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Business Overview

MasterCard Inc. (MA) 
March 23rd, 2020 
by Aamir Kothari, Shabbar Kothari

Assessment 

Buy
Fair Value Estimate 

$340 - $390
Price  

$207.03
Enterprise Value 

$213.9bn

Consider Buy 

$272 - $312
Economic Moat 

Wide
Stewardship Rating 

Standard
Market Cap 

$212.5bn
MasterCard a ‘no-brainer’ at $207 per share.

 MasterCard is the second-largest e-payment network company helping to authorize, clear and settle a 
transaction. It is the middle-man, moving money to and fro from one bank to the other. MasterCard itself does not 
loan the money to the consumer to buy goods on credit, nor does it physically sell the credit cards. To know more 
about how an electronic transaction takes place and the parties involved, see appendix a.

Recommendation 

At the current price of $207 per share, MasterCard presents a margin of safety between 40-47% from my estimate 
of fair valuation. For a company with durable competitive advantages, sizable growth in the future and is the 

second largest player globally, today’s price falls in the ‘no-brainer’ bucket. I recommend a buy.

 By creating a network of Issuers on one side 
and Acquirers on the other, MasterCard allows its 
cardholders to pay millions of merchants worldwide. It 
is important to note that the merchant and cardholder 
are not the primary customers of MasterCard. The 
company charges issuers and acquirers a fee for 
acting as the intermediary. 

 This network effect is MasterCard’s strongest 
competitive advantage. Businesses with network 
effects operate in a winner-take-all scenario. In the 
payments industry, there are two players that have the 
most number of institutions linked to them - Visa and 
MasterCard. Other major players are American 
Express and Discover. To know more about network 
effects, see appendix b. 

MasterCard’s Moats 
(For a Moat Checklist, see page 10)



2

 Another competitive advantage MasterCard 
enjoys is that its partnerships are with financial 
institutions and banks, not individual consumers. This 
makes it challenging for entrants to steal customers. 
They would have to convince risk-averse, compliance 
bound institutions to adopt a new, untested card 
network - a network which only has value if there are 
others already using it. This makes getting things off 
the ground very difficult. 
 MasterCard also has a strong brand that 
commands legitimacy, trust and a worldwide reach. 
This creates a strong incentive for banks and 
institutions to partner with MasterCard, in order to 
provide merchants and cardholders the benefits that 
come with the brand. The fact that a merchant does 
not care what bank card you use, so long as it has a 
MasterCard or Visa logo on it, is a marvelous 
achievement. 
 Card network development requires large 
initial investment, with consistent improvements to 
technology regarding speed, reliability and security. 
Once set up, networks are immensely scalable and 
marginal costs per new customer are negligible. 
 Lastly, MasterCard enjoys deep Embed into 
the systems of financial institutions that use MA’s value 
added services related to fraud, data analytics, 
marketing, and more. Value-added services 
represented 26% of revenue in 2019. 

The One Drawback 

 As strong as a Marketplace defensibility can 
be, it has one big weakness. It is open to multi-
tenanting. Vendors can sell their products on eBay 
and Etsy at the same time. Riders can look for drivers 
on Uber and Lyft simultaneously. Similarly, financial 
institutions can be parallel partners with MasterCard, 
Visa and/or any other card network. 

Competition and the Chicken-and-Egg Problem 

 What comes first, the chicken or the egg? The 
buyers or the sellers? The cardholders or the 
merchants? Solving this problem is key to starting a 
network effect and MasterCard has mastered it (no 
pun intended). This is a huge achievement (especially 
at its scale) and it results in the company being part of 
a duopoly in the card network space. Importantly, it 

makes it challenging for competitors to convince 
institutions to sign up with new card networks. No 
customer wants a credit card that isn’t accepted by 
merchants, and no merchant wants to accept a credit 
card that isn’t carried by customers. This problem 
creates an insulation for MasterCard. 
 Visa and MasterCard do not compete on 
price, similar to other duopolies. They compete on 
winning partnerships with corporate cards (such as 
Apple Pay), and joining hands with payment services 
popping up in developing nations. Their fees are low 
and virtually identical - ~0.2% of dollar value per 
transaction. This makes it difficult for competitors to 
undercut them. Side note: this shows the sheer pricing 
power MA/V possess. They set the Interchange Fee 
rate, which is paid by the merchant and majority of 
which goes to the Issuer. MA/V keeps ~0.2% of that. 
They could easily increase their cut by 0.1% and it 
would flow straight to their bottom line. What’s more - 
the merchants wouldn’t feel exploited, knowing the 
amount of value networks add for them.  
 The great thing about payment networks is 
that from the consumers point of view, there is little 
need for improvement. Social network firms often 
have a clear path to making the product better and 
more user-friendly for the consumer. This makes it 
possible for a new player to enter the market and 
become the primary social networking app (e.g. how 
Instagram disrupted Facebook). With payment 
networks, you just want them to work. And once they 
do, you want to forget about them. From the 
consumer standpoint, there isn’t a need to improve it 
after it has worked successfully. This makes it more 
difficult for an entrant to capture the market’s interest 
by offering a “better” service.
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Payments Value Chain 

Riding the Rails 

 Consider the network created by MasterCard 
as “rails” linking Issuers and Acquirers. These rails 
have allowed financial institutions to create their own 
“railcars” in order to send money from one place to 
another. 
 Fintech companies are not in the business of 
creating rails. Instead, they make better and faster 
railcars, riding the same tracks put in place by card 
networks. They work on top of MasterCard, and 
therefore are not in competition. Without the rails, the 
Fintech solutions would lose almost all of their value. 
 Payment applications by Tech firms are often 
grouped together with those offered by Fintech firms 
and labeled as Digital Wallets. This can be confusing 
because there is a difference between Smart Pay 
versus Digital Wallets. 
 Smart Pay solutions like Apple Pay, Google 
Pay and Samsung Pay are simply different railcars on 
the tracks built my card networks. They offer a more 
convenient and secure way to use your credit and 
debit cards, which is ultimately powered by MA. 

Digital Wallets 

 Digital wallets are electronic accounts 
accessed by mobile apps or web browsers, and most 
often set up using a government ID, a mobile phone 
number or email address. Once set up, they are 
topped up by cash or card and a balance is 
maintained in the wallet. The balance can be used 
towards buying goods in-store and online, sending 
money to friends and relatives, and making public 
utility and government related payments. 
 Unlike Smart Pay, digital wallets do not 
depend on the rails set up by card networks, so long 
as the transaction is local. Digital wallets act as bank 
accounts and the money loaded onto it sits in the 
digital wallet’s system. Once users top up their wallets 
and start making transactions, the money is simply 
switching hands while remaining in the same system. 
Digital wallets effectively side-step card networks and 
build their own network to which users can directly 
plug into without needing a bank. 
 Digital wallets are not widely used in the US 
and Europe because of how cashless the developed 

Payments Value Chain 

 This value chain shows the 
different parties involved, in 
chronological order, to complete a 
financial transaction. The most 
important takeaway is to see which 
part of the transaction flow 
experiences the most competition. 
We know that card networks are 
barely challenged because of their 
competitive strengths. 
 But a common question 
people have is where do Fintech 
players such as PayPal and Adyen fall? 
What do they do? And do they 
compete with card networks? 
 Fintech companies are 
competing for the roles of Payment 
Gateways, Processors and Acquirers - 
and are being labelled as Payment
Facilitators. They offer merchants a plug-and-play solution to handle every aspect of the payment experience.
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 Payments will certainly continue to happen as 
trade becomes increasingly global, causing a rise in 
cross-border transactions. This is all good news for 
MasterCard as their networks will play a pivotal part in 
assisting payments. 
 Digital payments, on a global basis, 
surpassed cash payments just a couple of years ago.  

This illustrates the amount of growth left for cashless 
transactions which MasterCard has yet to capture. 
Geographies expected to see the most growth going 
forward are Asia, with China and India leading the 
way, and Africa. 
 The reason cash continues to persist even in 
the most advanced economies is due to three main 
advantages - speed and efficiency, anonymity, and the 
non-necessity of a bank account. In addition, 
merchants face higher costs when using point of sale 

(POS) terminals over cash. This is further driven by the 
lack of financial inclusion in both developed in 
developing economies. All these issues are being 
solved by industry players moving forward with the 
use of low-cost and easy-to-use solutions for 
merchants and digital wallets for the un-banked, all 
falling under the larger industry wide initiative of real-
time payments. 

What are Real-Time Payments (RTP)? 

 RTP guarantee immediate availability of 
funds to the beneficiary of the transaction. It offers 
wide-ranging benefits for people, businesses and 
society. Same-day settlement of funds supports better 
cash management and improved liquidity for small-to-
medium sized businesses (SMBs). In addition, it eases 
the transition into electronic payments for the un-
banked. This is key, as one of the most important aims 
for RTP is to increase worldwide financial inclusion. 
 Most businesses today use cash, cheques or 
wire transfers as their primary method of payment. 
MasterCard’s initiatives to set up new rails for faster 
payments will bring about substantial change into the 
B2B space, regarding reconciliation, information and 
data. 

The Future for MasterCard & The Payments Industry

economies are and how the majority of the population 
are already connected to card networks. People in the 
US and Europe aren’t moved by the convenience that 
digital wallets provide because they are mostly 
satisfied with the current system of using bank cards. 
 But digital wallets experienced rapid growth 
in cash-heavy economies such as China and India, 
where majority of the population are un-banked. 
Wallets have offered a unique way into participating in 
the digital economy, an avenue previously closed. This 
movement of increasing financial inclusion for the un-
banked is the future of the where the payments 
industry is set to go. More on this later. 

 Digital Wallets are dependent on MasterCard 
when it comes to cross-border payments. M-Pesa has 
partnered with MA allowing users to obtain a virtual 
debit card that expires in a month, via SMS. This card 
allows the customer to purchase from any merchant 
that accepts MA, using their wallet balance. This 
shows that even though digital wallets have managed 
to stay independent from card networks for local 
transactions, they still require the network advantages 
for international payments. 

Financial Inclusion Accelerated (2018) - Vocalink Paper
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MasterCard’s RTP Solutions 

 Two fundamental questions arise when 
setting up payment solutions for many economies, 
especially in the developing nations. How do you 
make it easier for people to access and use the 
payments infrastructure, and how can you move the 
money electronically in real-time? People have to 
know the money reached their bank account and not 
anywhere else. Proximity to bank branches is a real 
problem in the developing world, and most people 
do not have access to the physical banking 
infrastructure. The solution to this issue is using a 
proxy. 
 In one way or another, most people now have 
a digital identity. Whether it’s an email address, a 
mobile phone number, or a social media account, 
people have identities that are more familiar to them 
and to the people with whom they connect than their 
bank account details. Integrating these identities into 
the payments system is the solution to building trust 
and increasing ease-of-use when using the payments 
infrastructure. 
 MasterCard, with its acquisition of Vocalink, 
launched PromptPay in Thailand that allows people to 
use digital identities in order to make payments. This 
makes it convenient for Thais to send money to those 
they can identify more easily using email addresses or 
social media accounts, rather than getting hold of 
their bank details.  
 MasterCard’s move into combining personal 
digital identities with payments strengthens the firm’s 
network effect. Apps like Instagram and Twitter that 
run on ‘Personal’ network effects have far reaching 
networks that span the entire globe. Exploiting this 
reach, and all the benefits that come along with it, 
MasterCard plans on removing as much friction from 
the payments experience. 
 If MA were to partner with apps like 
WhatsApp or Slack, it would capture the ‘Personal 
Utility’ network effect which would make it even more 
defensible as a business. 

What are the Risks? 

 The greatest risk for the industry are region-
specific regulatory hurdles. These regulatory 
environments changing for the worse or becoming 

more costly is always a possibility for MasterCard and 
would make operations more difficult. 
 WeChat and Alipay are entering developed 
markets. Digital Wallets threaten card networks for 
local payments. However, their encroachment is slow 
and Chinese players will face a lot of headwind in the 
Western markets, primarily because of MasterCard’s 
embed into people’s habits and way of life. 

Modernization of payments has been slow 

 Technology has transcended borders. Apps 
like Uber, Airbnb and Spotify are not bound by 
geography. Such scale is not seen in the financial 
world, specifically in payments. The modernization of 
payments has been incremental, with individual 
countries and institutions updating infrastructure and 
functionality in isolation. From an international 
perspective, this has led to a fragmented architecture, 
and has proven frustrating and expensive for 
businesses and consumers wanting to transact across 
borders. The solution is to approach the problem on a 
regional or global level, rather than national, in order 
to remove complexity, improve mobility and reduce 
costs for customers. 
 Critical to the adoption of this global mindset 
will be the engagement of players who can offer 
global scale: organizations that have a brand and an 
operating model that already transcends national 
borders. MasterCard fits the bill perfectly. 
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Financial Performance Overview

Metric Change over 10-years Notes

Sales 2010: $5,539m 
2019: $16,883m.

13% CAGR, growing 3x

Operating Income 2010: $2,752m 
2019: $9,664m

Grown 3.5x

EBIT margin 2010: 50% 
2019: 57%

Net margin 2010: 33% 
2019: 48%

Long-term debt (LTD) 2010: $0m 
2019: $8,527m

Debt levels today represent 83% of Invested Capital.

Assets / Equity 2010: 1.7 
2019: 5

The company has increasingly been funded by liabilities, half of 
which consist of LTD in 2019. 

Company started issuing debt since 2014. Median Interest 
coverage ratios have been 50.

ROIC 2010: 51% 
2019: 87%

Varied between 48% - 87%, moving at an upward trend. 

Falling tax rates has helped the expansion of ROIC figures, along 
with slowly expanding EBIT margins. 

ROIC has always been well above cost-of-capital.

Gross Dollar Volume 2009: $2.5 trillion 
2019: $6.5 trillion

CAGR of 10% or grown by 2.6x. 
This figure represents the aggregated dollar amount of purchases 
made and cash disbursements obtained with MasterCard-branded 

cards.

Switched Transactions 2009: 22 billion 
2019: 87 billion

CAGR of 15% or grown 3.9x. 
The number of transactions conducted using a MasterCard-

branded card.
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Over the past ten years (2010-2019), the following is the ‘scorecard’ of MasterCard's capital allocation:  

• MA has generated ~$39 billion in NOPAT of which it expended $4.8 billion on acquisitions and $5.6 billion in 
non-cash working capital. 

• It raised ~$8.4 billion in net debt. After adjustments, cumulative FCFE was an estimated $45 billion. 
• Approximately $36 billion was returned to shareholders, 84% via share buybacks and the rest via dividends. 
• Meanwhile, BV/sh has grown around 1.5x, from $4 to $6. 
• While Capital Employed has grown roughly 3x, Earning Power (NOPAT/WACC) has grown twice as fast. This 

demonstrates MasterCard’s scalability driven by its network effect. The company has produced immense 
amount of value for its shareholders. 

To view this in pictorial form, see appendix c.

Capital Allocation

PIE determines how the current price reflects the market’s expectations of future value creation. The idea is to start 
with the current price and use a DCF model to ‘read’ what the market implies about the company’s future 
performance.  

The last traded price of $207 implies: 
1. Sales growth rate will be 2.5% CAGR for ten years. I assumed Operating Margin will slowly expand to 60% due 

to continued scaling advantages. MA’s Re-Investment rate, Cost of Capital and Net Debt remain unchanged. 

These observations imply that MasterCard is undervalued, for a company set to grow in double-digits. More on 
this in my valuation.

Price-Implied Expectations (PIE)
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Valuation - Narrative One

The Assumptions

in $ billions Base year 2019 Years 1-5 Year 5-10 After year 10 Story link

Total Market GDV 200,000 Grows 3% YOY Continues growing 
at 3% YOY

Grows 3% I assume Total GDV to be $200,000b, and it grows at Global 
Economy growth rate of 3%.

Total Non-Cash GDV 20,000 Grows 10% YOY Continues growing 
at 10% YOY

Grows 10% I assume Non-Cash segment of Total GDV grows at 10%. It 
continues to represent a growing portion of total market. 
Digital payments represented 14% of global retail spend in 
2019, and grew at 23% CAGR in the last 5 years. 
Conversely, cash+cheque grew at 3% CAGR.

Sales growth rate 13% Grows slow first 2 
years. Then rises to 
13%.

Contracts to 4% by    
Y10

Grows 2% First two years: growth rate in single digits due to impact of 
COVID-19. 
Y5-10: Double-digit growth becomes challenging. 
Contracts to 4% as competition intensifies.

Operating margin 57% 55% 62% Steady at 63% Profitability keeps improving over ten years as costs 
continue to scale.

Reinvestment 1.35 1.35 1.35 1.35 Refers to Sales-to-Cap ratio. I assume efficiency of capital 
usage remains the same, reflecting MA’s growing bolt-on 
acquisitions to widen real-time payment network, creating 
more RTP hubs around the world.

Cost of Capital 0.06 0.06 0.06 0.06 Derived using CAPM

The Cash Flows

in $ billions Total Market 
GDV

Non-Cash GDV MA’s Revenue Sales growth 
rate

Implied MA 
Market Share

EBIT NOPAT Reinvestmen
t

FCFF

Year 0 2019 200,000 20,000 16.9 42% 9.6 8.0 1.3 6.7

Year 1 2020 206,000 22,000 17.2 2% 39% 9.5 7.3 1.0 6.3

Year 2 2021 212,180 24,200 18.6 8% 38% 10.4 8.0 1.8 6.2

Year 3 2022 218,545 26,620 21.0 13% 39% 11.9 9.2 2.0 7.1

Year 4 2023 225,102 29,282 23.8 13% 40% 13.6 10.5 2.3 8.2

Year 5 2024 231,855 32,210 26.9 13% 41% 15.6 12.0 2.2 9.8

Year 6 2025 238,810 35,431 29.9 11% 42% 17.6 13.6 2.1 11.5

Year 7 2026 245,975 38,974 32.7 9% 41% 19.5 15.0 1.8 13.2

Year 8 2027 253,354 42,872 35.1 8% 41% 21.3 16.4 1.5 14.9

Year 9 2028 260,955 47,159 37.1 6% 39% 22.8 17.5 1.1 16.5

Year 10 2029 268,783 51,875 38.5 4% 37% 24.0 18.5 0.6 17.9

Terminal 
year

276,847 57,062 39.3 2% 34% 24.8 19.1 0.6 18.5

The Value

Termina l  va lue 477

PV ( termina l  va lue) 266

PV (CF over  the  next  10  years ) 77

Value  o f  operat ing  assets 343

-  Debt  ( inc luding Op Leases ) 9.8

+ Cash 9.6

Va lue  o f  equi ty 343

Number  o f  shares 1.008

Value per  share $340

Narrative 1 - MA’s best days are behind it

1
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Valuation - Narrative Two

The Assumptions

in $ billions Base year 2019 Years 1-5 Year 5-10 After year 10 Story link

Total Market GDV 200,000 Grows 3% YOY Continues growing 
at 3% YOY

Grows 3% I assume Total GDV to be $200,000b, and it grows at Global 
Economy growth rate of 3%.

Total Non-Cash GDV 20,000 Grows 10% YOY Continues growing 
at 10% YOY

Grows 10% I assume Non-Cash segment of Total GDV grows at 10%. It 
continues to represent a growing portion of total market. 
Digital payments represented 14% of global retail spend in 
2019, and grew at 23% CAGR in the last 5 years. 
Conversely, cash+cheque grew at 3% CAGR.

Sales growth rate 13% Grows slow first 2 
years. Then rises to 
13%.

Contracts to 10% 
by  Y10

Grows 2% First two years: growth rate in single digits due to impact of 
COVID-19. 
Y5-10: Growth is maintained at double-digits but contracts 
to 10% as competition intensifies.

Operating margin 57% 55% 62% Steady at 63% Profitability keeps improving over ten years as costs 
continue to scale.

Reinvestment 1.35 1.35 1.35 1.35 Refers to Sales-to-Cap ratio. I assume efficiency of capital 
usage remains the same, reflecting MA’s growing bolt-on 
acquisitions to widen real-time payment network, creating 
more RTP hubs around the world.

Cost of Capital 0.06 0.06 0.06 0.06 Derived using CAPM

The Cash Flows

in $ billions Total Market 
GDV

Non-Cash GDV MA’s Revenue Sales growth 
rate

Implied MA 
Market Share

EBIT NOPAT Reinvestmen
t

FCFF

Year 0 2019 200,000 20,000 16.9 42% 9.6 8.0 1.3 6.7

Year 1 2020 206,000 22,000 17.2 2% 39% 9.5 7.3 1.0 6.3

Year 2 2021 212,180 24,200 18.6 8% 38% 10.4 8.0 1.8 6.2

Year 3 2022 218,545 26,620 21.0 13% 39% 11.9 9.2 2.0 7.1

Year 4 2023 225,102 29,282 23.8 13% 40% 13.6 10.5 2.3 8.2

Year 5 2024 231,855 32,210 26.9 13% 41% 15.6 12.0 2.4 9.7

Year 6 2025 238,810 35,431 30.1 12% 42% 17.8 13.7 2.7 11.0

Year 7 2026 245,975 38,974 33.7 12% 43% 20.2 15.5 2.7 12.8

Year 8 2027 253,354 42,872 37.4 11% 43% 22.7 17.5 3.0 14.4

Year 9 2028 260,955 47,159 41.5 11% 44% 25.5 19.6 3.1 16.6

Year 10 2029 268,783 51,875 45.7 10% 44% 28.4 21.9 0.7 21.2

Terminal 
year

276,847 57,062 46.6 2% 40% 29.3 22.6 0.7 21.9

The Value

Termina l  va lue 565

PV ( termina l  va lue) 315

PV (CF over  the  next  10  years ) 78

Value  o f  operat ing  assets 394

-  Debt  ( inc luding Op Leases ) 9.8

+ Cash 9.6

Va lue  o f  equi ty 393

Number  o f  shares 1.008

Value per  share $390

Narrative 2 - MA continues in double-digits

1
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Competitive Strengths Does MA 
have it? Evidence

Product or service is needed or 
desired (and will continue to do 
so)

.

Businesses, consumers, governments and financial institutions will 
increasingly require card networks such as Mastercard to 
successfully and securely make electronic forms of payments.

Product is perceived by its 
customers to have no close 
substitute

 
MasterCard is the second most widely used Card Network, behind 
Visa. Other competitors are American Express, Discover and JCB.

Product is not subject to price 
regulation

 

MasterCard is not subject to price regulation. However, the 
company routinely experiences regulatory pressure regarding 
data collection and management, and its dominant position in the 
market.

Strong barriers to entry

 

1. Robust network effect, insulated by the chicken-and-egg 
problem that competitors must solve. 

2. MA’s customers are financial institutions that are by nature risk-
averse and compliance bound. Difficult to convince such 
customers to change mission-critical service providers. 

3. Strong brand that commands legitimacy, trust and a 
worldwide reach. 

4. Scaling advantages with negligible marginal costs to acquire 
new customers. 

5. MA enjoys deep Embed into the systems of financial 
institutions that use MA’s value added services related to fraud, 
data analytics, marketing, etc.

Loyal customers
.

Consumers carrying elite credit cards with higher rewards 
programs experience moderate brand loyalty.

Low risk of technological 
obsolescence .

MasterCard is an industry that has a high rate of technological 
change. In order to mitigate this, MA stays at the forefront of 
developing and executing tech advancements.

Abundant growth possibilities

.

The world predominantly transacts in cash. Cashless payments 
have a long runway ahead. Real time payments and connecting 
the un-banked are two important elements of the industry’s bright 
future.

Limited capital requirements . MA is a capital-light compounder. Will likely remain so.

Significant and growing free 
cash flows (and EVAs) .

With a growing industry and a resilient moat-profile, MA is likely to 
achieve growing free cash flows into the future.

Moat Checklist
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Appendix

a) The Four-Party Payment System 

b) What is a Two-Sided Marketplace Network?

Step 1: The customer pays with MasterCard 
The customer purchases goods/services from 
a merchant. 
Step 2: The payment is authenticated 
The merchant point-of-sale system captures 
the customer’s account information and 
securely sends it to the acquirer. 
Step 3: The transaction is submitted 
The merchant acquirer asks MasterCard to 
get an authorization from the customer’s 
issuing bank. 
Step 4: Authorization is requested 
MasterCard submits the transaction to the 
issuer for authorization. 
Step 5: Authorization response 
The issuing bank authorizes the transaction 
and routes the response back to the 
merchant. 
Step 6: Merchant payment 
The issuing bank routes the payment to the 
merchant’s acquirer who deposits the 
payment into the merchant’s account.Source: www.mastercard.us

5
4

6

3
5

2

5

1

Customer

Merchant

Acquirer

Issuer

MasterCard 
Network

The bank or institution 
responsible for receiving, 

processing and/ or 
switching transactions on 

behalf of a merchant.

The bank or institution responsible for 
issuing the cardholder their card 

(debit, credit, prepaid) and PIN. The 
cardholder’s primary relationship is 
with the issuer, the entity which also 

extends credit, and sets the fees, rates 
and rewards.

 We believe the strongest way to create defensibility (or a moat) around a business today is to have a 
Network Effect. Companies that have built core business models around network effects tend to win, and win big. 
 Network effects occur when a company’s product or service becomes more valuable as usage increases. 
There are currently 14 types of network effects identified by experts and not all are created equal.

 MasterCard has a Two-Sided 
Marketplace network effect. Other examples 
are eBay, Amazon Marketplace and Visa. 
 The two sides of a marketplace are 
buyers and sellers. Disrupting a successful 
marketplace network is very difficult because 
a competitor must have a better value 
proposition for both parties simultaneously. 
Customers and vendors are there for each 
other, and one won’t leave without the other. 
 In a Two-Sided Marketplace, the 
network is what provides majority of the 
value, not the app, website, or product itself. 
For example, MasterCard offers a great 
service, but if it failed to build a network of 
banks, it wouldn't add much value.

2-Sided Marketplaces have two sets of nodes - supply-side users and 
demand-side users. They provide direct value to each other through the 
marketplace, which is an intermediary represented by the central node in 
the diagram.
Source: http://nfx.com

http://nfx.com
http://nfx.com
http://www.mastercard.is
http://www.mastercard.is


c) Capital Allocation 

12

Y1: 2010

Y10: 2019

BV = 5,205

ROIC = 51%
IC/sh = 2.76

BV = 5,893

 ΣCash Returned = 36,433

ΣNOPAT = 39,215

ΣAcquisitions = 4,752 ΣFCFE = 44,861

ΣNetBuybacks
= 

30,480

BV/sh = $3.97

BV/sh = $5.79

△BV = $688

△BV/sh = $1.82

  14  %

Total (in $mm) = ̗BV + ΣCash Returned
Total (in $mm) = 688 + 36,433 = 37,121

$Per share = ̗BV/sh + Dividend/sh
Per share b= 1.82 + 5.51 = 7.33

Date: March 23rd, 2020

All figures in USD millions, except per share

The Berkshire Cow - Measuring Economic-Value Creation

Rev/sh = $4.23
ROIC = 87%
IC/sh = 10.16

Rev/sh = $16.60

ΣDividends
= 

5,953

ΣGrowth Capex = (-8,114)   21  %

Ticker: MA

ΣR
e-

In
ve

st
m

en
ts

 =
 2

,1
93

Σ̗in Non-Cash WC = 5,555

  12  %

ΣMaint. Capex = ΣD&A = 10,122

ΣChanges in Debt, Net = 8,423

ΣAfter-Tax Debt Service = 692
of NOPAT

$1 in BV per share grows to $2.84 in 
Economic-Value per share.

}

WACC = 6%

Economic-Value Creation

1.3b shares

1b shares
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