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Investment Thesis Target Price $260-275 
 
We recommend a HOLD rating for Visa Inc (V) with a target price of $260-275, 
representing an upside of up to 14%. We believe Visa is well-positioned within 
the growing digital payments industry as a market leader, along with having 
the potential to capitalize on emerging trends, such as open banking. 
 
Drivers of Thesis 
 

• Visa is currently the dominant market leader in digital payments, with 48% 
market share among its core peer group. Paired with Mastercard, Visa has 
an effective duopoly over the payment processing market. 
 

• The digital payments market is expected to grow by 11.8% over our forecast 
horizon, driven by increased demand for digital payments from consumers, 
increased use by businesses, and for use in cross-border transactions. 

 

• Visa’s continued expansion into additional value-added services, including 
open banking, positions the company to capitalize on significant growth in 
emerging trends in the future. 

 
Risks to Thesis 
 

• Visa’s performance is closely tied to global macroeconomic conditions. In 
the event of a recession, decreased consumer spending will lead to lower 
payment and transaction volumes, reducing Visa’s revenues.  

 

• Regulatory pressures, such as the Credit Card Competition Act, may 
threaten Visa’s market share the payments processing industry through 
mandating banks offer merchants a network other than Visa/Mastercard. 

Henry Fund DCF $263 
Henry Fund DDM $194 
Relative Multiple $142 
Price Data  
Current Price $241 
52wk Range $174 – 250 
Consensus 1yr Target $280 
Key Statistics  
Market Cap (B) $490.7 
Shares Outstanding (M) 2,086 
Institutional Ownership 97.4% 
Beta 0.95 
Dividend Yield 0.70% 
LT Consensus Growth 15.8% 
Price/Earnings (LTM) 31.1 
Price/Earnings (FY1) 24.6 
Price/Sales (Current) 15.8 
Profitability  
Operating Margin 67.38% 
Profit Margin 49.91% 
Return on Assets  9.50% 
Return on Equity  52.40% 

 

Earnings Estimates 
Year 2020 2021 2022 2023E 2024E 2025E 

EPS 
HF est. 

$4.90 
 

$5.63 
 

$7.01 
 

$8.67 
$9.51 

$9.85 
$11.15 

$11.31 
$12.77 

growth -7.9% 14.9% 24.5% 30.4% 16.6% 14.3% 

12 Month Performance Company Description 

 

Visa Inc (V) is the world’s largest payment 
processor, engaging in the provision of digital 
payment services, having processed over $14 
trillion in total volume in fiscal year 2022. Visa 
facilitates payments across more than 200 
countries among a global set of consumers, 
merchants, financial institutions, government 
entities, and other businesses4. In addition, Visa’s 
core product offerings include credit, debit, and 
prepaid cards.  Visa was founded in 1958 and is 
headquartered in San Francisco, CA.  
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COMPANY DESCRIPTION 

Visa Inc. (V) is the world’s largest payments processor by 
market capitalization, as shown below, which engages in 
the provision of digital payment services and operating 
across over 200 countries and territories.  

Company Ticker Market Cap ($B) 

Visa Inc. V 490.7 

Mastercard Incorporated MA 390.2 

American Express Company AXP 120.6 

Discover Financial Services DFS 22.4 

Source: FactSet 

Visa facilitates secure and efficient money movement via 
their global processing network VisaNet, Visa’s advanced 
transaction processing network. Visa facilitates secure and 
efficient money movement among a variety of clients, 
including consumers, issuing and acquiring financial 
institutions, and merchants1. 

During fiscal year 2022, 258 billion total transactions were 
made with Visa’s brand, equating to an average of 707 
million transactions per day1. Of the 258 billion total 
transactions, 193 billion (about 75%) were processed by 
Visa. As for the remaining 25%, this is likely due to Visa 
transactions passing through multiple entities, including 
issuing banks, acquiring banks, and merchants. 
Additionally, Visa’s total payments and cash volume was 
$14 trillion.  

Visa’s overall business model can be visualized using the 
figure below. To summarize, at the heart of Visa’s growth 
1is their core product offerings: credit, debit, and prepaid 
cards1.  

To capture new flows of money movement, Visa utilizes a 
“network of networks” approach to unify the payments 
ecosystem, facilitating person-to-person (P2P), business-
to-consumer (B2C), business-to-business (B2B), business-
to-small business (B2b), government-to-consumer (G2C), 
and consumer-to-business (C2B) payments1.  

Lastly, Visa also incorporates value-added services into its 
business model, which include issuing solutions, 
acceptance solutions, risk & identity solutions, open 
banking, and advisory services1. While not listed as its own 
revenue segment, Visa’s value-added services account for 
roughly 20% of its net revenues2, and in our view is where 

Visa has significant room to grow and differentiate itself 
from its competition. 

 
Source: Visa 

The figure below highlights Visa’s core business in a typical 
consumer-to-business (C2B) transaction.  

 
Source: Visa 10-K 

In this example, the consumer makes a purchase using a 
Visa card, with the merchant then presenting the 
transaction data to an acquirer (usually a bank or third-
party processing firm) that accepts Visa cards, which then 
forwards this data to Visa via VisaNet. Visa then contacts 
the card issuer to confirm the consumer’s account for 
authorization. Once authorized, the issuer the acquirer the 
transaction amount minus an interchange reimbursement 
fee and posts it to the consumer's account. The acquirer 
pays the merchant the purchase amount minus a 
merchant discount rate (MDR)1. 
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A key point to note is that Visa is not a financial institution, 
and does not issue cards, extend credit, or set rates and 
fees for account holders of Visa products. Rather, Visa 
partners with financial institution clients1. Unlike American 
Express or Discover, Visa does not have credit risk 
exposure, resulting in Visa trading at different multiples 
compared to these two firms. In addition, Visa notes that 
they do not experience any pronounced seasonality in 
their business1, so we opt to forecast revenues annually.  

Visa reports across five main revenue segments: Data 
Processing, Service, International Transactions, Other, and 
Client Incentives. As shown in the figure below, Client 
Incentives is treated as a negative revenue segment, and 
is subtracted from the others to arrive at Visa’s ending net 
revenues.  

 
Source: Visa 10-K 

The fiscal year 2022 total revenue breakdown (excluding 
Client Incentives) by segment is shown below: 

 
Source: FactSet, Visa 10-K 

Historically, Data Processing has remained Visa’s top 
revenue segment, which we do not expect will change 
over our 10-year forecast horizon. This is likely driven by 
factors such as Visa’s high transaction volume, growth in 
digital payments, and growth in Visa’s value-added 
services. These trends are shown in the figure, excluding 
Client Incentives: 

 
Source: FactSet 

For all of our following forecasts, years past FY 2022 are 
our estimates. 

Geographic Segments 

Visa reports across two key geographical segments: US and 
International. As of fiscal year 2022, revenue from the 
International segment made up 56.2% of total revenues, 
while domestic revenues accounted for the remaining 
43.8%. Given Visa’s significant international revenues, 
cross-border payment trends will be important to monitor 
moving forward. In FY 2020, international transactions fell 
significantly, due in large part to travel restrictions 
imposed during the outbreak of the pandemic. However, 
this segment has experienced recovery recently as cross-
border travel has increased. 

 
Source: Visa 10-K 

Data Processing 

Visa’s data processing segment is the largest by revenue as 
of fiscal year 2022, totaling $14.4 billion in revenues. Visa 
earns revenue in this segment for authorization, clearing, 
settlement, value-added services, network access, and 
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other maintenance and support services that facilitate 
transaction and information processing among clients1. 

The primary driver for Visa’s data processing revenues is 
the number of processed transactions1 by Visa, totaling 
almost 193 billion as of fiscal year 2022. We forecast this 
using the pre-pandemic growth as a baseline, taking an 
average of the first four years in our historical period, and 
growing it by a growth rate roughly in-line with the growth 
of the digital payments space, which expected to have a 
CAGR of 12.3% from 2023-20275, decreasing gradually to a 
CV growth rate of 2.75%, as digital commerce continues to 
increase. 

 
Source: FactSet, HF Estimates 

The initial higher growth rate is driven by favorable factors 
impacting the digital payments. These factors include 
digital payments becoming a preferred method of 
payment for consumers due to their convenience and 
speed, use by businesses to streamline transactions and 
reduce costs, and an increased need for payment systems 
that can facilitate cross-border transactions efficiently5.  

However, fintech startups and blockchain integration into 
payment systems have contributed to growth in the digital 
payments market5. As new entrants enter the payments 
space, we expect them to have a negative impact on Visa 
and Mastercard’s market shares over the long-term, 
paired with the likelihood of increased regulation 
surrounding these companies, motivating our lower 
growth rate over time. 

Service 

The Service segment is Visa’s second-largest segment, 
totaling $13.4 billion in revenues in fiscal year 2022. Visa 
earns revenue in this segment for services provided in 
support of client usage of Visa payment services1. 

The primary driver for Service revenues is nominal 
payments volume, totaling $14 trillion in fiscal year 2022. 
This represents the aggregate dollar amount of purchases 
made with Visa-branded cards1. The nominal payment 
volume can be further broken down into three categories: 
consumer credit, consumer debit, commercial, and cash. 
As with data processing, we use the average pre-pandemic 
growth rate as a baseline for each category except cash, 
gradually increasing due to the previously mentioned 
growth in the digital payments market and reaching a CV 
growth rate of 2.5%.  

Historically, cash remained highly volatile year-to-year, we 
use the pre-pandemic average as a baseline, gradually 
decreasing to 0%.  

 
Source: FactSet, HF Estimates 

International Transaction 

The International Transaction segment is Visa’s third-
largest segment, generating $9.8 billion in revenue in fiscal 
year 2022. Revenue is earned for cross-border transaction 
processing and currency conversion activities1. Visa 
witnessed a significant decline in this segment in 2020, 
driven by starkly decreased cross-broader transaction 
volume due to the COVID-19 pandemic. 

Similarly, we take a pre-pandemic average estimate for 
this segment, especially given the tailwinds experienced 
during fiscal year 2022 as travel recovered, with the 
growth rate gradually declining to a CV growth rate of 
2.0%. This is to account for this segment’s heightened 
exposure towards geopolitical events and regulations, and 
uncertainty surrounding currency activities.  
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Source: FactSet, HF Estimates  

Other 

Visa’s Other segment consists of primarily value-added 
services, license fees for use of the Visa brand or 
technology, and fees for account holder services, 
certification, and licensing1. Given this segment’s relatively 
minor contribution to overall net revenues, paired with a 
lack of concrete guidance from Visa, we expect this 
segment to maintain around the same level percentage of 
sales, albeit with a slight upward trend to account for 
historical behavior.    

 
Source: FactSet, HF Estimates 

Client Incentives 

Lastly, Client Incentives is Visa’s negative revenue 
segment, which is paid to financial institution clients, 
merchants and strategic partners to grow payments 
volume, increase Visa product acceptance, and win 
merchant routing transactions over to Visa’s network1. 
Growth in this segment is primarily driven by payments 
volume and transaction volume, card issuance and card 
conversion1. It should be noted that this segment may vary 
based on changes in performance expectations, actual 

client performance, amendments to existing contracts, or 
execution of new contracts1. As such, outcomes may 
deviate from trends in payments volume. We forecast this 
segment to gradually decline towards a CV growth rate of 
2.5%.  

 
Source: FactSet, HF Estimates 

Cost Structure Analysis 

The figure below shows Visa’s gross margin, operating 
margin, cost of revenue, and net margins over both the 
historical period and our forecast horizon: 

 
Source: Visa 10-K, HF Estimates 

Visa has experienced relative stability in their margins, 
with very slight fluctuation. We forecast these trends to 
generally continue moving forward as Visa continues to 
scale and expand its offerings of value-added services. We 
implement a negative growth factor into are model to our 
expenses as a percent of total revenue, as Visa continues 
to scale. 
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Debt Maturity Analysis 

The figure below shows Visa’s debt maturity schedule as 
of FY2022: 

Five-Year Debt Maturity Schedule 

Fiscal Year  Payment ($M) 

2023  $2,250 
2024  0 
2025  0 
2026  5,325 
2027  2,750 
Thereafter  12,620 

Total  $22,945 
Source: Visa 10-K 

The figure below shows Visa’s bond rating relative to its 
peers in the payment processing industry. S&P gives Visa 
an AA- rating, which is considered investment-grade. 
Among its peers, Visa has the highest credit rating with AA-
. Its peers, namely AXP and DFS, either have adequate 
capacity to meet their commitments (BBB) or are 
considered the lowest investment-grade by market 
participants6. 

Company Rating 

Visa Inc (V) AA- 

Mastercard Incorporated (MA) A+ 

American Express Company (AXP) BBB+ 

Discover Financial Services (DFS) BBB- 

Source: S&P Global 

In terms of liquidity ratios, Visa has a quick ratio and a 
current ratio of 1.45 as of fiscal year 2022. As a result of all 
these factors, we do not anticipate Visa having issues 
repaying their debt. 

ESG Analysis 

ESG, standing for Environment, Social, and Governance, is 
a framework to assess the sustainability and ethical impact 
of companies based on those three metrics. We find Visa 
to be well-positioned among its peers, having an ESG risk 
rating of 16.68, the lowest in its peer group. In the table 
below, a lower ESG risk rating is considered better. 

 

 

 

Company ESG Risk Rating 

Visa (V) 16.68 Low 

Mastercard (MA) 17.07 Low 

American Express (AXP) 18.61 Low 

Discover Financial Services (DFS) 22.50 Medium 

Source: Morningstar Sustainalytics 

In addition, Visa ranks highly in terms of its ESG scores 
relative to its industry group and the global universe of 
companies covered by Morningstar: 

 

Source: Morningstar Sustainalytics 

This is driven by Visa’s relatively strong ESG initiatives, 
measured across five clusters, with highlights from the 
fiscal year 2022 outlined below3:  

• Visa has digitally enabled 40M small and micro 
businesses through solutions, education, partnerships, 
and initiatives towards their 50M goal set in 2020. 

• Prevented $27 billion in fraud-related losses, including 
a $10 billion investment over the last five years to 
reduce fraud and increase network security. 

• $10 million continued investment in Visa Black 
Scholars and Jobs program. 

• 89% reduction in scope 1 & 2 greenhouse gas 
emissions since fiscal year 2018, paired with 100% 
renewable electricity use maintained for operations. 

RECENT DEVELOPMENTS 

Q3 FY 2023 Earnings Announcement 

Visa announced their third quarter earnings for fiscal year 
2023 on July 25, 2023. They reported an EPS of $2.16 and 
a revenue of $8.12 billion, beating consensus estimates by 
2.03%, and revenue by 0.73%, respectively. This was 
primarily driven by a continued recovery in international 
travel, thereby increased cross-border volume, as well as 
consumer spending remaining resilient, which drove 
growth in both payments volume and processed 
transactions9.    
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Looking forward, Visa is anticipating fiscal year 2023 
revenue growth to be in the low double-digits, which we 
factor into our short-term forecast. Visa views transaction 
growth as being stable in the US2, which we factor into our 
forecasts in the short-term. 

COVID-19 Impact 

At the onset of the COVID-19 pandemic in 2020, Visa 
experienced a -4.6% fall in annual revenue, as consumers 
spent less resulting in a decreased payment volume -1.02% 
year over year, relative to ~10% increases from years prior. 
However, in 2021 and 2022, as consumer spending 
recovered to over pre-pandemic levels, with annual 
revenue growth rates of 10.3% and 21.6%, respectively. In 
the US, this was aided by stimulus check spending and 
Visa’s partnership with the U.S. Treasury Department, 
where stimulus funds were distributed via Visa prepaid 
debit cards3.   

Russia-Ukraine War 

In March 2022, Visa suspended all its operations in Russia 
following U.S, European Union, and UK economic 
sanctions. As a result, Visa no longer generates revenue 
from domestic and cross-border activities related to 
Russia. During quarter ended March 31, 2022, Visa 
additionally deconsolidated their Russian subsidiary. For 
fiscal year 2022 and 2021, total net revenues from Russia, 
including those from cross-border and domestic activities, 
consisted of about 2% and 4% of net revenues, 
respectively1.  

Recent Acquisitions 

Currencycloud 

On December 20, 2021, Visa acquired Currencycloud, a 
global platform enabling financial institutions and fintechs 
to provide cross-border foreign exchange solutions for 
$893 million1.  

In September 2023, Visa and Currencycloud launched Visa 
Cross-Border Solutions, delivering cross-border money 
movement solutions to banks, fintechs, FX brokers, and 
other payment institutions. This is expected to improve 
Visa’s cross-border capabilities and improve end-user 
experience in this capacity22. 

 

Tink 

On March 10, 2022, Visa acquired Tink, a Swedish open 
banking platform for $1.9 billion. Tink currently connects 
to more than 3,400 banks that reach over 250 million bank 
customers across Europe27.  

Open banking, or open bank data, refers to the system of 
allowing access and control of consumer banking and 
financial accounts through third-party applications16. This 
trend will be described further under our “Industry 
Trends” section.  

We view this acquisition as being beneficial for Visa, as the 
open banking market size is expected to reach $135.17 
billion by 2030, with a CAGR of 27.2% from 2023 to 203015. 
This expected growth is largely driven by factors such as 
enhanced customer involvement via open banking APIs, 
favorable government regulations, and increased 
adoption of related services and applications15. In 
particular, Visa expects this acquisition to accelerate the 
adoption of open banking globally3. 

Pismo 

On June 28, 2023, Visa announced plans to acquire Pismo, 
a Brazilian fintech company which develops cloud-based 
platform-as-a-service solutions which include core 
banking, payments, digital wallets, marketplace, and 
financial management functionalities14 with operations in 
Latin America, Asia Pacific, and Europe for $1 billion in 
cash3. The deal is expected to close by the end of 2023, 
pending regulatory approval.   

If Visa successfully acquires Pismo, Visa will be able to 
expand its core banking and issuer processing capabilities 
across credit, debit, and commercial cards, as well as 
provide support for emerging payment platforms for 
financial institution clients3. 

Solana Blockchain Pilot 

On September 5, 2023, Visa announced that they will be 
expanding its stablecoin settlement capabilities to the 
Solana blockchain to increase the efficiency of cross-
border payment transactions3,19, as a part of its stablecoin 
settlement pilot. For reference, stablecoins are a subset of 
cryptocurrencies with prices pegged to an external asset, 
typically the US dollar19.  
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Visa has the capacity to execute approximately 65,000 
transactions per second (TPS) off the blockchain, with 
Mastercard having the capacity to execute 5,000. While 
not at the scale of Visa, Solana executes an average of 
1,954 TPS, with the ability to process 65,0009. This is 
significantly higher than its competitors Ethereum and 
Bitcoin, which average 12 and 7 TPS, respectively3. 
Additionally, Solana has low and predictable transaction 
costs, shown in the figure below, as well as much lower 
blockchain network transaction confirmation times3. 

 
Source: Visa 

Through this pilot, Visa plans to test if Solana can meet the 
demands of modern corporate treasury operations3. 
Overall, we expect this to have the potential to benefit 
Visa, given the significance of cross-border payments 
towards Visa’s revenues and the prospects of this 
technology. 

INDUSTRY TRENDS 

Growth of Open Banking 

In essence, open banking allows a consumer to share their 
financial data with a third-party service provider, which 
may include fintechs, currency exchanges, merchants, and 
other digital platforms18. Open banking has the potential 
to change the competitive dynamics and consumer 
experience of the banking industry16, through increasing 
competition, mandating adaptation from traditional 
banks, and granting consumers greater control over their 
financial data.   

Open banking has a variety of applications that could be 
beneficial towards consumers, including aggregating one’s 
financial data, providing insights into budgeting and 
money management, offering more suitable financial 

products or services, and assisting small businesses with 
accounting and fraud detection16,18.    

In a global consumer survey conducted by Mastercard, 
they found that open banking is already widely used, 
through popular financial apps such as Robinhood (a stock 
trading app) and Rocket Mortgage (a mortgage-brokering 
app)18.   

 
Source: Mastercard 2022 New Payments Index 

In a consumer survey conducted by Visa, it was found that 
87% of U.S. consumers utilize open banking, most 
commonly through applications offering payment, 
personal finance, and buy-now-pay-later and other 
services3. There is a gap in awareness however, with only 
34% being aware that these application connections are 
facilitated through open banking3. According to a survey 
conducted by Discover, 45% of respondents are 
uncomfortable with sharing their information with third 
parties in regarding open banking, citing expected 
increases in adoption as fintechs partner with trusted 
financial institutions28. 

However, as data is shared more widely, this may pose 
potential risks towards consumers, due to potential 
security risks with open banking APIs, the possibility of 
data breaches, and the potential for market consolidation 
in the open banking space16.  

As mentioned previously, open banking is expected to see 
significant growth over our forecast horizon. With Tink’s 
acquisition, we believe that Visa is in a better position to 
capitalize on the growth of open banking as a value-added 
service, given Tink’s significant reach across Europe and 
with Europe accounting for 37.0% of market revenue share 
in 2022, which is the majority15. 
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Credit Card Competition Act  

The Credit Card Competition Act of 2023 is a bipartisan bill 
proposed in the US that would require banks with greater 
with $100 billion in assets to allow at least two credit card 
networks to be used on merchant credit cards rather than 
just one. While one could be Visa/Mastercard, the other 
must be a different network24. Opponents of the bill argue 
that retailers/merchants would be disproportionately 
benefited, as lower fees would mean decreased funding 
for credit card rewards programs25.  

If this bill were to pass, it would likely pose a significant 
threat to the Visa/Mastercard duopoly, as it would likely 
decrease their market share as merchants choose 
alternatives with lower fees. However, the likelihood of 
this bill passing is uncertain, as it failed in 2022 when it was 
previously proposed. Regardless, legislation in this regard 
will be a key point to monitor moving forward. This would 
potentially benefit fintechs offering payment solutions or 
companies such as American Express and Discover. 

PEER COMPARISONS 

Visa competes against all forms of payment, including both 
paper-based and electronic payments. In the electronic 
payments space, Visa’s primary competitors are 
Mastercard, American Express, and Discover, which we 
use as our comparison set. These four companies 
dominate the electronic payments industry and are 
responsible for handling most the world’s card 
payments16.  

Metric Comparisons 

As shown in the tables below, Visa is the leader among its 
peers in terms of market capitalization and industry-
specific measures such as payments volume and total 
transactions, making it one of the largest retail electronic 
funds transfer networks used in the world1.  

In addition, Visa maintains a higher operating and net 
margin relative to its peers. One key difference to note is 
that American Express and Mastercard have credit risk 
exposure in their business model, while Visa and 
Mastercard do not. 

 

 

Market Valuation & Dividend Yield 

Company Market Cap (B) P/E (LTM) Div. Yield 

V 490.7 31.1 0.70% 

MA 390.2 38.8 0.60% 

AXP 120.6 16.6 1.5% 

DFS 22.4 6.2 3.1% 

Source: FactSet 

Profitability Ratios 

Company Oper. 
Margin 

Net 
Margin 

ROA (%) ROE (%) 

V 67.38% 49.91% 17.38% 39.99% 

MA 56.63% 44.69% 26.00% 145.92% 

AXP 23.60% 13.40% 3.60% 32.00% 

DFS 48.83% 36.83% 3.63% 31.37% 

Source: FactSet 

As shown below, Visa dominates across critical industry 
metrics including payments volume, total transactions, 
and cards in circulation, which directly contribute to Visa’s 
revenues.  

Industry-specific metrics  

Company Payments 
Vol. ($B) 

Total 
Vol. ($B) 

Total 
Trans. 

(B) 

Cards 
(M) 

V 10,894 13,508 244 3,936 

MA 5,975 7,723 140 2,579 

AXP 1,274 1,284 9 122 

DFS 207 219 3 66 

Source: Visa 10-K 

Company Revenue ($M) Revenue per Trans. 

V 29,310 $0.12 

MA 22,237 $0.15 

Source: Visa, Mastercard 10-K 

Mastercard Incorporated (MA) 

Mastercard Incorporated (MA) is the second-largest 
payment processor in the world behind Visa, processing 
close to $8 trillion in transactions during fiscal year 20228. 
Together with Visa, they have an effective duopoly over 
the payments industry, facilitating over 75% of credit card 
transactions in the US29. The company has one reportable 
operating segment, Payment Solutions18. Mastercard was 
founded in 1966 and is headquartered in Purchase, NY.  
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Mastercard’s business model is similar to Visa’s, in that 
both offer credit, debit, and prepaid cards, offer value-
added services, and are the two largest players in the 
payments processing industry. Like Visa, Mastercard does 
not issue cards directly, but rather partners with financial 
institutions16. 

A key difference between Visa and Mastercard is their 
service fees. Visa charges service fees to the issuer based 
on card volume, while Mastercard negotiates service fees 
and calculates them as a percentage of global dollar 
volume16. 

Along with this, currently Visa is the dominant player in the 
industry, being larger in terms of payments volume, 
transaction, and cards in circulation. Nonetheless, 
differences between the two companies can emerge 
regarding their value-added services, with a key point to 
monitor being how these firms capitalize on emerging 
trends in the payments and banking industries.  

American Express Company (AXP) 

American Express Company (AXP) is a global financial 
institution engaging in the provision of charge and credit 
card products, as well as travel-related services4. The 
company operates through the following segments: U.S 
Consumer Services, Commercial Services, International 
Card Services, Global Merchant and Network Services, and 
Corporate and Other. American Express was founded in 
1850 and is headquartered in New York, NY4. 

Like Visa and Mastercard, American Express is a global 
payment network, meaning that the facilitate payment 
transactions globally20. However, the key difference is that 
American Express is both a bank and a credit card issuer, 
as well as offering checking and savings accounts, loans, 
and business lines of credit20. As such, American Express is 
exposed to additional risk factors such as default risk and 
increases in interest deposit costs21. 

Due to the differences in business models, as well as the 
dominance of Visa and Mastercard in the payments 
industry, we do not anticipate them being a threat to Visa’s 
market share in the short or long term. 

Discover Financial Services (DFS) 

Discover Financial Services (DFS) is an American financial 
services company which operates under two business 
segments: Digital Banking and Payment Services. The 

company was founded in 1960 and is headquartered in 
Riverwoods, IL.  

Unlike Visa or Mastercard, Discover issues credit and debit 
cards and provides other consumer banking products 
including deposit accounts, student loans, and other 
personal loans8, similar to American Express. 

Along with American Express, we do not see Discover 
posing a significant threat to Visa or Mastercard’s market 
share in the short or long term, due to Discover’s small 
relative market share and differences in business models.  

Relative Performance 

Over a one-year period (9/14/2022 – 9/14/2023), Visa 
outperformed both the market and most of its peer group, 
beaten only by Mastercard over this period, outlined in the 
figure below. It should be noted that relative performance 
depends significantly on the timeframe used, so this 
should not be used as the sole indicator of Visa’s 
competitive positioning and overall performance. A key 
point to note here is the similarity between the price 
movements of Visa and Mastercard, further supporting 
the similarity in business models and exposures. As for 
Mastercard’s slight outperformance over this one year 
period, we expect that this is part due to Mastercard’s 
larger international presence and appealing long-term 
prospects. 

 

Source: Yahoo Finance, quantmod R package   

ECONOMIC OUTLOOK 

Real GDP Outlook 

In Q1 and Q2 of 2023, the real gross domestic product 
(GDP), increased at an annual rate of 2.0% and 2.1%, 
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respectively10. Looking forward, the Conference Board 
forecasts real GDP growth to be 1.3% in Q4 2023, then 
contracting in the first half of 202423.  

 
Source: U.S. Bureau of Economic Analysis 

A slowing GDP would have an adverse effect on Visa, as 
decreased consumer spending would result in fewer 
transactions and payment volume. In addition, if travel 
decreases, cross-border transactions will likely decrease as 
well. Given current consumer resilience, expectations of a 
soft landing among financial institutions, and Visa’s 
current guidance, we opt to keep our forecast in-line with 
management expectations.  

Fed Funds Rate & Inflation 

The Fed Funds rate has ripple effects throughout the 
economy, impacting longer-term interest rates, such as 
mortgages, loans, and savings, which significantly impact 
consumer wealth and confidence. As for inflation, the US 
CPI inflation rate has decreased from 9.1% in June 2022 to 
3.7% in August 2023.  

 
Source: U.S. Bureau of Labor Statistics 

As for Fed Fund rate hikes, consensus estimates are 
pointing towards an end to further rate hikes, with rate 
cuts expected in 202426. We expect interest rates to 
remain higher for longer as the inflation rate approaches 
the Fed’s 2% target.  

A regime of higher or rising interest rates will have a 
negative impact on Visa in the sense of decreased 
consumer confidence and thereby spending. This would 
directly impact payments volume and the number of 
processed transactions, which would decrease Visa’s 
earnings. However, we do not expect this to decline as 
much as the consumer discretionary sector, for instance, 
as there will still be demand for consumer durables 
product. However, Visa also benefits in an increased rate 
environment, as in the float of payments, Visa can invest 
these funds and earn interest before transferring the 
money to the merchant. As of right now, Visa maintains 
confidence in consumer resilience, though 
macroeconomic conditions will have to be closely 
monitored as they will have a direct impact on Visa’s 
future earnings.  

VALUATION 

Revenue Growth 

Our growth assumptions are based on Visa’s individual 
business segments, with a forecasted CAGR of 7.7% from 
FY2022-FY2032. For fiscal year 2023, we forecast revenue 
growth in-line with management expectations of low 
double digit growth year over year, arriving at 13.6%. Our 
largest growth expectations come from the Data 
Processing and Service segments, with Data Processing 
expected to make up most of Visa’s revenue over our 
forecast horizon. Historical revenue growth and our 
estimates are shown in the figure below: 
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Source: FactSet, HF Estimates 

Earnings Estimates 

Compared to consensus estimates, we forecast higher 
expected earnings for 2023, 2024, and 2025, which we 
believe are driven by differences in growth assumptions 
and our derivation for our forecasted EPS. Based on our 
observations, the reported earnings per share were 
derived from the diluted number of shares outstanding. As 
we derived ours using the basic number of shares 
outstanding, our EPS estimates will likely differ from the 
consensus on this basis as such. As for our growth 
assumptions,  

Operating Expenses 

Visa’s operating expenses as a percentage of sales have 
been generally decreasing over time, starting from 13.62% 
and decreasing by an average of around 4% over our 
historical period. As we expect this trend to continue, we 
similarly see a decline in operating expense as a 
percentage of sales over our forecasted period as Visa 
continues to scale.  

WACC Assumptions 

We calculated a weighted average cost of capital (WACC) 
of 9.23% for Visa, slightly lower than consensus estimates. 
This is largely due to lower assumptions for Visa’s beta and 

the equity risk premium. For this calculation, we used the 
following assumptions: 

Risk-Free Rate: We used 4.26%, the 10-year US Treasury 
bond yield as of September 8, 2023 

Beta: We used 0.95, equal to both the 5yr monthly beta 
and the average of the 1yr, 2yr, and 3yr betas from 
Bloomberg.  

Equity Risk Premium: We used the Henry Fund consensus 
estimate of 5.50%. 

Pre-tax Cost of Debt: We used 4.71%, equal to FactSet’s 
estimate based on the bond securities Visa has issued. 

Tax Rate: We used 19.00% for our forecast horizon, equal 
to the implied marginal tax rate of FY 2022.  

We opted to use the book value of debt as a proxy for the 
market value of debt, given the difficulty of accurately 
estimating this value for Visa. 

DCF / Economic Profit (EP) 

Our discounted cash flow (DCF) and economic profit (EP) 
models both yielded an implied price today of $263.18, 
representing an upside of ~9% from the current price. We 
opt to use this as our primary model driving our 
recommendation, as the model considers more company -
specific factors and allows us to incorporate growth 
assumptions per business segment. Our assumption for 
our CV growth of NOPLAT is 2.69%, equal to our final year 
NOPLAT growth rate. 

Relative Valuation (P/E and PEG) 

For our relative valuation models, we considered Visa’s 
primary competitors in the electronic payments industry, 
including Mastercard, American Express, and Discover 
Financial Services, as well as other fintech providers. 

Our relative P/E valuation models yielded an implied price 
today of $138.14 and $142.18 based on forecasted 2023 
and 2024 EPS figures, implying that it is overvalued relative 
to its peers. Our relative PEG valuation models yielded and 
implied price today of $196.91 and $209.46 based on 
forecasted 2023 and 2024 EPS figures, respectively. Capital 
One was omitted from this calculation due to having a 
negative 5-year EPS growth estimate. However, given 
Visa’s dominance in the payments industry alongside 
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Mastercard and differences in business models among 
peers, we do not believe these prices reflect Visa’s intrinsic 
price.  

Dividend Discount Model (DDM) 

Our dividend discount model (DDM) yielded an implied 
price of $217.83, representing a baseline for the stock 
price based on the company’s dividend payments. As Visa 
has been growing their dividend over our historical period, 
we estimate dividend growth to be at an average of 14%, 
equal to the 3-year average. However, we do not believe 
this reflects Visa’s intrinsic value, as it fails to consider 
other company-specific growth factors. 

KEYS TO MONITOR 

For Visa, key points to monitor will be their competitive 
positioning relative to Mastercard, such as through its 
value-added services and future acquisitions, as well as the 
regulatory, geopolitical, and macroeconomic 
environments moving forward. 

With Visa’s acquisitions, namely that of Tink, will be 
important to monitor as given the emergence and growth 
of open banking, as well as future acquisitions Visa makes 
to capture growth in emerging trends in the payments 
industry. 

In both the short and long term, Visa’s key revenue drivers 
of payments volume, transactions will be dependent on 
the level of consumer spending and inflation. As such, 
updates surrounding Fed Fund rates, consumer 
confidence, and the outlook surrounding a recession will 
be critical to monitor. 

Lastly, Visa releases its fiscal year 2023 annual report on 
September 30, 2023. Upon the release of that report, our 
assumptions and outlook regarding Visa’s may be subject 
to change. 

Summary 

We recommend a HOLD rating for Visa Inc, with a target 
price range of $260-275 based on our DCF, EP, and relative 
P/E models. This represents a current upside of up to 5.8% 
from the current price of $241.07. Given Visa’s market 
leadership in the payment processing industry and the 

optimistic expected growth rates of digital payments, Visa 
is poised to deliver strong growth in the future. 
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DISCLAIMER 

Henry Fund reports are created by graduate students in 
the Applied Securities Management program at the 
University of Iowa’s Tippie College of Business. These 
reports provide potential employers and other interested 
parties an example of the analytical skills, investment 
knowledge, and communication abilities of our students. 
Henry Fund analysts are not registered investment 
advisors, brokers or licensed financial professionals. The 
investment opinion contained in this report does not 
represent an offer or solicitation to buy or sell any of the 
aforementioned securities. Unless otherwise noted, facts 
and figures included in this report are from publicly 
available sources. This report is not a complete 
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compilation of data, and its accuracy is not guaranteed. 
From time to time, the University of Iowa, its faculty, staff, 
students, or the Henry Fund may hold an investment 
position in the companies mentioned in this report. 
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