIFA women’s world cup and Tokyo Olympics. In 2021 marketing 

expenses are expected to increase, but still in a restricted way, so we expect it to 

have the same weight on total revenues that in 2019 (4.81%). Marketing costs 

are expected to be $1.1 billion of total costs, an increase of 12.79% regarding 

the previous year steep cut of 12.13%. For the following years, an average of 

2019 to 2021 values was annually applied to the total revenues values to 

compute marketing costs. It should return to pre-COVID 19 growth values of 

around 13% until 2030 where it adopts a 5% stable growth rate until the TV 

assumptions enter in place in 2040 and growth is assumed to be 3.82% in 

perpetuity. 

Network and Processing Expenses represent costs with processed 

transactions and fees on data processing services. It directly depends on the 

volumes of Visa Processed Transactions as they mainly account for 

maintenance costs that each transaction implies. To estimate future figures for 

this segment, we assumed constantly the 2019 average cost of each transaction 

(0.52%) to each year estimations of transactions volume. As it was not hit hard 

by the pandemic, as transaction numbers continued to increase, in 2021 this 

segment is expected to increase by 12%, to a value of $815 million. This should 
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remain until 2030 to 2040 where a 5% growth rate is assumed and then TV 

assumptions rely on the U.S. GDP growth rate (3.82%) there onwards.  

Professional Fees are fees that result from the need of external professional 

services like consulting and legal advice. These expenses are not directly linked 

to the volumes of processed transaction, but the higher the volumes Visa needs 

to process, the more they will need to resort on these services. Our estimation is 

that professional fees will evolve in the same way as Visa Processed 

Transactions Volumes, so future estimations were calculated assuming a 

constant pricing of 0.31% (2019 and 2020 average values) applied to each year 

volume. In 2021, professional fees are expected to slowly recover, reflecting the 

overall strategy of cost reduction, to $453 million, an increase of 11% over 

2020. After that, growth increases to an average 19%, in the next two years of 

recovery, and thereafter to an average growth rate of 12% until 2030 where a 5% 

growth rate is assumed until 2040, where the U.S. GDP growth rate (3.82%) is 

assumed there onwards. 

General and Administrative Expenses derive from facilities costs, indirect 

taxes, foreign exchange gains and other expenses in support of the core 

business. These expenses were estimated as a percentage of total revenues of 

5.11%, average from 2019 and 2020 values. In 2021 an increase of 6.2% is 

expected to $1.2 billion, mainly due to soften cross-border restrictions. A 

recovery is expected in 2022 with a growth rate of 11.8%, that should remain 

until 2030. From 2030 to 2040 a constant 5% growth rate was assumed, until an 

average of 2.93% there onwards in perpetuity.  

Litigation Provisions account for the litigation expenses that the management 

expects to happen, based on their understanding of Visa’s annually revised 

litigation profile. This provision was considered a non-core expense as we 

considered it an outside of business activity operation. Having in mind all the 

litigation process Visa has on going, and no expectations of major cases arriving 

that will disrupt the usual expenses on litigation, we estimated a constant 

litigation provision for the total forecasting period equal to the one accounted in 

2019, $400 million. 

▪ Invested Capital 

Operating Cash was assumed to be 2% of sales given that this was the average 

used in the payments industry. Looking at the Cash Conversion Cycle, namely 

the Collection and Payable Period, we assumed Visa’s values will converge 

towards its peers’ values over time. Regarding the collection period, we 

estimated it to be around 22 days, basically the same value for the past 5 years, 

and substantially lower than the average of its peers (which is around 32), which 
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can be explained by Visa’s efficiency in payment processing. Overtime, it will 

start converging towards the industry average. As for the payable period, we 

estimated it to be around 9 days, also significantly lower than the industry 

average (which is around 15) and, from 2021 onwards we expect it to start slowly 

increasing towards the industry average.   

Property, Equipment and Technology was recorded at historical cost less 

accumulated depreciation and amortization, and it is split into Land, Buildings, 

Furniture and Equipment, Construction-in-progress and, lastly, Technology, 

which consists of both purchased and internally developed software. In order to 

perform the forecast, we looked at historical growth rates and assumed an 

average based on the last few years, with the exception of some captions that 

remained constant, as they do not change substantially over time, examples are 

Land and Construction-in-progress.  

Intangible Assets were forecasted based on historical growth rates and were 

assumed to grow at a constant rate of 0,61%. Regarding Goodwill, it was 

assumed to remain constant, which is consist with the last 5 years.  

Concerning Depreciation costs, for both Intangibles and Property and 

Equipment, these were calculated based on the percentage of each relevant 

caption, where property, equipment and technology constitute more than 90% of 

total depreciation costs. 

Cost of Capital Estimation 

With the DCF method, in order to compute the weighted average cost of capital 

(WACC), three key inputs are required: the cost of debt, the cost of equity and 

the target capital structure. 

First, we determined the unlevered beta of the industry. To obtain this value we 

unlevered both the company’s and its peers’ raw betas. Here, the peer group 

considered was a set of 15 different players in the payments industry. To 

determine the raw betas, we regressed each company’s weekly excess returns 

on the US dollar risk-free rate against the S&P500’s excess returns on the same 

rate. For the data set, we chose the period comprising the weeks starting in 

28/09/2018 until 02/10/2020. This set was chosen in order to properly reflect the 

systematic affecting the industry. If a bigger data set was considered, we would 

be underestimating Visa’s systematic risk, since the beta would smooth the 

impact of the current health crisis. Then, we unlevered each raw beta according 

to each company’s beta of debt and D/E ratio. 
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To calculate the beta of debt, we used the cost of debt of each of the companies 

(whose values were gathered from Bloomberg) and the CAPM model, which 

requires a risk-free rate and a Market Risk Premium. For the risk-free rate, since 

Visa’s cash flows are denominated in USD, we considered 10-year US treasury 

bonds2. For the market risk premium, we used a widely accepted value3 based 

on historical averages as well as recent market developments, such as the 

COVID-19 outbreak.  

For Visa, the cost of Debt was determined using Visa’s yield, recovery rate and 

probability of default. In order extrapolate Visa’s yield, the US AA credit rating 

yield curve was used. Then, using a recovery rate of 43.3% and a probability of 

default of 0.003%4, we obtained a cost of Debt of 1.405%. 

Regarding the cost of equity, we used the CAPM once again. Having now the 

unlevered beta of the industry, which was 1.08, we first need to find the re-

levered beta of the company using its target D/E ratio (2.75%). Then, with the re-

levered beta we simply apply the CAPM and get a cost of equity of 8.147%. 

Finally, after following the previous steps, we simply applied the WACC formula5 

and obtained an estimation of 7.958%. 

 
2 Source: Bloomberg 
3 Source: KPMG – Equity Market Risk Premium 
4 Source: Moody’s 
5  

Exhibit 21. Key inputs of cost of capital 
 

Exhibit 20. Key inputs of Peer Group 
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Valuation 

Outcome 

Our DCF model forecasted free cash flows for 47 years, until 2047, where we 

reach a stable revenue growth of 2.95%, persistent since the adoption of the TV 

assumptions. Based on this approach, the model disclosures a PV Terminal 

Value of $155 billion that results in an Operational Equity Value of $491 million. 

Non-core Invested Capital are minus $3.7 billion and Net Debt $8.2 billion, both 

numbers from 2020, the year 0 from our estimation. Adding the Operational EV 

with Non-Core Invested Capital and subtracting Net Debt, we reach an Equity 

Value of $480 million. Dividing the Equity Value by the number of shares 

outstanding, this translates into a share price of $242.93, for 31 Dec 2021. 

Therefore, we expect the annual return of the stock to be 9.867%. 

Multiples 

To complement our valuation, a multiple analysis was also performed. However, 

it is important to note that relying on comparable peers can be misleading, since 

companies that look identical might have very different policies, so it can lead to 

the wrong conclusions. 

Nevertheless, it is a useful exercise to cross-check with the results obtained by 

our intrinsic valuation. For this analysis, we used EV/EBITDA multiples based on 

our peer group, which includes Mastercard, PayPal, American Express and 

Euronet. Using values from 2019 (pre-pandemic), we reached an average 

multiple of 24,17x, corresponding to an average equity value of $369 billion and 

a share price of $186,98, which is considerably lower than the one we got from 

our intrinsic valuation ($239.46). 

Sensitivity Analysis 

Regarding the uncertainty on the estimation of certain crucial parameters, we 

performed two types of sensitivity analysis to evaluate the robustness of our 

model.  

First, a sensitivity analysis of the share price relative to both changes in WACC 

and the Terminal Value growth rate. Mainly due to the numerous assumptions 

needed to estimate the discount rate used and also due to the uncertainty of the 

long-term growth rate responsible for the terminal value estimation. Analysing 

the results, we conclude that the share price is much more sensible to changes 

in WACC than to the LT growth rate. A negative variation of 1% in the growth 

rate only leads to a $13 decrease on the share price. In the other hand, a 

Exhibit 22. Final Share Price and Expected 
Return calculation 
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positive variation of 1% on WACC, could result in a decrease of $44 on the share 

price. Even though WACC estimation is based on various assumptions, we do 

not estimate that they could be responsible for a variation greater than |0.5%| on 

the final value. Alongside with this, LT growth rate is also not estimated to vary 

much from 1% to 3%, our inflation estimations. Considering this, a maximum 

range for the share price will be from $188.08 to $325.80. 

##### 5.96% 6.46% 6.96% 7.46% 7.96% 8.46% 8.96% 9.46% 9.96%

0.71% $334.54 $297.77 $267.33 $241.79 $220.10 $201.49 $185.39 $171.34 $159.00

1.21% $348.44 $307.98 $274.96 $247.57 $224.54 $204.93 $188.08 $173.47 $160.70

1.71% $365.60 $320.33 $284.04 $254.36 $229.69 $208.89 $191.16 $175.88 $162.60

2.21% $387.35 $335.59 $295.03 $262.44 $235.73 $213.48 $194.68 $178.62 $164.75

2.71% $415.77 $354.92 $308.60 $272.22 $242.93 $218.86 $198.77 $181.76 $167.19

3.21% $454.53 $380.19 $325.80 $284.30 $251.63 $225.27 $203.57 $185.41 $169.99

3.71% $510.48 $414.64 $348.27 $299.60 $262.39 $233.03 $209.29 $189.69 $173.25

4.21% $598.35 $464.38 $378.92 $319.60 $276.02 $242.62 $216.20 $194.78 $177.07

4.71% $756.36 $542.50 $423.16 $346.87 $293.83 $254.75 $224.74 $200.95 $181.62

G
ro

w
th

 R
at

e

WACC

 

 

Second, a different sensitivity analysis was performed also in the share price, but 

with single variations on the most relevant inputs. Nominal Payments Volume 

growth rate (Medium Term and Long Term), Processed Transaction growth rate 

(MT and LT), WACC, TV growth rate, Risk Free and Expected Return of the 

Market tested the impact of a small positive/negative variation in their estimation 

on the final share price, to understand which have greater impact.  

+2%

LT growth

0%

-2%

+2%

Assumption

Nominal Payments Volume

MT growth

Impact on Share Price by Δ in Assumptions

-30% -20% -10% 0% 10% 20% 30%

Rf

Processed Transactions LT g

Processed Transactions MT g

Nominal Payments Vol. MT g

Growth Rate

Nominal Payments Vol. LT g

WACC

E(Rm)

 

On the Tornado Chart it is easily observable that WACC and Expected Return of 

the Market are the most sensible inputs on the share price, with a possible 

variation of more than |20%| on the share price, due to a change of |1%| in their 

estimation. This is followed by the TV growth rate and Nominal Payments LT 

growth rate that have a very similar impact of more than |10%| with a |2%| 

change. We can also observe that the impact of these changes is not 

symmetrical, contributing much easily to an increase of the share price than to a 

decrease. The other three growth rates have an impact lower than |10%| on the 

share price with a |2%| change in their estimations. Last, the Risk-free rate has 

Exhibit 23. Sensitivity Analysis on WACC and g 
 

Exhibit 24. Tornado Chart – impact of changes in inputs on the share price 
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the lower impact on the share price, with a possible change of |2%| with a 

variation of |1%| on the rate estimation.  

Scenario Analysis 

As mentioned already, the COVID-19 pandemic has been a catalyst of change in 

the payments industry. From thousands of businesses going bust to a complete 

change in the consumer’s spending behaviour, this pandemic has brought much 

uncertainty about the future. Besides the recent drop in the level of spending, 

there has also been a strong push towards a cashless and digital society, which 

has forced many payment service providers to fast track their digital efforts. 

Given all the uncertainty these times have brought, it’s practically impossible to 

perform an accurate forecast. Therefore, in order to better assess the impact of 

different outcomes on Visa’s revenues and cash flows, a scenario analysis was 

performed with 3 different scenarios. In addition to our base scenario, we have 

created two additional paths the future can take, one slightly more optimistic 

while the other takes on a more conservative approach.  

When forecasting Visa’s revenues there are three main value drivers to consider: 

Domestic and International nominal payments volume growth and processed 

transactions growth.  

As we already know, International Nominal Payments Volume has been the most 

affected driver by this pandemic, as these transactions are heavily dependent on 

cross-border spending. As such, in all scenarios we assumed that the domestic 

markets would recover faster than international ones. While under the “Good” 

scenario we assume a faster recovery, with growth rates of 5% and 7% in 2021 

and 2022, respectively. Under the “Bad” scenario, we assume recovery will be 

slower, growing 1% in 2021, followed by a growth rate of 4% in 2022.  

Domestic Nominal Payments Volume, on the other hand, is not so dependent on 

travelling restrictions, but it is primarily affected by the reduction in consumer’s 

spending. In this case, the difference between scenarios is less noticeable as 

this volume is less affected. Under the “Good” scenario, the growth rate starts at 

11% in 2021 and steadily increases to 13% in 2025. Under the “Bad” scenario, 

volume grows 8% in 2021 and slightly increases until it reaches an 11% growth 

in 2026.  

Regarding processed transactions, as these are not expected to decrease, but to 

just slow down, we assumed just a small difference between the different 

scenarios. Under the “Good” scenario, transactions will grow 12% for the first 

two years and, by 2026, growth rate will be around 14%. Under the “Bad” 
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scenario, growth rate will be 9% in the first years, until it reaches a growth of 

11% by 2026.  

In the “Good” scenario, we get a price target of $ 273.85 (return of 20.01%) and 

in the “Bad” scenario, we get a price target of $ 189.53 (negative return of 

8.46%). 

Although, we believe our “Base” scenario to be the most likely one, and that’s 

the one our recommendation is based on, for the purpose of this analysis we 

have attributed a probability of occurrence of 20% to the “Good” scenario, while 

the “Bad” only has a probability of 10%. These values were considered because 

we believe a faster recovery is more likely than a conservative one, based on our 

current values for 2020. Therefore, considering all the scenarios we will get a 

price target of $243.77, which represents a return for shareholders of 10.06%. 

 

 

Final Recommendation 

Our final recommendation to investors, weighting all the aspects evaluated 

above in a scenario of global uncertainty and considering our final share price of 

$ 242.93, that translates into an overall expected return over a 12-month period 

of 9.867%, is to buy Visa Inc stock. Visa earnings were hurt by the current health 

crisis, but the long-term outlook remains solid. This, together with the firms’ 

margins and market cap being among the best in the industry, lead us to 

consider Visa as a top stock, expected to perform at a quicker pace than its 

peers, in a sector full of growth opportunities.  

Exhibit 25. Scenario analysis summary 
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Appendix 

Financial Statements 
 

Income Statement (from 2015 to 2029) 
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Income Statement (from 2030 to 2047) 
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Balance Sheet (from 2015 to 2029) 
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Balance Sheet (from 2030 to 2047) 
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Cash Flows Map (from 2016 to 2029) 
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Cash Flows Map (from 2030 to 2047) 
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Disclosures and Disclaimers 

 
Report  Recommendations 

Buy Expected total return (including expected capital gains and expected dividend yield) 

of more than 10% over a 12-month period. 

Hold Expected total return (including expected capital gains and expected dividend yield) 

between 0% and 10% over a 12-month period. 

Sell Expected negative total return (including expected capital gains and expected 

dividend yield) over a 12-month period. 

 
 

This report was prepared by António Canavarro and Carolina Madeira, Master’s in Finance students of Nova 

School of Business and Economics (“Nova SBE”), within the context of the Field Lab – Equity Research. 

This report is issued and published exclusively for academic purposes, namely for academic evaluation and 

master graduation purposes, within the context of said Field Lab – Equity Research. It is not to be construed 

as an offer or a solicitation of an offer to buy or sell any security or financial instrument. 

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who 

revised the valuation methodology and the financial model. 

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE 

understanding that Nova SBE, the author, the present report and its publishing, are excluded from the 

persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its 

faculty and the author of this report have not sought or obtained registration with or certification as financial 

analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her 

academic supervisor is registered with or qualified under COMISSÃO DO MERCADO DE VALORES MOBILIÁRIOS 

(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or 

distribution of this report was required and/or obtained from any local authority, given the exclusive academic 

nature of the report. 

The additional disclaimers also apply: 

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the 

author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and 

Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary. 

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports. 

Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading 

Act), this entity is not required to register with or otherwise notify the Bundesanstalt für 

Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be 
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noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity 

reports and any fund raising programme. 

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be 

a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior 

authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively 

academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is 

the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for 

the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE 

and its faculty have no single and formal position in relation to the most appropriate valuation method, 

estimates or projections used in the report and may not be held liable by the author’s choice of the latter. 

The information contained in this report was compiled by students from public sources believed to be reliable, 

but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept 

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content. 

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering 

and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova 

SBE are not responsible for updating this report, and the opinions and recommendations expressed herein 

may change without further notice. 

The target company or security of this report may be simultaneously covered by more than one student. 

Because each student is free to choose the valuation method, and make his/her own assumptions and 

estimates, the resulting projections, price target and recommendations may differ widely, even when referring 

to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to 

significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as 

the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report. 

Any recipient of this report should understand that statements regarding future prospects and performance 

are, by nature, subjective, and may be fallible. 

This report does not necessarily mention and/or analyse all possible risks arising from the investment in the 

target company and/or security, namely the possible exchange rate risk resulting from the security being 

denominated in a currency either than the investor’s currency, among many other risks. 

The purpose of publishing this report is merely academic and it is not intended for distribution among private 

investors. The information and opinions expressed in this report are not intended to be available to any 

person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this 

report, students did not have in consideration the specific investment objectives, financial situation or 

particular needs of any specific person. Investors should seek financial advice regarding the appropriateness 

of investing in any security, namely in the security covered by this report. 

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion 

about the target company and its securities. He/ She has not received or been promised any direct or indirect 

compensation for expressing the opinions or recommendation included in this report. 
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The content of each report has been shown or made public to restricted parties prior to its publication in Nova 

SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty 

members for students’ academic evaluation. 

Nova SBE is a state-owned university, mainly financed by state subsidies, student’s tuition fees and 

companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus, 

Nova SBE may have received compensation from the target company during the last 12 months, related to its 

fundraising programs, or indirectly through the sale of educational, consulting or research services. 

Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on 

the opinions expressed in this report. The Nova School of Business and Economics does not deal for or 

otherwise offer any investment or intermediation services to market counterparties, private or intermediate 

customers. 

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous 

consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE 

may decide to suspend this report reproduction or distribution without further notice. Neither this document 

nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than 

Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or 

to Portuguese citizens is therefore prohibited and unlawful. 


