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On November 14, 2008, American Ex-
press became a bank holding company un-
der the BHC Act subject to the supervision
and examination by the Federal Reserve of
the United States. Thus, in order to better
represent American Express’ operations, we
have altered our financial presentation. ©
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Relative P/E Ratio
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ST Debt $2861 mill.
LT Debt $44894 mill.
(Total interest coverage '15: 6.9x)

Pfd Stock Series B $750 mill. Div’

Common Stock 904,000,000 shs.
as of 12/31/16

MARKET CAP: $69.0 billion (Lar

CAPITAL STRUCTURE as of 9/30/16
Due in 5 Yrs $45000 mill.
LT Interest $1125 mill.

(68% 0

No Defined Benefit Pension Plan

Leases, Uncapitalized Annuals rentals $187 mill.
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34.4% | 36.7% | 24.2% | 14.8% | 25.0% | 26.1% | 26.9% | 27.5%
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234% | 20.9% | 20.5% | 19.0% |Retained to Com Eq 19.5%
18% | 21% | 22% | 24% |All Div'ds to Net Prof 25%
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BUSINESS: American Express Company is a leading global pay-
ments, network, and travel firm established in 1850. Its business
segments are: Global Consumer Group and Global Business-to-
Business Group. Divested AMEX Life, 10/95; American Express
Bank, 2/08. Spun off Lehman Brothers to shareholders, 5/94; Amer-
ican Express Financial Advisors, 9/05. Had approximately 54,800

employees at 12/31/15. Officers and directors own approximately
1.0% of the company's common stock; Berkshire Hathaway,
14.9%; Capital World Investors, 5.6%; BlackRock, 5.5% (3/16
Proxy). Chrmn. & CEO: Kenneth I. Chenault. Incorporated: New
York. Address: 200 Vesey Street, New York, New York 10285. Tel-
ephone: 212-640-2000. Internet: www.americanexpress.com.
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Shares of American Express have con-
tinued to recover. After a lengthy, mul-
tiyear stretch of underperformance, the
stock price has increased almost 20% over
the past six months. For comparison, the
S&P 500 Index is up about 6% during the
same time frame. Although recent quarter-
ly financial results have been unexciting,
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9107
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32974
34292
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32119
32100

and the company’s near-term prospects ap-
pear underwhelming (discussed below), we
think that investors flocked to this Dow
component because it looked quite cheap,
especially as the broader market contin-
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ued to reach new highs. For example, just
a few months ago, AXP was trading at less

2013
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2016
2017

115 1271 125
133 143 140
148 142 124
145 210 120
130 140 145

121
1.39
1.23

.88
1.50

4.88
5.56
5.39
5.63
5.65

than 12 times share net, which was well
below the stock’s historical average, as
well as the median P/E for all stocks under
Value Line review. Simply put, we think
that bargain hunters have had a lot to do
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with AXP’s recent success.
Looking ahead, many challenges

2013
2014
2015
2016
2017

.20 .20 23
23 23 .26
.26 .26 .29
29 29 32
32

23
.26
.29
.32

.86
.98
1.10
122

remain for the company. It recently lost
transaction exclusivity with Costco, and
the membership warehouse chain ac-
counted for a material percentage of
Amex’s total transactions. Although man-

agement has already taken steps to offset

the Costco business, near-term transaction
activities, revenues, and profits will likely
be lackluster. On that note, for 2017, we
expect earnings to decline almost 7%. That
said, thanks to aggressive share repur-
chases, American Express should be able
to eak out a small share-net increase.
Operations ought to recover over the
longer term. Management is working to
cut costs and invest in marketing and
technology upgrades to attract new card
members. In addition, its goal is to remove
$1 billion of operating expenses by the end
of 2017. All told, we agree with manage-
ment’s approach, though it will certainly
take time for these endeavors to bear fruit.
Looking to 2019-2021, we project share
net of $6.80, which assumes materially
lower costs, higher cardmember spending,
and a greatly reduced share count.

At this time, we suggest that most in-
vestors wait on the sidelines. Previous-
ly, we recommended that patient, buy-and-
hold accounts take a look here. However,
due to the recent price recovery, a lot of
the good news already appears to be
reflected in the stock price.

lan Gendler February 10, 2017

(A) Fully diluted earnings. May not sum to total | (B) Divid's historically paid in mid-Feb, May,
rounding. Excludes non-recurring | Aug., and Nov.= Div'd reinv. plan available.
charges: '15 $0.34; '16, $0.02. Next eps report | (C) In millions.

due to

due late April.
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