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FIS: Investment Recommendation

The Financials Committee is recommending a buy of FIS at a weight of 5%. FIS is a global
leader in financial technology, providing a range of software, services, and payment processing
solutions to banks and other financial institutions. They are deeply ingrained in the financial
services industry, with 95% of top banks and 90% of large private equity firms being customers
of FIS. Over the last 20 years, FIS has grown amid digitization trends and increased IT spending
from financial institutions.

The company’s history of steady returns and prudent capital allocation broke down after the
failed $43 billion acquisition of Worldpay in 2019. Originally intended as a foray into the
merchant banking business, offering services to retailers and businesses, management failed
to successfully integrate the new business line. Though the deal promised significant cross-
industry synergies, it failed due to operational mistakes and the fact that the merchant
services industry is far more competitive and subject to threats from fintech disruptors. At the
same time, the strong tailwinds from digitalization during the 2010s began to slow to
sustainable mid-single-digit levels, further impairing FIS" growth reputation and reducing
confidence in management.

By mid-2023, new management was brought in, and the decision was made to sell 55% of
Worldpay to GTCR, valuing the business at $18.5 billion. Since the deal was completed in 2024,
new management has overhauled the capital structure, reducing debt and returning heaps of
cash to shareholders through aggressive stock buybacks at low prices. Additionally, new
management is better aligned with shareholders. Management compensation was
overhauled, aligning performance incentives with the success of cost-cutting initiatives and
returns to shareholders based on cash-flow metrics. FIS is now focused exclusively on
executing in its core business, which is extremely competitively advantaged. Importantly, they
have refocused their M&A strategy on small tuck-in acquisitions, which were key to growth
prior to Worldpay.

Investment Thesis

Despite slower industry growth in banking digitalization, FIS is still the wide-moat business it
has always been. Historically, FIS has benefited greatly from digitization tailwinds that
powered robust revenue and margin expansion. However, bank IT spend has slowed toward
mid-single-digits. We remain confident that the Banking segment can grow at or slightly above
industry TAM due to increasing bank consolidation, which benefits FIS competitively over the
long-term. The breadth of FIS" product offering combined with high switching costs insulates
FIS from competition, especially against fintech providers it was forced to compete against
with Worldpay. The prevalence of long-dated contracts with inflation escalators means that
top-line growth is very likely to remain intact over the next decade.

Current cost and revenue headwinds cloud underlying strength but are likely to subside within
12-18 months. Though FIS has restated its past filings (through 2023) following the Worldpay
sale, dyssynergies from the loss of the merchant banking platform have obscured the success
of management’s cost-cutting efforts. In addition, CAPEX is temporarily elevated due to price-
pushing from infrastructure providers and necessary investments within the Capital Markets
segment. Management indicates that the CAPEX headwinds are likely to subside within the
next year, and we believe that cleaner comparisons over the next year will highlight the
significant improvements that have been made to FIS’ operations.
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The potential for long-term margin expansion has been overlooked. Based on management commentary and historical performance prior
to the Worldpay acquisition, we are confident that FIS can achieve meaningful margin expansion (40 — 60bps annually) over the next
decade. This is due to the fixed cost elements of the business in addition to management efforts to increase investment in “high-growth,
high-margin” businesses. Management is now deploying 44% of reinvestment into high-growth products as opposed to 34% in 2022.

Valuation

We recommend a buy at 5% weight with a price target of $84.05. To value the business, we used a sum-of-the-parts valuation that
includes a 10-year DCF for FIS’ core business in addition to very conservatively valuing their 45% stake in Worldpay at the 2023 sale price.
Our DCF used a 9.0X terminal EV/EBITDA multiple, and all values were discounted back at WACC (9.64%), which was calculated using an
11% cost of equity.

Model Assumptions FIS DCF & Terminal EV/EBITDA
Model Date 2/16/2025(  |Piscount Rate 9.64%
Today's Date 2/15/2025 PV of UFCF 22,211
Diluted Shares Outstanding 540 Target Multiple 9.0X
Current Stock Price $68.98 2035 FBITDA 6,883
Cash 834 Terminal V.alue 61,951
Debt = PV of Terminal Value 24,674
’ Implied Enterprise Value 46,885
Non-Controlling Interest 2 (+) Cash 834
Discount Rate 9.64% (-) Debt 10,654
Tax Rate 21% (-) Non-Controlling Interest 2
Implied Equity Value 37,063
Worldpay Stake Diluted Shares Outstanding 540
Worldpay Valuation @ Sale 18,500 FIS Value / Sh $68.63|
Ownership Stake 45%
Worldpay Value 8,325 WACC Calculation
Diluted Shares Outstanding 540 Cost of Equity 11%
Worldpay Value / Sh $15.42 Cost of Debt 4.60%
Debt Proportion 21.20%
Consolidated Valuation Equity Proportion 78.80%
Value / Sh $84.05 WACC 9.64%
Current Price $68.98
Upside % 21.8%
P/V 0.82




