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1. Prenote 
 

First off, I would like to start this analysis with a brief clarification. This will be my first stock analysis of a 

bank/financial institution, and the annual report was filled with a lot of new information. In my report, I will try 

my best to compile all the qualitative and quantitative data that I deemed necessary to successfully judge American 

Express unbiasedly as a company. This means I may omit some data that I deem unnecessary or repetitive for the 

reader. Banks have a lot more special requirements compared to other industries and while I have studied most of 

these, I can still be mistaken, as I’m still a novice. I’m still trying my best to learn how to get my mental models of 

finance onto paper and outside my head, as a lot of what I’ll discuss in this stock analysis is digested for my 

personal use subconsciously. Feedback is important for me to grow, and all is appreciated, so please contact me at 

nickwhitener@yahoo.com regarding anything that could be done differently in the future or if you need me to 

explain things differently. Earnings and cash flow for banks are more complicated to calculate than in other 

industries due to fancy accounting gimmicks, so please keep that in mind. This layout will be somewhat new for 

my future post and I’m still trying new things, so I would like to thank everyone for taking the time to read my 

report, especially at this stage in my career. Lastly, I would like to give thanks to Lee McGee for helping me edit 

my analysis. Please enjoy. 

 

-Nicholas Carl Whitener

mailto:nickwhitener@yahoo.com
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2. Overview 
American Express is a global financial institution, operating in about 130 countries, that provides consumers 

and businesses with charge and credit card payment products. The company also operates a highly profitable 

merchant payment network. Since 2018, it has operated in three segments: global consumer services, global 

commercial services, and global merchant and network services. In addition to payment products, the company's 

commercial business offers expense management tools, consulting services, and business loans. (Ycharts)  

 

 

A breakdown of American Expresses’ revenue follows: 

 

Global Consumer Services Group (GCSG): primarily issues a wide range of proprietary consumer cards 

globally. GCSG also provides services to consumers, including travel and lifestyle services and non-card financing 

products, and manages certain international joint ventures, partnership agreements in China, and loyalty coalition 

businesses operated in certain countries. 

 

Global Commercial Services (GCS): primarily issues a wide range of proprietary corporate and small 

business cards globally. GCS also provides payment, expense management, and financing solutions to businesses. 

 

Global Merchant and Network Services (GMNS): operates a global payments network that processes and 

settles card transactions, acquires merchants, and provides multi-channel marketing programs and capabilities, 

services, and data analytics, leveraging global integrated network. GMNS manages the partnership relationships 

with third-party card issuers, merchant acquirers, and a prepaid reloadable and gift card program manager, 

licensing the American Express brand and extending the reach of the global network 

 

Organizational Hierarchy: Bank Holding Company/Financial Holding Company 

 

 

RSSD ID: 1275216 

 

Under corporate bylaws, American Express is a bank holding company that has elected to become a financial 

holding company. This in turn authorizes American Express to engage in a broader range of financial and related 

activities. This can be seen in the annual report with financial statements of both the parent company and a 

consolidated statement which includes subsidiaries
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3. Glossary of Selected Terminology 

 Adjusted net interest income — A non-GAAP measure that represents net interest income attributable to 

Card Member loans (which includes, on a GAAP basis, interest that is deemed uncollectible), excluding the impact 

of interest expense and interest income not attributable to Card Member loans. 

AEC (American Express Company) 

AENB (American Express National Bank) 

Airline-related volume — Represents spending at airlines as a merchant, which is included within T&E-

related volume. 

Asset securitizations — Asset securitization involves the transfer and sale of loans or receivables to a special-

purpose entity created for the securitization activity, typically a trust. The trust, in turn, issues securities, 

commonly referred to as asset-backed securities that are secured by the transferred loans and receivables. The trust 

uses the proceeds from the sale of such securities to pay the purchase price for the transferred loans or receivables. 

The securitized loans and receivables of the Lending Trust and Charge Trust (collectively, the Trusts) are reported 

as assets, and the securities issued by the Trusts are reported as liabilities on the Consolidated Balance Sheets. 

Average discount rate — This calculation is generally designed to reflect the average pricing at all merchants 

accepting American Express cards and represents the percentage of network volumes retained from spending at 

merchants acquired, or from merchants acquired by third parties on behalf of Amex, net of amounts retained by 

such third parties. The average discount rate, together with network volumes, drives discount revenue. 

Billed business — Represents transaction volumes (including cash advances) on cards and other payment 

products issued by American Express. Billed business is reported as inside the United States or outside the United 

States based on the location of the issuer. 

Capital ratios — Represents the minimum standards established by regulatory agencies as a measure to 

determine whether the regulated entity has sufficient capital to absorb on- and off-balance sheet losses beyond 

current loss accrual estimates. Refer to the Capital Strategy section under “Consolidated Capital Resources and 

Liquidity” for further related definitions under Basel III. 

Card Member — The individual holder of an issued American Express-branded card. 

Card Member loans — Represents revolve-eligible transactions on card products, as well as any interest 

charges and associated card-related fees. 

Card Member receivables — Represents transactions on card products and card-related fees that need to be 

paid in full on or before the Card Member's payment due date. 

Card Member Receivables—Represents the outstanding amount due from card members for charges made on 

their American Express charge cards as well as any card-related fees. 

Cards-in-force — Represents the number of cards that are issued and outstanding by American Express 

(proprietary cards-in-force) and cards issued and outstanding under network partnership agreements with banks 

and other institutions, including joint ventures (GNS cards-in-force), except for GNS retail co-brand cards that had 

no out-of-store spending activity during the prior twelve months. Basic cards-in-force excludes supplemental cards 

issued on consumer accounts. Cards-in-force is useful in understanding the size of the Card Member base. 
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CD’s — Certificate of Deposit 

Charge cards — Represents cards that generally carry no pre-set spending limits and are primarily designed 

as a method of payment and not as a means of financing purchases. Each charge card transaction is authorized 

based on its likely economics reflecting a Card Member’s most recent credit information and spending patterns. 

Charge Card Members must pay the full amount of balances billed each month, except for balances that can be 

revolved under lending features offered on certain charge cards, such as Pay Over Time and Plan It, that allow 

Card Members to pay for eligible purchases with interest over time. 

Cobrand cards — Cards issued under cobrand agreements with selected commercial partners. Pursuant to the 

cobrand agreements, Amex makes payments to co-brand partners, which can be significant, based primarily on the 

amount of Card Member spending and corresponding rewards earned on such spending and, under certain 

arrangements, on the number of accounts acquired and retained. The partner is then liable for providing rewards to 

the Card Member under the co-brand partner’s loyalty program. 

Common Equity Tier 1 Risk-Based Capital Ratio — Calculated as CET1 capital, divided by risk-weighted 

assets. CET1 capital is common shareholders’ equity, adjusted for ineligible goodwill and intangible assets and 

certain deferred tax assets.  

Credit cards — Represents cards that have a range of revolving payment terms, structured payment features 

(e.g., Plan It), grace periods, and rate and fee structures. 

Discount revenue — Primarily represents the amount earned on transactions occurring at merchants that have 

entered into a card acceptance agreement with Amex, a GNS partner, or other third-party merchant acquirers, for 

facilitating transactions between the merchants and Card Members. 

Goods and Services (G&S)-related volume — Includes spending in merchant categories other than T&E-

related merchant categories, which includes back to back spending by small and medium size enterprise customers 

in the GCS segment. 

Interest and dividends on investment securities — Primarily relates to the performing fixed-income 

securities. Interest income is recognized using the effective interest method, which adjusts the yield for security 

premiums and discounts, fees, and other payments, so a constant rate of return is recognized on the outstanding 

balance of the related investment security throughout its term. Amounts are recognized until securities are in 

default or when it is likely that future interest payments will not be made as scheduled. 

Interest expense — Includes interest incurred primarily to fund Card Member loans and receivables, general 

corporate purposes, and liquidity needs. Interest expense is divided principally into two categories: (i) deposits, 

which primarily relates to interest expense on deposits taken from customers and institutions, and (ii) debt, which 

primarily relates to interest expense on long-term financing and short-term borrowings, (e.g., commercial paper, 

federal funds purchased, bank overdrafts and other short-term borrowings), as well as the realized impact of 

derivatives hedging interest rate risk on long-term debt. 

Interest income — Includes (i) interest on loans, (ii) interest and dividends on investment securities, and (iii) 

interest income on deposits with banks and others. 

Interest income on deposits with banks and other — Primarily relates to the placement of cash in excess of 

near-term funding requirements in interest-bearing time deposits, overnight sweep accounts, and other interest-

bearing demand and call accounts. 

Interest on loans — Assessed using the average daily balance method for Card Member loans. Unless the 

loan is classified as non-accrual, interest is recognized based upon the principal amount outstanding following the 

terms of the applicable account agreement until the outstanding balance is paid or written off. 



 6 

Loyalty coalitions — Programs that enable consumers to earn rewards points and use them to save on 

purchases from a variety of participating merchants through multi-category rewards platforms. Merchants in these 

programs generally fund the consumer offers and are responsible for the cost of rewards points; Amex earns 

revenue from operating the loyalty platform and by providing marketing support. 

Net card fees — Represents the card membership fees earned during the period recognized as revenue over 

the covered card membership period (typically one year), net of the provision for projected refunds for Card 

Membership cancellation and deferred acquisition costs. 

Net interest yield on average Card Member loans — A non-GAAP measure that is computed by dividing 

adjusted net interest income by average Card Member loans, computed on an annualized basis. Reserves and net 

write-offs related to uncollectible interest are recorded through the provision for credit losses and are thus not 

included in the net interest yield calculation. 

Net write-off rate — principal only — Represents the amount of proprietary consumer or small business 

Card Member loans or receivables written off, consisting of principal (resulting from authorized transactions), less 

recoveries, as a percentage of the average loan or receivable balance during the period. 

Net write-off rate — principal, interest, and fees — Includes, in the calculation of the net write-off rate, 

amounts for interest and fees in addition to the principal for Card Member loans, and fees in addition to the 

principal for Card Member receivables. 

Network volumes — Represents the total of billed business and processed volumes. Network volumes are 

reported as United States or outside the United States based on the location of the issuer. 

Operating expenses — Represents salaries and employee benefits, professional services, data processing and 

equipment, and other expenses. 

Processed volumes — Represents transaction volumes (including cash advances) on cards issued under 

network partnership agreements with banks and other institutions, including joint ventures, as well as alternative 

payment solutions facilitated by American Express. Processed volume is reported as United States or outside the 

United States based on the location of the issuer. 

Reserve build (release) — Represents the portion of the provisions for credit losses for the period related to 

increasing or decreasing reserves for credit losses as a result of, among other things, changes in volumes, 

macroeconomic outlook, portfolio composition, and credit quality of portfolios. Reserve build represents the 

amount by which the provision for credit losses exceeds net write-offs, while reserve release represents the amount 

by which net write-offs exceed the provision for credit losses. 

Return on average equity — Calculated by dividing the preceding twelve months of net income by one-year 

monthly average total shareholders’ equity. 

Risk-Weighted Assets — Assets are weighted for risk according to a formula used by the Federal Reserve to 

conform to capital adequacy guidelines. On- and off-balance sheet items are weighted for risk, with off-balance 

sheet items converted to balance sheet equivalents, using risk conversion factors, before being allocated a risk-

adjusted weight. Off-balance sheet exposures comprise a minimal part of the total risk-weighted assets. 

T&E-related volume — Represents spending on travel and entertainment, which primarily includes airline, 

cruise, lodging, and dining merchant categories. 

The Company (American Express Company or AEC) 

Tier 1 Leverage Ratio — Calculated by dividing Tier 1 capital by the average total consolidated assets for the 

most recent quarter. 
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Tier 1 Risk-Based Capital Ratio — Calculated as Tier 1 capital divided by risk-weighted assets. Tier 1 

capital is the sum of CET1 capital, preferred shares, and third-party non-controlling interests in consolidated 

subsidiaries, adjusted for capital held by insurance subsidiaries. The minimum requirement for the Tier 1 risk-

based capital ratio is 1.5 percent higher than the minimum for the CET1 risk-based capital ratio. AEC issued 

preferred shares to help address a portion of the Tier 1 capital requirements in excess of common equity 

requirements. t 

Total Risk-Based Capital Ratio — Calculated as the sum of Tier 1 capital and Tier 2 capital, divided by risk-

weighted assets. Tier 2 capital is the sum of the reserve for loan and receivable credit losses adjusted for the CECL 

final rules (limited to 1.25 percent of risk-weighted assets), and $240 million of eligible subordinated notes, 

adjusted for capital held by insurance subsidiaries. The $240 million of eligible subordinated notes reflect a 60 

percent, or $360 million, reduction of Tier 2 capital credit for the $600 million subordinated debt issued in 

December 2014. 

TRS- American Express’s Travel Related Services Company 
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Figure 3–1 - Shareholder Return Graph 

Figure 3.1 compares the cumulative total shareholder return on our common shares with the total return on 

the S&P 500 Index and the S&P Financial Index for the last five years. It shows the growth of a $100 investment 

on December 31, 2016, including the reinvestment of all dividends. (United States Security and Exchange 

Commission) 

While past price performance is not an indication of how well a company's stock price will do in the future, it 

gives a reference to how well a company did concerning the general market and to its peers. Under the Efficient-

Market Hypothesis by Eugene Fama, American Express’s stock price reflects all available current information, and 

companies are generally priced correctly. In this post, I am not going to go over the Efficient-Market hypothesis to 

save some time. Note that while the markets might be right a vast majority of the time, they can still be wrong, and 

it is the job of the investor to conclude whether the stock market’s pricing is correct when compared to a 

company’s intrinsic value. 

Based on the chart one can conclude that American Express essentially followed the S&P 500 average 

returns in the years 2016-2021 but did outperform the S&P 

Financial Index in those same years.  

Return on average equity:  

Return on average equity (ROE) is calculated for the 

relevant periods by dividing the (i) preceding twelve 

months of net income ($8.1 billion, $3.1 billion, and $6.8 

billion for 2021, 2020, and 2019, respectively) by (ii) one-

year monthly average of total shareholders’ equity ($23.9 

billion, $22.0 billion and $22.8 billion for 2021, 2020 and 

2019, respectively.

Figure 3.2 - Average Return on Equity 

https://www.sec.gov/ix?doc=%2FArchives%2Fedgar%2Fdata%2F4962%2F000000496222000008%2Faxp-20211231.htm
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4. Operations 
 

How American Express acquires and retains customers  

 

American Express acquires and retains customers by providing customers incentives to bank with them 

which causes consumers to use their credit cards. This includes increased loyalty reward points, benefits, and 

better terms on accounts/credit when being compared to competitors. 

These rewards generally are exchanged for travel credits at airlines, hotels, and other travel-related services. 

They can also be exchanged for credits at stores and other consumer spending places. 

 American Express has a few card options for their customers which include The Centurion (Black), 

Platinum, Gold, and Green Card. The hierocracy of the card status is listed from top to bottom, with the former 

relating to the higher status and more costly cards. The higher status cards often give their user(s) increased travel 

points per dollar spent, bonus reward points, etc. See table 4-1 & 4-2 below for additional details. The Centurion 

Card requires $350,000 in personal spending in a given year to obtain an invite. The initiation fee is $10,000 and 

the yearly dues are $5,000. The biggest perk available to Centurion card members is access to a personal concierge 

which can help with travel arrangements. There are a lot of smaller perks that come with the card but most of them 

are similar to the platinum card. 
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American Express Centurion Card 

American Express Platinum Card 

American Express Gold Card 

American Express Green Card 

Figure 4.4–1 - Card Levels 
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*These cards are available for 

personal, business, and corporate 

use*

$795 

 

Figure 4. 4–2 - Card Info 
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Partnership agreements 

(Excerpt from the 2021 annual report) 

 

“There are many examples of how we connect partners with integrated payments platform, including: issuing 

cards under co-brand arrangements with other corporations and institutions (e.g., Delta Air Lines, Marriott 

International, Hilton Worldwide Holdings, and British Airways); offering innovative ways for Card Members to 

earn and use points with merchants (e.g., Pay with Points at Amazon.com); expanding merchant acceptance with 

third-party acquirers (e.g., OptBlue partners); developing new capabilities and features with digital partners (e.g., 

PayPal); integrating into the supplier payment processes of business customers (e.g., Bill.com, SAP Ariba and 

Coupa); and extending the platform into travel services with American Express leisure and business travel (e.g., 

Fine Hotels and Resorts).”  

Delta Air Lines is American Express’s largest strategic partner. Their relationships with, and revenues and 

expenses related to, Delta are significant and represent an important source of value for Card Members. We issue 

cards under cobrand arrangements with Delta and the Delta cobrand portfolio represented approximately 9 

percent of worldwide network volumes and approximately 21 percent of worldwide Card Member loans as 

of December 31, 2021. The Delta cobrand portfolio generates fee revenue and interest income from Card 

Members and discount revenue from Delta and other merchants for spending on Delta co-brand cards. The current 

Delta co-brand agreement runs through the end of 2029, and we expect to continue to make significant investments 

in this partnership. Among other things, Delta is also a key participant in Membership Rewards program, provides 

travel-related benefits and services, including airport lounge access for certain American Express Card Members, 

accepts American Express cards as a merchant, and is a corporate payment customer.” – American Express 

(United States Security and Exchange Commission).
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Partnership Exposure 

 

A critical deficiency that I think is of the highest importance to American Express is its exposure to the 

airline industry and travel industry (e.g., Delta Air Lines, Marriott International, Hilton Worldwide Holdings, and 

British Airways). American Express’s main benefits, when compared to their banking competitors, are an increase 

in travel points per dollar spent and the luxury benefits of the card when used during travel. During 2020 and 2021, 

the decrease in travel negatively affected free cash flow significantly simply due to a lack of consumer spending in 

the economy. See figure 4-3. And to double down on the lack of consumer spending, much of the competitive 

advantage of their cards decreased for this short period. But this decrease in free cash flow does make sense in the 

broader economic view.  

First off, American Express provides credit to consumers and businesses which was negatively impacted by 

work-from-home orders and quarantines. Hence one can say that American Express’s business model relies on 

consumers spending money in the economy. American Express’s partnerships are with companies such as airlines 

and retailers which are in cyclical industries. While I do think American Express’s exposure to these cyclical 

industries is large, I strongly believe that its business will continue growing (figure 4-4). American Express has 

diverged from the path of its competitors and other credit service businesses by targeting people in the upper class 

of society. Not only does this make sense as a business objective but it’s also beneficial to the company. People 

with higher wealth and income will be more likely to be able to pay off their debts compared to lower-income 

individuals during economic crises and times of distress. Another layer of protection American Express has against 

defaulting when compared to their competitors is that American Express customers rarely carry over their balance 

every month. This in turn allows American Express to quickly restructure lending policies during tough times and 

navigate murky waters efficiently. And while not only targeting consumers, American Express is also known for 

targeting small, medium, and large size businesses/corporations or suppliers. With this third layer of protection, it 

makes it hard to see the company not being able to withstand future catastrophes. American Express has been 

woven into American society and the economy (supply and demand) as a whole is slowly expanding. 

It would be good to see American Express try to get better terms with their partnership agreements while 

adding on to them with big oil companies such as Chevron and Exxon as well as add department stores such as 

Walmart. I would also like to see Amex renew their expired Costco partnership (a non-cyclical businesses). Food 

is certainly a necessity to life and one can argue that oil and natural gas is a necessity in an industrialized world. If 

American Express can beat competitors' offers by providing to businesses and consumers who buy frequently and 

in bulk, it will only add to their durable advantage. I do believe that even if this doesn’t happen, American Express 

is still a sound business.  

On a final note, American Express’s business model relies on these partnerships and must make mutually 

beneficial deals. Since this is common sense, I shall not dwell further into it than this. As long as people conduct 

trade and do business, American Express will find its way in connecting consumers' wants and needs with others 

and can be seen as somewhat of a middleman in society. Businesses will continue going to American Express with 

good deals (partnerships) if the majority of high-spending consumers in society use their services and Consumers 

will continue using the card if the card is superior in every way to competitors cards. 
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Figure 4-4 - American Express’s free cash flow since 1990 has shown an increase following the Early 1990’s 

recession as well as the great Recession in 2007-2009

Figure 4–3 - Free Cash Flow 
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Revenue Breakdown 

 

 (Excerpt from the 2021 annual report) 

The following types of revenue are generated from Amex’s various products and services: 

 

•Discount revenue, the largest revenue source, primarily represents the amount earned on transactions 

occurring at merchants that have entered into a card acceptance agreement with Amex, a Global Network Services 

(GNS) partner, or other third-party merchant acquirers, for facilitating transactions between the merchants and 

Card Members. The amount of fees charged for accepting Amex’s cards as payment, or merchant discount, varies 

with, among other factors, the industry in which the merchant does business, the merchant’s overall American 

Express-related transaction volume, the method of payment, the settlement terms with the merchant, the method of 

submission of transactions and, in certain instances, the geographic scope for the related card acceptance 

agreement between the merchant and Amex (e.g., domestic or global) and the transaction amount. In some 

instances, an additional flat transaction fee is assessed as part of the merchant discount, and additional fees may be 

charged such as a variable fee for “non-swiped” card transactions or for transactions using cards issued outside the 

United States at merchants located in the United States. 

 

•Interest income principally represents interest earned on outstanding loan balances. 

 

•Net card fees, represent revenue earned from annual card membership fees, which vary based on the type of 

card and the number of cards for each account. 

 

•Other fees and commissions, primarily represent Card Member delinquency fees, foreign currency 

conversion fees charged to Card Members, loyalty coalition-related fees, service fees earned from merchants, 

travel commissions and fees, and Membership Rewards program fees; and 

 

•Other revenue primarily represents revenues arising from contracts with Amex’s GNS partners (including 

commissions and signing fees less issuer rate payments), cross-border Card Member spending, ancillary merchant-

related fees, earnings (losses) from equity method investments (including GBT), insurance premiums, and prepaid 

card and Travelers Cheque-related revenue.
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Geographic operations 

 

 
Figure 4–4- Geographic Operations 

 

As shown in the table, 70% of Amex’s Network volume is derived from the U.S. Additionally, 50% of its 

network volume is derived from consumers and 41% is derived from its commercial business.  
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While American Express does make a sizeable amount of revenue and net income from outside the United 

States, the bulk of its revenue and even higher a higher percentage of its consolidated net income is generated 

within the United States. All the reader can deduct from this is that American Express’s United States operations 

are more cost efficient and has higher margins than operations outside of the U.S.  

 

 

 

Figure 4–5 - Geographic Regions 
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5. Consolidated Statements of Income 
 

 

 

$ 25,727 $ 20,401 $ 26,167 

12,084 9,033 10,083 

188 

Deposits with banks and other 100 177 588 

83 127 

Interest on loans 8,850 9,779 11,308 

1,430 

Total non-interest revenues 34,630 28,102 34,936 

1,316 874 

4,042 

Other fees and commissions 2,392 2,163 3,297 

5,195 4,664 

Discount revenue

2019

Revenues

2021 2020
Year Ended December 31 (Millions, except 

per share amounts)

Non-interest revenues

Net card fees

Other

Interest income

Interest and dividends on investment 

securities

Total interest income

7,125 Marketing and business development 9,053 6,747 

39,983 

Expenses

Total revenues net of interest expense after 

provisions for credit losses 43,799 31,357 

148 

Total provisions for credit losses -1,419 4,730 3,573 

-191 262 

963 

Card Member loans -1,155 3,453 2,462 

-73 1,015 

43,556 

Provisions for credit losses

42,380 36,087 

3,464 

Net interest income 7,750 7,985 8,620 

1,283 2,098 

1,559 

Long-term debt and other 825 1,155 1,905 

458 943 

Interest expense

Deposits

Total interest expense

Total revenues net of interest expense

Card Member receivables

Other
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(a) Represents net income less (i) earnings allocated to participating share awards of $56 million, $20 million, and 

$47 million for the years ended December 31, 2021, 2020, and 2019, respectively, (ii) dividends on preferred shares of $71 million, 

$79 million, and $81 million for the years ended December 31, 2021, 2020 and 2019, respectively, and (iii) equity-related 

adjustments of $16 million related to the redemption of preferred shares for the year ended December 31, 2021. 

 

American Express’s Net income was hurt in 2020 during the Coronavirus Pandemic. With fewer consumers 

shopping and traveling, their discount revenue (money earned from transactions at merchants’ businesses) was 

slashed by approximately 20% from 2021 and 2019 levels. Their income did benefit from a slightly less expense 

on the card member rewards section as fewer consumers were redeeming reward points from American Express. 

Revenue covered their interest expense 17.27x and Net Income covered interest expense 1.49x for the fiscal year 

2020. The 1.49x coverage of interest expense I believe should be looked at carefully and the investor should judge 

whether he wants to disregard the statistic as a whole just because of how unusual 2020 was for businesses. I do 

believe that the statistic is important because it shows that AMEX is tied to the consumer spending business, 

especially for in-store shopping. If for some reason lockdowns occur again, American Express’s net income will 

probably be significantly impacted. I do believe American Express’s cash reserves will be adequate in protecting it 

from insolvency if matters arise that trouble the business as we’ll discuss in the balance sheet section. Also, 

AMEX covered their interest expense 33x by Revenue and 6.28x by Net Income in the fiscal year 2021 which I 

believe is somewhat of a more normal year of business for American Express. Going forward I will be using 2021 

as the base year for my assumptions. 

American Express’s corporate income tax rate was 24.6%, 27.0%, & 19.8% for the years 2021, 2020, and 

2019 respectively (Income tax provision / Pretax income) 

Also, there was a very little dilutive impact on earnings per share from options, grants, etc. which is 

desirable. 

Net card fees increased by $531 million & 622 million or 11% & 15% from the years 2021-2020 and 2020-

2019 respectively due to an increase in premium card portfolios. This is a solid strategic growth and I expect that 
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this number will keep growing as AMEX is currently focusing on attaining high-net-worth customers for their 

platinum fee-based cards. 

The process of estimating the Membership Rewards liability includes a high degree of judgment. Actual 

redemptions and associated redemption costs could differ significantly from estimates, resulting in either a higher 

or lower Membership Rewards expense. Rewards are a variable expense that is tied directly to network volume. 

Hence during times when there’s a lot of spending (high network volume), there will be a higher expense and 

during times with decreased spending, there will be a smaller expense as seen in 2020. This expense tends to be 

~.8% (± ~0.05%) of the network volume for a given year. Also, travel-related benefits tend to cost more than other 

reward benefits hence the ratio of rewards expense to network volumes for 2021 was 0.86% compared to 2020 

which was 0.77%. Given this information, we can estimate the difference between the cost of travel-related 

rewards with non-travel-related rewards to be ~.05 - .09%. I’ve made this a range partly from the fact that there 

was still some travel in early 2020 and I wanted to give the most precise answer possible with my given 

knowledge and the limited information given in the annual report. 

Furthermore, we can estimate the amount earned on the total network volume by dividing it by the discount 

revenue. This number will give us ~2% for each of the years. Below, we’ll see that the average discount rate the 

company gives is ~0.3-0.35% higher than the number here. This is due to the use of just using the billed business 

numbers and not adding the processed volumes to the network volume. The processed volumes include 

“alternative payment solutions facilitated by American Express” which from what I can infer are blockchain or 

digital payment wallets. It’s kind of hard to know what this category is as there isn’t much information on this, but 

American Express might not take a % out of this volume as revenue, unlike the billed business aspect, hence it 

wasn’t included in the total to inflate the discount rate numbers and make it look higher than it actually is.  This 

just makes it appear that American Express has a higher gross margin for the billed business aspect to the 

untrained eye. The spread between the two numbers will not influence the actual discount revenue American 

Express receives. 

Changes in the Membership Rewards URR (Ultimate Reward Redemption) and WAC (Weighted Average 

Cost) per point have the effect of either increasing or decreasing the liability through the current period 

Membership Rewards expense by an amount estimated to cover the cost of all points previously earned but not yet 

redeemed by current enrollees as of the end of the reporting period. As of December 31, 2021, an increase in the 

estimated URR of current enrollees of 25 basis points would increase the Membership Rewards liability and 

corresponding rewards expense by approximately $140 million. Similarly, an increase in the WAC per point of 1 

basis point would increase the Membership Rewards liability and corresponding rewards expense by 

approximately $168 million. This shows how much the membership reward expense can fluctuate from an 

increase/decrease in the ultimate reward redemption and the weighted average cost per point estimates. 

Card Member Reward expense should always be the biggest expense American Express has because it’s tied 

to American Express’s biggest revenue driver. Also, reward points never expire so the reward expense will not 

vary drastically with regard to revenue.  
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Other Fees & Commissions & Other Expenses 

The following is a detail of other fees and commissions for the years ended December 31: 

   
(a)Other includes Membership Rewards program fees that are not related to contracts with customers.  

 

The following is a detail of other expenses for the years ended December 31: 

 
(a)Effective for the first quarter of 2021, we changed the expense category name from Occupancy and equipment 

to Data processing and equipment to better reflect the nature and components of the expense. 

(b)Other primarily includes general operating expenses, non-income taxes, communication expenses, Card 

Member and merchant-related fraud losses, foreign currency-related gains and losses, as well litigation expenses. 

 

I included these charts because they are large amounts and should be looked at to make sure everything looks 

good and makes sense. No line item in these charts shows anything unexpected and we don’t see rapid growth in 

any of these items so we can conclude that the other fees & expenses are normal and are part of normal business 

operations. 
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SELECTED CARD-RELATED STATISTICAL INFORMATION 

 
 
(a) Average fee per card is computed on an annualized basis based on proprietary Net card fees divided by average 

proprietary total cards-in-force. 

 

The first thing with the table that you should observe is that American Express has $1.284 trillion of network 

volume in 2021 alone. Compared to the U.S. Gross Domestic Product for the year 2021 which is $22.99 trillion 

((Gross Domestic Product, Fourth Quarter and Year 2021 (Advance Estimate) | U.S. Bureau of Economic 

Analysis (BEA)) American Express accounted for 3.90% (using U.S. network volumes only) or 5.585% (using 

total network volumes) of the national GDP alone! 

Also, we can see that network volumes went back to pre-pandemic levels in 2021 and even rose a bit higher. 

The pandemic dropped AMEX’s network volume by a total of 18% in 2020 compared to 2019. This shows that 

American Express is highly affected by consumer spending in the economy and by lockdowns. What’s interesting 

to observe is that American Express has fewer cards inside the U.S. than outside. Recall that 70% of American 

Express’s worldwide network volumes in the year 2021 came from inside the U.S. This means that while 

American Express has most of its customers outside the U.S., United States customers represent a larger part of 

spending on their credit cards compared to their outside U.S. counterparts. This can be due to the United States 
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having one of the highest GDP per capita in the world, the dollar is the global reserve currency, as well as oil 

which is exchanged by the dollar in turn creating a great demand in other countries for it, and the U.S. has a higher 

standard of living (can be seen in the higher GDP per capita) which often results in consumers buying luxury 

goods compared to many consumers buying normal goods outside the U.S., etc.  

American Express has continued to increase its average fee per card even throughout 2020 which seems 

counterintuitive. This shows American Express can increase its prices during tough times and still be able to 

acquire new customers (9.4 million new cards-in-force from 2021 to 2020). This shows that American Express not 

only has pricing power over their cards, but they can increase it rapidly (27.59% total increase from the years 

(2019-2021)  

 

Merchant Industry Metrics 

 
Airline-related volume — Represents spending at airlines as a merchant, which is included within T&E-

related volume. 

T&E-related volume — Represents spending on travel and entertainment, which primarily includes airline, 

cruise, lodging, and dining merchant categories. 

Goods and Services (G&S)-related volume — Includes spending in merchant categories other than T&E-

related merchant categories, which includes back to back spending by small and medium size enterprise customers 

in our GCS segment. 

 

This table breaks down Amex’s billed business into 3 different categories. This shows that American 

Express’s cards are mainly used for goods and services and not for travel and entertainment. This helps explain 

why American Express was still able to record a profit in 2020.  
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Interest on loans 

There was a total of $88.562 Billion and $73.373 Billion outstanding in cardmember loans (not accounting 

for credit losses) outstanding during the years 2021 and 2020 respectively.  

 

NET INTEREST YIELD ON AVERAGE CARD MEMBER LOANS 

  
(a) Primarily represents interest expense attributable to maintaining our corporate liquidity pool and funding Card Member 

receivables. 

(b)Primarily represents interest income attributable to other loans, interest-bearing deposits, and fixed-income investment 

portfolios. 

(c) Adjusted net interest income and net interest yield on average Card Member loans are non-GAAP measures. Amex 

believes adjusted net interest income is useful to investors because it represents the interest expense and interest income 

attributable to the Card Member loan portfolio and is a component of net interest yield on average Card Member loans, which 

provides a measure of profitability on the Card Member loan portfolio. Net interest yield on average Card Member loans reflects 

adjusted net interest income divided by average Card Member loans, computed on an annualized basis. Net interest income divided 

by average Card Member loans, computed on an annualized basis, a GAAP measure, includes elements of total interest income and 

total interest expense that are not attributable to the Card Member loan portfolio, and thus it’s not representative of net interest 

yield on average Card Member loans. 

 

The Average net interest yield on average Card Member loans is a better ratio than the net interest income 

divided by average Card Member loans because it excludes interest income that isn’t received from Card Member 

loans. A quick rule of thumb and observation we can make is that in the future we can multiple the Card Member 

loans by ~10.5-11% and find how much income the loans will expect to make. This is just an estimate using the 

average of past historical data which can be thrown off in any year in the future. A 10% yield on loans is profitable 

because there are very few fees and expenses attributable to this section of the business hence a very large profit 

margin. Note that this part of the business is highly capital intensive but has a high turnover rate. Also, the biggest 

expense that would have to come from card member loans would be a default on a loan.
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6. Global Consumer Services Group 
 

Recall that the GCSG (global consumer services group) primarily issues a wide range of proprietary 

consumer cards globally. GCSG also provides services to consumers, including travel and lifestyle services and 

non-card financing products, and manages certain international joint ventures, partnership agreements in China, 

and loyalty coalition businesses operated in certain countries Below, I’ll go over just this specific part of American 

Express 

GSGS Income Statement Data 

 
Table 6-1 

  # Denotes a variance of 100 percent or more 

(a)Results for reporting periods beginning on and after January 1, 2020, are presented using the CECL methodology, while 

information as of and for the year ended December 31, 2019, continues to be reported under the incurred loss methodology then in 

effect.  
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CSGS Statistical Data 

 
 

Table 6-2 
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Table 6-3 

(a) The net write-off rate is based on principal losses only (i.e., excluding interest and/or fees) to be consistent with 

industry convention. In addition, Amex’s practice is to include uncollectible interest and/or fees as part of the total provision for 

credit losses, a net write-off rate including principal, interest, and/or fees is also presented 

Table 6-4 
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Table 6-2 through 6-4 compares GSGS operations and statistical data by either operating in the United States 

or outside. The growth of the U.S. section compared to the outside U.S. reaffirms that American Express is 

targeting consumers in the United States compared to other countries or there is a greater demand for American 

Express’s products inside the U.S. Also, the average card member spending per card is higher when compared to 

outside the U.S. which further increases revenue and net income. Lastly, in tables 6-2 & 6-3 we see that the write-

off rate and 30+ days past due as a % of the total for the U.S. compared to outside the U.S. is lower in every single 

category further developing how American Express has been correct to target consumers that mainly reside in the 

U.S.  

Also, we see again that the GCGS section of American Express was significantly weakened during 2020 but 

rebounded quickly to be near or surpass 2019 levels. 

 

GCSG NET INTEREST YIELD ON AVERAGE CARD MEMBER LOANS 

 
 
(a) Primarily represents interest expense attributable to maintaining a corporate liquidity pool and funding Card Member 

receivables. 

(b)Primarily represents interest income attributable to other loans, interest-bearing deposits, and 2 investment portfolios. 

(c)Adjusted net interest income and net interest yield on average Card Member loans are non-GAAP measures. Amex 

believes adjusted net interest income is useful to investors because it represents the interest expense and interest income 

attributable to our Card Member loan portfolio and is a component of net interest yield on average Card Member loans, which 

provides a measure of the profitability of the Card Member loan portfolio. Net interest yield on average Card Member loans 

reflects adjusted net interest income divided by average Card Member loans, computed on an annualized basis. Net interest income 

divided by average Card Member loans, computed on an annualized basis, a GAAP measure, includes elements of total interest 

income and total interest expense that are not attributable to the Card Member loan portfolio and thus are not representative of net 

interest yield on average Card Member loans. 
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Net interest income in the U.S. has a higher yield compared to outside the United States. Since American 

Express has most of its loans inside the U.S. they’re able to capitalize on this concentration of capital when being 

compared to other geographic regions. GCSG represents 86% of all of Amex’s total net interest income for the 

year 2021. The average interest yield in card member loans for GCSG is 11% which is higher than the average 

interest loans by a few basis points.



 

 

30 

7. Global Commercial Services 
 

Recall that Global Commercial Services (GCS) primarily issues a wide range of proprietary corporate and 

small business cards globally. GCS also provides payment, expense management, and financing solutions to 

businesses. So, GCS focuses on acquiring small businesses into becoming American Express’s customers. 

` 

GCS SELECTED INCOME STATEMENT DATA 

 
  
# Denotes a variance of 100 percent or more 

(a)Results for reporting periods beginning on and after January 1, 2020, are presented using the CECL methodology, while 

information as of and for the year ended December 31, 2019, continues to be reported under the incurred loss methodology then in 

effect.  

 

GCS has a decent pretax profit margin (10-20%) even during 2020. 
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GCS SELECTED STATISTICAL INFORMATION 

 
 
(a) Is presented as a net write-off rate based on principal losses only (i.e., excluding interest and/or fees) to be consistent 

with industry convention. In addition, as Amex’s practice is to include uncollectible interest and/or fees as part of the total 

provision for credit losses, a net write-off rate including principal, interest, and/or fees is also presented. 

(b)Primarily represents interest expense attributable to maintaining the corporate liquidity pool and funding Card Member 

receivables. 

(c)Primarily represents interest income attributable to other loans, interest-bearing deposits, and fixed-income investment 

portfolios. 

(d)Adjusted net interest income and net interest yield on average Card Member loans are non-GAAP measures. Amex 

believes adjusted net interest income is useful to investors because it represents the interest expense and interest income 

attributable to our Card Member loan portfolio and is a component of net interest yield on average Card Member loans, which 

provides a measure of the profitability of their Card Member loan portfolio. Net interest yield on average Card Member loans 

reflects adjusted net interest income divided by average Card Member loans, computed on an annualized basis. Net interest income 

divided by average Card Member loans, computed on an annualized basis, a GAAP measure, includes elements of total interest 

income and 
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total interest expense that is not attributable to the Card Member loan portfolio and thus is not representative of net interest yield on 

average Card Member loans. 

(e)For GCP Card Member receivables, delinquency data is tracked based on days past billing status rather than days past 

due. A Card Member account is considered 90 days past billing if payment has not been received within 90 days of the Card 

Member’s billing statement date. In addition, if Amex initiates collection procedures on an account before the account becomes 90 

days past billing, the associated Card Member receivable balance is classified as 90 days past billing. GCP delinquency data for 

periods other than 90+ days past billing and the net write-off rate based on principal losses only are not available due to system 

constraints. 

(f)The net write-off rate for the year ended December 31, 2021, includes a $37 million partial recovery in Card Member 

receivables related to a corporate client bankruptcy, which had resulted in a $53 million write-off in the year ended December 31, 

2020. 

 

GCS represents almost 50% of Amex’s billed business, 22% of propriety cards in force, is 62% over the 

average card member spending, represents 20% of all of Amex’s loans, and has a smaller write-off rate on loans 

compared to GCSG for the year 2021. This shows that small businesses make a majority of the purchases on 

Amex’s cards when compared to other parts of Amex’s operations. (higher % of billed business per card in 

circulation as well as a higher average card member spending). Since most of these purchases are going to the 

business (which produces free cash flow) it would be safe to say that these loans are generally safer than CCSG 

which is backed by the data on the loans. However, receivables seem to be written off as a higher % of the total 

when comparing the 2 groups. This can be due to GCSG card members generally spending less money on their 

cards in turn making it easier to pay off or due to a larger size of receivables diluting the total % of written off. 

GCS's net interest income represents 13% of Amex’s total net interest income for the year 2021. This is 

probably due to businesses being charged a smaller interest expense on loans because they’re relatively safer as 

well as businesses free cash flow is generally used to pay off loans quickly allowing them to accrue less interest 

over time. GCS also represents 33% of Amex’s non-interest revenue. 

GCS makes ~ 65% of their income from the receivables part of the business (transactions that need to be paid 

in full card fees) 
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8. Global merchant and network services 
 

Recall that Global Merchant and Network Services (GMNS) operates a global payments network that 

processes and settles card transactions, acquires merchants, and provides multi-channel marketing programs and 

capabilities, services and data analytics, & leveraging a globally integrated network. GMNS manages Amex’s 

partnership relationships with third-party card issuers, merchant acquirers, and a prepaid reloadable and gift card 

program manager, licensing the American Express brand and extending the reach of the global network. 

 

GMNS SELECTED INCOME STATEMENT AND OTHER DATA 

 
# Denotes a variance of 100 percent or more 

(a) Results for reporting periods beginning on and after January 1, 2020, are presented using the CECL methodology, while 

information as of and for the year ended December 31, 2019, continues to be reported following the incurred loss methodology 

then in effect. 

 

GMNS has a very high-profit margin of ~38%. GMNS has yet to recover to 2019 levels, so its income is a 

little depressed. One of GMNS operations charges merchants a % of transaction volume when customers use their 

cards, so it varies with network volume partially. I’d assume this is where it makes a majority of its’ money but it’s 

hard to tell because it’s not broken apart further.  GMNS is Amex’s smallest unit segment.
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9.  The Balance Sheet 
 

In my opinion, the most important financial statement (especially for banks) is the balance sheet. I’ll go into 

more detail about some of these components on the balance sheet later in the stock analysis. At first glance, you 

should see that American Express’s balance sheet is complex compared to a non-financial company’s balance 

sheet. American Express will have to keep cash in hand for their reserve requirement as well as other financial 

obligations. 

 

Quick Glance: 

• American Express can be seen paying off long-term debt with $57,835 million outstanding in 2019 and 

then $38,675 million in 2021. This is a decrease of 33.1%! This is an excellent sign of financial health and 

maturity, especially with the uncertainty in the U.S. economy during 2020. 

• Had $84.382 billion in consumer deposits at the end of 2021 compared to $73.287 billion in 2019. 

• Had $53.581 billion in receivables at the end of 2021 compared to $56.794 billion in 2019. 

• Had $85.257 billion in card member loans at the end of 2021 compared to $84.998 billion in 2019. 

• Shares outstanding went down from 810 million in 2019 to 761 million in 2021. A decrease of 6% over 

the period. 

• Most of American Express’s physical assets such as property and equipment are near the end of their 

depreciation life cycle. This means that when American Express repurchases similar items (if they decide to do), a 

large cash outflow will occur. 
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Consolidated Balance Sheet 

 

 
 

 

Capital, Regulatory, & Legal Requirements 

 

Since American Express is a bank, they’re required to maintain certain ratios for the purpose of maintaining 

adequate financial health to protect consumers and the economy. First, let’s start with the risked based capital 

ratio. 

 

 

 

 

 



 

      

36 

Risk-Based Capital Ratios 

“The purpose of the risk-based capital ratio is to make sure an entity (bank) hasn’t over-levered itself with 

liabilities and debt and can support its business operations with the capital it has on hand. Risk-Based capital is 

outlined in the Basil Accords under Basil Agreements 1,2, &3. It uses Tier 1 and 2 Capital and divides it by the 

total risk-based capital of the bank. Tier 1 capital includes Common Equity Tier 1 Capital (basically the statement 

of shareholders’ equity). Additional Tier 1 Capital includes qualifying noncumulative perpetual preferred stock, 

bank-issued Small Business Lending Fund, and Troubled Asset Relief Program instruments that previously 

qualified for Tier 1 capital, a final component that commits to qualifying Tier 1 minority interests, less certain 

investments in other unconsolidated financial institutions’ instruments that would otherwise qualify as additional 

Tier 1 capital.” (“Risk Management Manual of Examination Policies Federal Deposit Insurance Corporation”). 

Tier 2 capital includes loan and lease loss reserves/allowance, subordinated debt, qualifying minority interest, and 

hybrid capital instruments (mixture of debt and equity instruments). 

Tier 2 capital is much harder to calculate and should be less counted on than Tier 1 capital during times of 

liquidation.  The reader should also note that there used to be a Tier 3 capital, but Basil III got rid of it. When 

reading older annual reports, you might see its use. 

 

Leverage Ratio 

 The leverage ratio is calculated by dividing Tier 1 capital by average total consolidated assets for the most 

recent quarter. The purpose is to make sure a bank isn’t overlending and was introduced in Basil III after the 2008 

financial crisis. 

 

Dividends and Other Capital Distributions 

The Company and American Express Travel Related Services Company (TRS), as well as AENB and the 

Company’s insurance and other regulated subsidiaries, are limited in their ability to pay dividends by statutes, 

regulations, and supervisory policy. 

Common stock dividend payments and share repurchases by the Company are subject to the oversight of the 

Federal Reserve, as described above. The Company will be subject to limitations and restrictions on capital 

distributions if, among other things, (i) the Company's regulatory capital ratios do not satisfy applicable minimum 

requirements and buffers or (ii) the Company is required to resubmit its capital plan. 

In general, federal laws and regulations prohibit, without first obtaining the OCC’s approval, AENB from 

making dividend distributions to TRS, if such distributions are not paid out of available recent earnings or would 

cause AENB to fail to meet capital adequacy standards. In addition to the specific limitations on dividends that 

AENB can pay to TRS, federal banking regulators have the authority to prohibit or limit the payment of a dividend 

if, in the banking regulator’s opinion, payment of a dividend would constitute an unsafe or unsound practice in 

light of the financial condition of the institution. 

 

Stress Testing and Capital Planning 

Under the Federal Reserve’s regulations, the Company is subject to supervisory stress testing requirements 

that are designed to evaluate whether a bank holding company has sufficient capital on a total consolidated basis to 

absorb losses and support operations under adverse economic conditions. As part of the Comprehensive Capital 

Analysis and Review (CCAR), the Federal Reserve uses Pro-forma capital positions and ratios under such stress 

scenarios to determine the size of the stress capital buffer (SCB) for each CCAR participating firm. 

As a Category IV firm, the Company is required to participate in the supervisory stress tests every other year 

and is subject to the Federal Reserve’s supervisory stress tests in 2022. The Company is required to develop and 

submit to the Federal Reserve an annual capital plan on or before April 5 of each year. 
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“For Category IV firms, such as the Company, the portion of the SCB based on the Federal Reserve's 

supervisory stress tests is calculated every other year. During a year in which a Category IV firm does not undergo 

a supervisory stress test, the firm receives an updated SCB that reflects the firm's updated planned common stock 

dividends. A Category IV firm can elect to participate in the supervisory stress test in an “off year” and 

consequently receive an updated SCB” (United States Security and Exchange Commission). 
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American Express has a majority of its capital in Common Equity Tier 1 which is preferable in the case that 

they require cash. They also pass all Capital and Leverage Requirements by a sizeable amount. 

 

On August 3, 2021, AEC issued $1.6 billion of 3.550% Fixed Rate Reset Noncumulative Preferred Shares, 

Series D. With the proceeds from that issuance, AEC redeemed in full the $850 million of 4.900% Fixed 

Rate/Floating Rate Noncumulative Preferred Shares, Series C on September 15, 2021, and the $750 million of 

5.200% Fixed Rate/Floating Rate Noncumulative Preferred Shares, Series B on November 15, 2021. This makes 

up the entire Additional Capital Tier 1 section. 

 

How do these ratios affect AEC? 

First off, the Risk-Based Capital Ratio and Reserve Ratio affect a bank’s ability to distribute wealth to 

shareholders. “Common stock dividend payments and share repurchases by the Company are subject to the 

oversight of the Federal Reserve, as described above. The Company will be subject to limitations and restrictions 

on capital distributions if, among other things, (i) the Company's regulatory capital ratios do not satisfy applicable 

minimum requirements and buffers or (ii) the Company is required to resubmit its capital plan. 

In general, federal laws and regulations prohibit, without first obtaining the OCC’s approval, AENB from 

making dividend distributions to TRS, if such distributions are not paid out of available recent earnings or would 

cause AENB to fail to meet capital adequacy standards. In addition to specific limitations on the dividends AENB 

can pay to TRS, federal banking regulators have the authority to prohibit or limit the payment of a dividend if, in 

the banking regulator’s opinion, payment of a dividend would constitute an unsafe or unsound practice in light of 

the financial condition of the institution.” (United States Security and Exchange Commission) 
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This can be seen during the first six months of 2021 when the Federal Reserve placed restrictions on 

common stock dividends and common share repurchases for bank holding companies like AEC that participate in 

the Federal Reserve's Comprehensive Capital Analysis and Review (CCAR). These capital distribution restrictions 

ceased to apply on July 1, 2021. AEC capital distributions have since returned to being governed by the SCB 

framework and based on managing CET1 risk-based capital ratio within a 10 to 11 percent target range. AEC may 

conduct share repurchases through a variety of methods, including open market purchases, 105b-1 plans, privately 

negotiated transactions (including employee benefit plans), or other purchases, including block trades, accelerated 

share repurchase programs or any combination of such methods as market conditions warrant and at prices deemed 

appropriate. 

American Express is severely limited in wealth distribution plans when compared to non-financial companies 

and for a good reason. If American Express decides to distribute a large part of its working capital, during times of 

economic stress American Express may not be able to play off obligations to creditors and consumers (which are 

often the same). This can in turn cause huge negative economic consequences throughout the entire U.S. economy. 

If the reader wants to see how unsafe banking practices of a bank can negatively harm the U.S. economy; a case 

study1 on the 2008/2009 financial crisis which was caused by Lehman Brothers would be a good start. 

I don’t think the capital requirements are detrimental to the business and I strongly believe that it’s an 

effective way of allowing shareholders and the government to keep Bank Holding Companies accountable in not 

overleveraging and by requiring a solid working capital base. 

 
1 The Federal Reserve Bank of San Francisco has a good publishing in 2020 on the permanent and 

transitory effects of the 2008–09 recession. 

https://www.frbsf.org/economic-research/publications/economic-letter/2020/november/permanent-and-transitory-effects-of-2008-09-recession/
https://www.frbsf.org/economic-research/publications/economic-letter/2020/november/permanent-and-transitory-effects-of-2008-09-recession/
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Financial Assets and Liabilities 

 

 Assets and Liabilities are recorded on the balance sheet usually by fair value. Fair value is defined as the 

price that would be required to sell an asset or paid to transfer a liability in an orderly transaction between market 

participants at the measurement date, based on the principal or, in the absence of a principal, the most 

advantageous market for the specific asset or liability. 

General Accepted Accounting Principles (GAAP) provides for a three-level hierarchy of inputs to valuation 

techniques used to measure fair value, defined as follows: 

•Level 1 ― Inputs that are quoted prices (unadjusted) for identical assets or liabilities in active markets that 

the entity can access. 

•Level 2 ― Inputs other than quoted prices included within Level 1 that are observable for the asset or 

liability, either directly or indirectly, for substantially the full term of the asset or liability, including: 

– Quoted prices for similar assets or liabilities in active markets. 

– Quoted prices for identical or similar assets or liabilities in markets that are not active. 

– Inputs other than quoted prices that are observable for the asset or liability; and 

– Inputs that are derived principally from or corroborated by observable market data by correlation or other 

means. 

•Level 3 ― Inputs that are unobservable and reflect management's own estimates about the estimates market 

participants would use in pricing the asset or liability based on the best information available in the circumstances 

(e.g., internally derived assumptions surrounding the timing and amount of expected cash flows). 

 

 “From an accounting standpoint, Level 3 assets involve some additional duties for the companies that own 

them. Federal Accounting Standard Board (FASB) 157 requires a reconciliation of the beginning and ending 

balances for Level 3 assets, with particular attention paid to changes in the value of existing assets as well as 

details on transfers of new assets into or out of Level 3 status. International Financial Reporting Standards (IFRS) 

13 contemplates similar measures, with separate detail on transfers in and transfers out of Level 3 treatment. 

Accounting Standards Update 2011-04 added some more clarity to what disclosures companies must make in 

dealing with Level 3 assets. ASU 2011-04 requires quantitative information about the unobservable inputs that 

companies choose in doing valuation analysis, as well as a description of the valuation process itself. Most 

importantly, companies should do sensitivity analysis to help investors get a better handle on the risk that the 

companies' valuation work on Level 3 assets, turns out to be wrong. However, even the ASU gives companies 

considerable latitude in deciding which information is relevant to the analysis and therefore must be disclosed” 

(The Motley Fool). 

 

I probably should clarify that ASU 2011-04 was created in response to the 2008-09 Financial Crisis and how 

banks such as Lehman Brothers carried their mortgage-backed securities and derivative contracts on the balance 

sheet and used scummy accounting tricks to clean up their nasty books. 
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FINANCIAL ASSETS AND FINANCIAL LIABILITIES CARRIED AT FAIR VALUE 

The following table summarizes AMEX’s financial assets and financial liabilities measured at fair value on a 

recurring basis, categorized by GAAP’s fair value hierarchy (as described in the preceding paragraphs), as of 

December 31: 

 
 

There are very few level 3 assets and liabilities, which is good. Most of their balance sheet here is carried on 

a level 2 basis which means that prices can be found in another market for similar securities. We’ll talk about the 

debt securities in the Investment Securities section. As we shall see, most of Amex’s balance sheet is not carried at 

fair value. 
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FINANCIAL ASSETS AND FINANCIAL LIABILITIES CARRIED AT OTHER THAN FAIR 

VALUE 

The following table summarizes the estimated fair values of financial assets and financial liabilities that are 

measured at amortized cost, and not required to be carried at fair value on a recurring basis, as of December 31, 

2021, and 2020. The fair values of these financial instruments are estimates based on the market conditions and 

perceived risks as of December 31, 2021, and 2020, and require management’s judgment. These figures may not be 

indicative of future fair values, nor can the fair value of American Express be estimated by aggregating the amounts 

presented. 
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(a)Level 2 fair value amounts reflect time deposits and short-term investments.  

(b)Balances include Card Member receivables (including fair values of Card Member receivables of $5.2 billion and 

$4.2 billion held by a consolidated VIE as of December 31, 2021, and 2020, respectively), other receivables, and other 

miscellaneous assets. 

(c)Balances include amounts held by a consolidated VIE for which the fair values of Card Member loans were $26.7 billion 

and $25.8 billion as of December 31, 2021, and 2020, respectively, and the fair values of Long-term debt were $13.9 billion and 

$13.0 billion as of December 31, 2021, and 2020, respectively. 

(d)Presented as a component of Customer deposits on the Consolidated Balance Sheets.  

 

While I’d prefer that the loans are carried on the balance sheet at the fair market value (cost value); I don’t 

see any red flags. Certificates of deposit / Consumer deposits shouldn’t change in value rapidly. Long-term debt is 

being carried on the balance sheet $2 billion less or a 4% decrease. This is probably due to the fact that the 

carrying value is carried at the cost of issuance and the fair value considers an increase in the market price of the 

debt obligations. This means long-term debt increased in value on the open market which is a good sign of 

financial strength. 

“As of December 31, 2021, Amex had a total of $24.6 billion in cash and cash equivalents and Investment 

securities (which are substantially comprised of U.S. Government Treasury obligations). The decrease of $30.0 

billion from $54.6 billion as of December 31, 2020, was primarily driven by the increase in the balances of Card 

Member loans and receivables, debt maturities, share repurchases, and a reduction in customer deposits, partially 

offset by the issuance of unsecured and secured debt securities” (United States Security and Exchange 

Commission).  

 

Investment Securities 

 

Since American Express is a Bank Holding Company, it would make sense that they hold assets in 

investment securities. Most banks hold debt obligations because they are always in need of some sort of cash flow 

to pay their current obligations. Holding debt is good because senior obligations are relatively safe (Senior debtors 

get paid before equity shareholders even in the event of restructuring or bankruptcy, but creditors don’t usually 

wish for bankruptcy as their claim is limited to whatever money the company or government can manage to 

gather) and because debt usually pays interest or discounted income (in the case of Treasury Bills) weekly, 

monthly, yearly, etc.   

American Express’s investment securities are mainly obligations from the U.S. government, other 

governments, states, etc. and can be regarded as regarded as safe. Governments unlike businesses tend to pay off 

debt because they have a constant cash flow that arrive from taxpayers yearly. Please note that during 2021, 

$19.703 billion of securities (mainly U.S. Government Treasury Obligations) with a weighted average yield of 

0.31%, yielded ~$61 million. In 2022, $1.477 billion of securities which is composed of $832 million of U.S. 
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Government Treasury Obligations and $628 million of foreign government obligations will be due with an average 

weighted yield of 1.74%. The reason why the yield is higher is because of the increased number of debt 

obligations becoming due by foreign governments. Most foreign governments don’t have the same luxury the U.S. 

has when it comes to a low-interest rate payoff of their debt because they must compensate investors for the extra 

risk of default. In all, this will yield ~$25,698,800.] 

 

 
Short Term Debt and Working Capital 

 

SHORT-TERM BORROWINGS 

Short-term borrowings outstanding, defined as borrowings with original contractual maturity dates of less 

than one year, as of December 31 were as follows: 

 
Th average commercial paper outstanding in 2020 was $628 million, but at the end of the year it was paid off 

and redeemed hence the year end outstanding balance in the table above is $0. 

American Express stated in the annual report, “The investment income we receive on liquidity resources is 

less than the interest expense on the sources of funding for these balances. In 2021, the net interest costs to 

maintain these resources were substantial. The level of future net interest costs depends on the amount of liquidity 

resources we maintain and the difference between our cost of funding these amounts and their investment yields.” 

(United States Security and Exchange Commission)  
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Customer Deposits 

 

Customer Deposits make up 50.7% of Amex’s total liabilities. Customer deposits are one of the main ways 

banks make their revenue. While customer deposits are financial obligations and liabilities, banks can use these 

deposits to loan out other people’s money to other people which is called fractional reserve banking. This, in turn, 

allows banks to lever up their debt level safely and lend more to the economy which increases the nation’s Gross 

Domestic Product as well as net income for the bank. This lending out of customer deposits can be a double-edged 

sword, however. If there is a bank run (when many people withdraw money from the bank causing a bank’s 

reserves or Tier 1 Capital to dwindle), a bank might be unable to pay off these liabilities causing it to go insolvent. 

Banks are usually forced to pay interest to customers on the money that the bank loans out which is owned by the 

customer. During the 1980s savings banks and saving and loan associations were competing to offer the highest 

interest rate on consumer accounts to try to attract more customers. Unfortunately, this caused banks' earnings to 

decline as spiraling interest rates increased costs for the banks. Regulation Q & D2 defines how banks classify 

accounts and how they pay interest. Nowadays banks pay very little interest on customer deposits as we shall see 

later on while being able to charge absurdly high-interest rates on loans due to the Depository Institutions 

Deregulation Act of 1980 which eliminated federal interest rate ceilings (the limit on how much a bank can charge 

on a loan). 

 

As of December 31, customer deposits were categorized as interest-bearing or non-interest-bearing as 

follows: 

 
 

 

 

 
2 https://www.federalreserve.gov/boarddocs/supmanual/cch/200601/int_depos.pdf 

 

https://www.federalreserve.gov/boarddocs/supmanual/cch/200601/int_depos.pdf
https://www.federalreserve.gov/boarddocs/supmanual/cch/200601/int_depos.pdf
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Customer deposits by deposit type as of December 31 were as follows: 

 
 

As of December 31, certificates of deposit in denominations of $250,000 or more, in the aggregate, were as 

follows: 
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The scheduled maturities of certificates of deposit as of December 31, 2021, were as follows:

 
 

I included all of these to give the reader a clearer sense of how American Express customer deposits and 

obligations break down. To get a good look at the company, it’s important to be able to understand the granular 

details of the business. I will break down what is important to observe now. 

 A majority of Amex’s Customer Deposits are in the form of interest-bearing accounts and a majority of that 

is in savings accounts. The average yield customers get from American Express on their savings account is 0.4%, 

1.0%, and 2.1% in 2021, 2020, and 2019 respectively. American Express’s total interest expense was $1.283, 

$2.098, and $3.464 Billion in 2021, 2020, and 2019 respectively. This can drastically cause American Express's 

cost and profit margin to fluctuate solely because of the interest rate environment (this is part of the reason why 

bank companies are so hard to value). Time deposits while making up only 4.85%, 7.48%, and 9.15% of American 

Express’s Interest-Bearing Liabilities in 2021, 2020, and 2019 respectively, made up 10.83%, 11.30%, and 8.60% 

of American Express’s Total Interest Expense on these accounts. The higher yield American Express pays to 

customers, we should see a small decrease in net income. During a high-interest rate environment, AMEX 

expenses will increase as we’ll probably see shortly in the upcoming rate hikes by the fed. It’s unlikely that an 

increase in interest rates on deposit accounts will affect Amex’s core business. 

American Express Certificate of Deposit Expense was approximately $3.828, $4.632, $4.748, and $5.256 

Billion in the years 2021, 2020, 2019, and 2018 respectively 

Note: I couldn’t find anywhere on the 10-k the actual expense of these CDs, but I kept going back 

into previous annual reports and recorded what the scheduled maturities were which should be a close estimate of 

the expense.  
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Card Member Loans and Receivables
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# Denotes a variance of 100 percent or more 

(a)Includes an increase of $1,643 million and a decrease of $493 million to the beginning reserve balances for Card Member 

loans and receivables, respectively, as of January 1, 2020, related to the adoption of the CECL methodology.  

(b)Other includes foreign currency translation adjustments. 

(c) Represent a net write-off rate based on principal losses only (i.e., excluding interest and/or fees) to be consistent with 

industry convention. In addition, as Amex’s practice is to include uncollectible interest and/or fees as part of our total provision for 

credit losses, a net write-off rate including principal, interest, and/or fees is also presented. 

(d)The net write-off rate for the year ended December 31, 2021, includes a $37 million partial recovery in Card Member 

receivables related to a corporate client bankruptcy, which had resulted in a $53 million write-off in the year ended December 31, 

2020, in the GCS segment. 

(e)A net write-off rate based on principal losses only for Global Corporate Payments (GCP), which reflects global large and 

middle market corporate accounts, is not available due to system constraints. 

 

I would first like to clarify that in the table above; the total loans and receivables aren’t the total volume that 

was done throughout the year. It just reflects the amount remaining as of the reporting date. During the 4th quarter, 

there is an increased demand (presumably holiday shopping) for consumer loans hence the numbers will normally 

slightly be above the average amount of loans outstanding throughout the year. This doesn’t seem to be the case 

for 2020 presumably due to covid restricting holiday get-togethers. The full amount of loans throughout the year is 

the total network volume as discussed in the income statement section of this stock analysis. 

Receivables have a very small credit reserve as well as a write-off rate which is good compared to its size 

and that of other competitors. 

The credit loss reserve in 2020 increased from 2.7% to 7.3% of the total % of loans due to macroeconomic 

factors. It was then reduced to 3.7% of all loans in 2021 which is still relatively high. The credit loss reserves 

directly affect net income and should be looked at annually in order to adjust the net income for years such as 

2020. 

 

Card Member Loans & Receivables Aging 

 
(a)Global Corporate Payments (GCP) reflects global, large, and middle market corporate accounts. Delinquency data is 

tracked based on days past billing status rather than days past due. A Card Member account is considered 90 days past billing if 

payment has not been received within 90 days of the Card Member’s billing statement date. In addition, initiation of collection 

2021 (Millions) Current 30-59 Days Past Due 60-89 Days Past Due 90+ Days Past Due Total

Card Member Loans:

Global Consumer Services Group $ 69,960 $ 158 $ 112 $ 237 $ 70,467 

Global Commercial Services

Global Small Business Services 17,950 34 19 37 18,040

Global Corporate Payments (a) (b) (b) (b) — 55

Card Member Receivables:

Global Consumer Services Group 22,279 41 24 48 22,392

Global Commercial Services

Global Small Business Services $ 17,846 $ 59 $ 28 $ 44 $ 17,977

Global Corporate Payments (a) (b) (b) (b) $ 22 $ 13,276

Card Member Loans:

Global Consumer Services Group $ 59,442 $ 177 $ 148 $ 317 $ 60,084

Global Commercial Services

Global Small Business Services 13,132 27 20 47 13,226

Global Corporate Payments (a) (b) (b) (b) — 63

Card Member Receivables:

Global Consumer Services Group 18,570 33 26 56 18,865

Global Commercial Services

Global Small Business Services $ 14,023 $ 37 $ 21 $ 38 $ 14,119

Global Corporate Payments (a) (b) (b) $ (b) $ 60 $ 10,897

2020 (Millions) 
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procedures on an account before the account becomes 90 days past billing, the associated Card Member loan or receivable balance 

is classified as 90 days past billing. These amounts are shown above as 90+ Days Past Due for presentation purposes. See also (b). 

(b)Delinquency data for periods other than 90+ days past billing is not available due to system constraints. Therefore, such 

data has not been utilized for risk management purposes. The balances that are current to 89 days past due can be derived as the 

difference between the Total and the 90+ Days Past Due balances. 

 

The table above shows us that ~99% of American Express’s loans and receivables are current and in good 

credit health. I’d like to briefly discuss footnote (b)- I don’t understand why they don’t calculate delinquency data 

the same way as others, but I’d guess it would have to do because it refers to large corporations. Also, to speculate 

why they don’t track delinquency data for periods other than 90+ days past billing could be due to a large 

increased cost if they do so or partly because large corporations handle their billing differently. 

 

Credit Quality Indicators 

 
 
(a)The net write-off rate is based on principal losses only (i.e., excluding interest and/or fees) to be consistent with industry 

convention. In addition, Amex’s practice is to include uncollectible interest and/or fees as part of their total provision for credit 

losses, a net write-off rate including principal, interest, and/or fees is also presented. 

(b)Net write-off rate based on principal losses only is not available due to system constraints. 

(c)For GCP Card Member receivables, delinquency data is tracked based on days past billing status rather than days past 

due. Delinquency data for periods other than 90+ days past billing is not available due to system constraints. 90+ days past billing 

as a % of the total was 0.3% and 0.6% as of December 31, 2021, and 2020, respectively. 

(d)The net write-off rate for the year ended December 31, 2021, includes a $37 million partial recovery in Card Member 

receivables related to a corporate client bankruptcy, which had resulted in a $53 million write-off in the year ended December 21, 

2020.  

 

The table above shows write-off rates on loans and receivables, and everything looks good- nothing out of 

the ordinary. 

The following tables provide additional information concerning impaired loans and as of December 31, 

2021, 2020, and 2019. Impaired loans and receivables are individual larger balance or homogeneous pools of 

smaller balance loans and receivables for which it is probable that Amex is unable to collect all amounts due 
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according to the original contractual terms of the customer agreement. Impaired loans and receivables include (i) 

loans over 90 days past due still accruing interest, (ii) nonaccrual loans and (iii) loans and receivables modified as 

troubled debt restructurings (TDRs). 

 

 
 
a) Amex’s policy is generally to accrue interest through the date of write-off (typically 180 days past due). They establish 

reserves for interest that they believe will not be collected. The amounts presented exclude loans classified as a TDR. 

b) Non-accrual loans not in modification programs primarily include certain loans placed with outside collection agencies 

for which Amex has ceased accruing interest. The amounts presented exclude loans classified as TDRs. Accounts classified as a 

TDR include $41 million, $32 million, and $26 million that are over 90 days past due and accruing interest, and $19 million, $11 

million, and $10 million that are non-accruals as of December 31, 2021, 2020 and 2019, respectively.  

c)  In Program TDRs include accounts that are currently enrolled in a modification program. 
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d) Out of Programs include $1,621 million, $316 million, and $188 million of accounts that have successfully completed a 

modification program, and $143 million, $114 million, and $72 million of accounts that were not in compliance with the terms of 

the modification programs as of December 31, 2021, 2020 and 2019, respectively. 

e) Other loans primarily represent consumer and commercial non-card financing products. Balances as of December 31, 

2019, were not significant. 

 

Provision for credit losses 

 
 

# Denotes a variance of 100 percent or more 

(a) Represents the portion of the provisions for credit losses for the period related to increasing or decreasing reserves for 

credit losses as a result of, among other things, changes in volumes, macroeconomic outlook, portfolio composition, and credit 

quality of portfolios. Reserve build represents the amount by which the provision for credit losses exceeds net write-offs, while 

reserve release represents the amount by which net write-offs exceed the provision for credit losses. 

(b)Relates to Other loans of $2.9 billion, $2.9 billion, and $4.8 billion less reserves of $52 million, $238 million, and $152 

million, as of December 31, 2021, 2020, and 2019, respectively. 

(c)Relates to Other receivables included in other assets on the Consolidated Balance Sheets of $2.7 billion, $3.0 billion, and 

$3.1 billion, less reserves of $25 million, $85 million, and $27 million as of December 31, 2021, 2020 and 2019, respectively. 

(d)Results for reporting periods beginning on and after January 1, 2020, are presented using the CECL methodology, while 

information as of and for the year ended December 31, 2019, continues to be reported under the incurred loss methodology then in 

effect.  

 

Before we get started talking about the reserves let’s talk about footnote (d). The CECL methodology, which 

became effective January 1, 2020, requires management to estimate lifetime expected credit losses by 

incorporating historical loss experience, as well as current and future economic conditions over a reasonable and 

supportable period (R&S Period), which is approximately three years beyond the balance sheet date. Management 

will make various judgments combined with historical loss experience to determine a reserve rate that is applied to 

the outstanding loan or receivable balance to produce a reserve for expected credit losses.  

American Express uses a combination of statistically based models that incorporate current and future 

economic conditions throughout the R&S Period. The process of estimating expected credit losses is based on 

several key models: Probability of Default (PD), Exposure at Default (EAD), and future recoveries for each month 
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of the R&S Period. Beyond the R&S Period, we estimate expected credit losses by immediately reverting to long-

term average loss rates. 

•PD models are used to estimate the likelihood an account will be written off. 

•EAD models are used to estimate the balance of an account at the time of write-off. This includes balances 

less expected repayments based on historical payment and revolve behavior, which varies by customer. Due to the 

nature of revolving loan portfolios, the EAD models are complex and involve assumptions regarding the 

relationship between future spending and payment behaviors. 

•Recovery models are used to estimate amounts that are expected to be received from Card Members after 

default occurs, typically as a result of collection efforts. Future recoveries are estimated by taking into 

consideration the time of default, the time elapsed since the default, and macroeconomic conditions. 

Before the CECL methodology, management would only record a loss if it was “probable” that the bank 

already incurred the loss. Now banks must take into account expected future losses even if there is no loss 

currently. What the reader should get from this is that more than likely, banks will report a larger provision for 

credit losses. None of these changes affects a bank's legal rights to collect on its loans, nor do they result in a 

requirement that a bank set aside cash to cover the loss. Moreover, given that the cash flows from the loan are 

unchanged, the reduction in income and capital only changes the timing of when the bank reports the losses on any 

given loan (Federal Reserve of Atlanta). Since banks will build up a higher reserve during good times, they should 

have enough loss-absorbing capacity to lend out during economic downturns. 

 

We can see that during 2020, Amex increased its provision for credit (loan) losses effectively decreasing 

earnings. In 2021, American Express released its credit reserves and deceased loan write offs increasing earnings 

by a sizable amount compared to prior years. “Card Member loans increased 21 percent, which was lower than the 

growth in billed business due to higher paydown rates driven in part by the continued liquidity and financial 

strength of our customer base. Provisions for credit losses decreased and resulted in a net benefit, primarily due to 

a $2.5 billion reserve release in the current year versus a reserve build in the prior year and lower net write-offs in 

the current year. The reserve release in the current year was driven by improved portfolio quality and 

macroeconomic outlook, partially offset by an increase in the outstanding balance of loans and receivables. We do 

not expect to see reserve releases of this magnitude in 2022.” -American Express Corporation (United States 

Security and Exchange Commission). Currently, I cannot estimate what provisions for credit losses will be in the 

future due to the adoption of the CECL methodology, but I’d estimate they would be higher than the 2019 period 

and would be somewhat around the 2020 period but we’ll need more data from future 10-k’s to measure the 

change of accounting principal on the company’s balance sheet and income statement. Also, it would be fair to say 

that 2020 or 2021 isn’t a good base year for credit losses due to the increase in the provision due to the COVID-19 

pandemic as well as the release of some of the reserves in 2021. 

Net income in 2020 was ~$1.5 billion higher than reported and anyone that just checked the yearly net 

income was misled by a fictitious expense. Similarly, people who just looked at the net income for 2021 might 

have been misled by the higher net income due to the release of the provision for credit losses. 
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Long Term Debt 

Long-term debt outstanding, defined as debt with original contractual maturity dates of one year or greater, 

as of December 31 was as follows: 

 

 
(a)The outstanding balances include (i) unamortized discount, (ii) the impact of movements in exchange rates on foreign 

currency denominated debt, and (iii) the impact of fair value hedge accounting on certain fixed-rate notes that have been swapped 

to floating rate through the use of interest rate swaps.  

(b)For floating-rate issuances, the stated interest rate on debt is weighted based on the outstanding principal balances and 

interest rates in effect as of December 31, 2021, and 2020. 

(c)Interest rates with swaps are only presented when swaps are in place to hedge the underlying debt. The interest rates with 

swaps are weighted based on the outstanding principal balances and the interest rates on the floating leg of the swaps in effect as of 

December 31, 2021, and 2020.



 

 

55 

Aggregate annual maturities on long-term debt obligations (based on contractual maturity or anticipated 

redemption dates) as of December 31, 2021, were as follows: 

 
 

American Express’s debt maturities should be covered by its $22 billion in cash and cash equivalents. 

Overall, the debt seems manageable, and the total interest rate on all its debt averages 2.22% which is cheaply 

financed and preferable. American Express may refinance some of their debt by reissuing some of it. Debt went 

down by over $4 billion from 2020 to 2021 which is nice to see. All in all, Amex should easily be able to finance 

the maturities in the table above from its operating cash flows. 

 

Revolving Credit Line 

American Express has 3 major ways they can finance any working capital needs, by being able to sell in the 

market senior debt notes. American Express currently has a revolving line of a $3 billion secured borrowing 

facility, with a maturity date of July 15, 2024, which gives them the right to sell up to $3.0 billion face amount of 

eligible AAA notes from the American Express Issuance Trust II (the Charge Trust). They also maintained a 

revolving, secured borrowing facility, with a maturity date of September 16, 2024, which gives them the right to 

sell up to $2.0 billion face amount of eligible AAA certificates from the American Express Credit Account Master 

Trust (the Lending Trust). Both facilities are used in the ordinary course of business to fund working capital needs, 

as well as to further enhance our contingent funding resources. As of December 31, 2021, $2.0 billion was drawn 

on the Charge Trust facility, which was subsequently repaid on January 18, 2022. No amounts were drawn on the 

Lending Trust facility. This means they can borrow at least 5 billion dollars quickly. 

Also, as an insured depository institution, AENB may borrow from the Federal Reserve Bank of San 

Francisco, subject to the amount of qualifying collateral that it may pledge. The Federal Reserve has indicated that 

both credit and charge card receivables are a form of qualifying collateral for secured borrowings made through 

the discount window. Whether specific assets will be considered qualifying collateral and the amount that may be 

borrowed against the collateral remain at the discretion of the Federal Reserve. American Express had 

approximately $80.8 billion as of December 31, 2021, of U.S. credit card loans and charge card receivables that 

could be sold over time through securitization trusts or pledged in return for secured borrowings to provide further 

liquidity, subject in each case to applicable market conditions and eligibility criteria. 

Lastly, American Express maintained a committed syndicated bank credit facility of $3.5 billion as of 

December 31, 2021, with a maturity date of October 15, 2024, with American Express Company and TRS as co-
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borrowers and co-obligors. The availability of the new credit facility is subject to American maintenance of a 

minimum CET1 risk-based capital ratio of 4.5 percent, with certain restrictions in relation to either accessing the 

facility or distributing capital to common shareholders if the CET1 risk-based capital ratio falls between 4.5 

percent and 6.5 percent. As of December 31, 2021, American Express complied with the covenants contained in 

the new credit facility, and no amounts were drawn on the facility. Amex may, from time to time, use this facility 

in the ordinary course of business to fund working capital needs. Any undrawn portion of this facility could serve 

as a backstop for the amount of commercial paper outstanding. 

I believe that these credit lines that American Express can use are beneficial to the company’s future success 

in the case that they’re ever in a need of some working capital to fund lending operations.  

 

UNSECURED DEBT RATINGS 

 
 

The table above shows American Express’s credit ratings via the 3 major credit ratings. Almost every rating 

is in the A’s which is extremely good. These credit ratings allow American Express to finance debt cheaply and 

quickly compared to other companies with poorer ratings. These ratings carry huge weight with creditors. 

Other Liabilities 

 
 

(a) Includes employee benefit plan obligations and incentive compensation. 

(b) Card Member rebate and reward accruals include payments to third-party reward partners and cash-back rewards. 

(c) Includes repatriation tax liability of $1,012 million as of both December 31, 2021, and 2020, which represents American 

Express’ remaining obligation under the Tax Cuts and Jobs Act enacted on December 22, 2017 (Tax Act) to pay a one-time 

The following is a summary of Other liabilities as of December 31:

(Millions) 2021 2020

Membership Rewards liability $ 11,398 $ 9,750 

Employee-related liabilities (a) 2,528 2,336 

Deferred card and other fees, net 2,516 2,282 

Card Member rebate and reward accruals (b) 1,809 1,367 

Income tax liability (c) 1,576 943 

Other (d) 10,670 10,556 

Total $ 30,497 $ 27,234 
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transition tax on unrepatriated earnings and profits of certain foreign subsidiaries, the net position for current federal, state, and 

non-U.S. income tax liabilities, and deferred tax liabilities for foreign jurisdictions. 

 

Primarily includes book overdraft balances for accounts without an associated overdraft credit facility, 

Travelers Cheques, and other prepaid products, lease liabilities, accruals for general operating expenses, payments 

to co-brand partners, marketing, and business development liabilities, dividends payable, and client incentives.  

 

Membership rewards represent management’s best estimate of the cost of points earned that are expected to 

be redeemed by Card Members in the future. The weighted average cost (WAC) per point and the Ultimate 

Redemption Rate (URR) are key assumptions used to estimate the liability. This is an expense and under accrual 

accounting, it must be matched under the period it’s derived from. In other words, since the rewards points were 

earned in 2021 even if they aren’t used, it’s a deferred expense and represented as a liability under the balance 

sheet. it’s recorded under card member reward expense.  

 

Other liabilities are just expenses that are accrued during the period that will have to be paid out at a later 

date. Since these liabilities are carried over every year and presumably paid in the following year, they already 

affect the net income in a given year.  

 

Other Assets  

 
 
(a) Primarily includes other receivables net of reserves, prepaid assets, net deferred tax assets, tax credit investments, right-

of-use lease assets, and investments in non-consolidated entities. 

 

Other assets include nothing out of the ordinary. Very little goodwill which is good because earnings more 

than likely won’t be affected by intangible asset write-downs. Also, other (a) is pretty vague- $1.124 & 1.147 

billion for years 2021 and 2020 respectively are allocated to tax credit investments with almost all of it in a non-

controlling entity investment. Concerning the rest of Other (a), we can trace it to the cash flow section where 

management says, “In 2020, the net cash provided by operating activities was primarily driven by the cash 

generated from net income for the period, partially offset by lower accounts payable to merchants and purchases of 

loyalty program points from certain of our co-brand partners, which resulted in an increase in Other assets.” In the 

2019 annual report, we can see other (a) is 11.149 billion so the difference is a mere $2 billion but even this number 

we cannot confirm its accuracy. 

The rest is up to the reader to speculate on its nature which is somewhat scary as it’s ~$9-11 billion leftover, 

but from the footnote, it doesn’t seem anything terrible or malicious.

The following is a summary of Other assets as of December 31:

(Millions) 2021 2020

Goodwill $ 3,804 $ 3,852 

Other intangible assets, at amortized cost 201 265 

Other
 (a)

13,239 13,562 

Total $ 17,244 $ 17,679 
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Off balance sheet arrangements: 

“Off-balance sheet (OBS) items are a term for assets or liabilities that do not appear on a company's balance 

sheet. Although not recorded on the balance sheet, they are still assets and liabilities of the company” 

(Investopedia). American Express’s off-balance sheet arrangements are contingencies, commitments, guarantees, 

and significant credit concentrations. 

 

Contingencies 

In the ordinary course of business, it is usual for a business to get sued. American Express has a few 

outstanding legal battles, and it seems that some of them are just getting dragged out so it’s hard to tell when they 

will end and their expected loss. But there are some legal proceedings that it’s probable American Express will 

have to pay for damages. For the disclosed legal proceedings where a loss is reasonably possible in future periods, 

the current estimated range is zero to $170 million in excess of any accruals related to those matters. Some of the 

cases can be awarded more money by the court so this should be taken lightly as this range represents 

management’s estimate based on currently available information and does not represent the maximum loss 

exposure.  

 

Commitments 

Total lease expense includes rent expenses, adjustments for rent concessions, rent escalations, and leasehold 

improvement allowances and is recognized on a straight-line basis over the lease term. Total lease expense for the 

years ended December 31, 2021, 2020, and 2019 was $161 million, $177 million, and $151 million, respectively. 

 

The following represents the maturities of the outstanding lease commitments as of December 31, 2021: 

  
 

Lease liabilities are recognized at the present value of the contractual fixed lease payments, discounted using 

the incremental borrowing rate as of the lease commencement date or upon modification of the lease. For lease 

liabilities outstanding as of December 31, 2021, the weighted average remaining lease term was 18 years and the 

weighted average rate used to discount lease commitments was 3 percent. 

We can see the “Less: Amount representing interest” is how much Amex expects to earn on presumably 

fixed income securities over the time period hence the discount rate of 3%. The discount rate is standard and 

nothing out of the ordinary. And the total expense is just a bundle of leases with remaining terms averaging 18 

years which is good because these leases are fixed payments. 
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Lastly, as of December 31, 2021, “[there were] approximately $2.6 billion in financial commitments 

outstanding related to agreements with certain cobrand partners under which [American Express is] required to 

make a certain level of minimum payments over the life of the agreement, generally ranging from five to ten years. 

Such commitments are designed to be satisfied by the payment [they] make to such co-brand partners primarily 

based on Card Members’ spending and earning rewards on their cobrand cards and as [Amex] acquire[s] new Card 

Members. In the event these payments do not fully satisfy the commitment, [Amex] generally pays the cobrand 

partner up to the amount of the commitment in exchange for an equivalent value of reward points” -American 

Express (Securities Exchange Commission). 

 

Guarantees 

The maximum potential undiscounted future payments and related liability resulting from guarantees and 

indemnifications provided by Amex in the ordinary course of business was $1 billion and $24 million, 

respectively, as of both December 31, 2021, and 2020, all of which were primarily related to real estate and 

business dispositions.  

When selling an asset, American Express will cover special future cost for the buyer in special circumstances 

under a legal agreement. $1 billion is a lot of money even for Amex, but American Express can cover it if needed 

with its cash on hand. Also, this doesn’t mean that it will be paid in the future necessarily so I highly doubt this 

liability will fully be recognized. 

 

Significant Credit Concentrations 

The following table details Card Member loans and receivables exposure (including unused lines of credit 

available to Card Members as part of established lending product agreements) in the United States and outside the 

United States as of December 31: 

 
 
(a) Total unused credit available to Card Members does not represent actual future cash requirements, as a significant portion 

of this unused credit will likely not be drawn. Charge card products generally have no pre-set spending limit, and therefore are not 

reflected in unused credit available to Card Members. 

 

We can see American Express has a large off-balance sheet liability made up of unused lines of credit. I’d 

say these are pretty safe considering the low loan write-off as discussed earlier. Also, as noted in note (a), some of 

Amex’s cards (charge cards) have no spending limit so their off-balance sheet exposure could be exponentially 

more as discussed above. Amex has fractional reserve banking and the Federal Reserve Discount Window to help 

mitigate the exposures of lowering Amex’s Tier-1 Capital requirement below its required percentage. 
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Unfortunately, this can be part of American Express’s downfall, improbable, but it’s a risk an investor must take 

when investing in any bank, as almost every credit-lending company has some sort of risk against borrowers 

borrowing from the company all at once.  

 

 

Variable Interest Entities (VIEs) 

Amex periodically securitizes Card Member loans and receivables arising from card businesses 

through the transfer of those assets to securitization trusts, American Express Credit Account Master 

Trust (the Lending Trust) and American Express Issuance Trust II (the Charge Trust and together with 

the Lending Trust, the Trusts). The Trusts then issue debt securities collateralized by the transferred 

assets to third-party investors. 

The Trusts are considered VIEs as they have insufficient equity at risk to finance their activities, 

which are to issue debt securities that are collateralized by the underlying Card Member loans and 

receivables. Amex performs the servicing and key decision-making for the Trusts and therefore has the 

power to direct the activities that most significantly impact the Trusts’ economic performance, which is 

the collection of the underlying Card Member loans and receivables. In addition, American Express holds 

all of the variable interests in both Trusts, except for the debt securities issued to third-party investors. As 

of December 31, 2021, and 2020, American Express’s ownership of variable interests was $15.0 billion 

and $13.4 billion, respectively, for the Lending Trust and $3.2 billion and $4.3 billion, respectively, for 

the Charge Trust. These variable interests held by Amex provide them with the right to receive benefits 

as well as the obligation to absorb losses, which could be significant to both the Lending Trust and the 

Charge Trust. Based on these considerations, American Express is the primary beneficiary of the Trusts 

and therefore consolidates the Trusts. 

These VIEs, even though they offer collateralized debt securities (similar instrument to the collateralized 

mortgage back securities) should be regarded as somewhat safer than similar debt instruments due to the fact of 

American Express’s low loan and receivable write-off rate. Unlike mortgage back securities, these collateralized 

debt securities won’t be as negatively affected during a sharp increase in the mortgage rates or other rate hikes 

since these loans generally have a high turnover rate. The consolidation and pooling of some of American 

Express’s loans and receivables can help mitigate some future risks. Also, it doesn’t seem like they are being used 

speculatively. Lastly, it’s common practice for banks and bank holding companies to use VIEs to securitize and 

sell some of their loans. 
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Trust Activity 

  
Table 9-1 - American Express Credit Account Master Trust Activities 
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Trust Performance 

 
Table 9-2 - American Express Credit Account Master Trust Delinquencies 

 

 

 
Table 9-3 - American Express Credit Account Master Trust Loss Experience
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First, in table 9-1 we can see the total receivables and principal balance. Receivables include interest hence 

it’s a somewhat greater amount. We can then find the defaulted amount and calculate the annualized default rate. 

Table 9-2 also provides the default rate after recoveries which is what we’ll use in this analysis because if they can 

recover some cash from loans that default, then the loss never actually happened. The default rate is 0.667% which 

is low. This help show that these securitized loans in this VIE does not default often and can be regarded as 

somewhat safe from past performance. Also, the annual yield is 26.6%, which is high but normal. Credit card 

loans have a high-interest rate attached to them, hence this high number. Table 9.3 shows the delinquent trust 

loans. These are overdue but can still be collected until they’re categorized as a loss. The total amount that is over 

30+ days Delinquent is only 0.45% of the total loans. They also represent only 0.11% of accounts. While 

American Express has huge ownership in these VIEs ($18.2 billion), the risk they impose on American Express is 

not higher than the loans American Express currently has. 
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10. Cash Flow Statement 
 

 
(a)Includes net gains on Amex Ventures equity investments, net gains and losses on fair value hedges, and changes in equity 

method investments. 

 

Currently, we can deduce from the cash flow statement that Amex is using a large amount of free cash flow 

in paying off some of its long-term debt. It’s also generating some cash by issuing debt but in general, it pays off 

more than it issues. Also, stock-based compensation expense was $330, $249, & $283 million for years 2021, 

2020, & 2019 respectively. This comes out to be 3.9%, 7.4%, & 4.0% of net income pre-stock-based compensation 

expense for years 2021, 2020, & 2019 respectively. I chose to add stock-based compensation to net income so you 

can see how much managers and directors are taking from shareholders. While I added it back to net income; 

stock-based compensation is a non-cash expense in the form of share dilution. We can jump to the income 

statement and calculate the expense per share which comes out to be ~ 41 cents, ~ 31 cents, and ~ 34 cents per 

share outstanding for the years 2021, 2020, and 2019 respectively. Their stock-based compensation expense 

doesn’t seem excessive, and we’ll compare it to some of their competitors in a later section 

Also, since Amex is a bank, we see that its investing activities fluctuate with loans and receivables made and 

its financing activities fluctuate due to changes in consumer deposits. This is in my opinion the hardest reason to 

value a bank. Their cash flows can be inconsistent and if their balance sheet isn’t strong enough it could end 

horribly for shareholders. As seen in the previous section on the balance sheet, I believe Amex has a very strong 

working capital base and their loan schedule seems very manageable. If American Express can grow its billed 

business and loan portfolio, its cash flow from operations will continue to increase dramatically & a similar 

increase in cash from investing activities. Hence, we can see that as cardmember loans and receivables increase, 

the subsequent cash used in investing activities also increases. A decrease in card member loans returns cash to 

American Express which increases its working capital and an increase in loans American Express gives out 

decreases its working capital balance. So healthy manageable growth is especially important for a company like 

American Express. 

American Express’s cash flow from operations is directly tied to its billed business. This is why in 2020 we 

see a sharp decline in cash flow from operations. Also, in 2020 American Express prepaid for loyalty program 

points but the amount is unclear. As discussed earlier in the balance sheet section, we can speculate that this 

expense was ~$2 billion and if the prepaid expense is recorded on the cash flow statement as other assets this 

comes out to be a decrease of 1.785 billion on the operating cash flow which should be added back to that year’s 

income because the expense wasn’t used in that year. Hence, it’s recorded as an asset on the balance sheet as it’ll 

generate a future economic benefit for the company. 

We also see in the investing section a purchase of $20 billion and $7 billion for the years 2020 and 2019 

respectively with maturities the following year. These are Treasury Obligations and are low risk hence it’s 

included in working capital as they have maturities of less than a year. 

American Express returned to shareholders $9.1, $2.5, & $6.1 Billion in the form of dividends and share 

repurchases for the years 2021, 2020, & 2019 receptively. We mainly see that their shareholder return program 

consists of $1.4 billion in dividends every year with the rest composed of share repurchases which increase 

shareholders' stake in the company. We’ll see if management was able to buy shares back under intrinsic value 

when we discount the free cash flow and assign an intrinsic value for the company. (Total dollar amount spent on 

share repurchases 13.058 billion in share repurchases (2019-21)) 

All in all, American Express’s cash flow statement looks healthy 
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Free Cash Flow 

Free cash flow measures the amount of cash left over from a period of time after all operational and working 

capital payments are made. This is in my opinion the most important financial metric. A company with negative or 

low free cash flow will be unable to meet financial obligations. Hence, a company must continue to be able to 

consistently generate excess cash from operations which can then be used to pay off debt, repurchase shares, pay 

dividends, or reinvest into the business. Free cash flow will be the metric we use to value American Express 

because, as I discussed above, it is the fundamental and arguably sole method of shareholder return (besides selling 

assets). 
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We can see that American Express’s free cash flow fluctuates widely but it has never been negative in the 

15-year interval from which I have chosen to pull the data. The unpredictability is partly because it is a bank and 

the cash flow coming in and going out over a year’s time frame can vary with the total number of loans and 

receivables throughout the year and other operating cash flow irregularities. This unpredictability makes it 

somewhat harder to value a bank as the inputs into the discount cash flow model can significantly vary a 

company’s intrinsic value range. We can see that over long intervals it has been increasing. I used a linear 

regression line to make a line of best fit for the data points to further study the relationship in a given year on how 

the numbers vary when being compared to the estimated value of the linear regression model using past data 

points. The Charted Financial Analysis (CFA) tests quantitative methods (statistical models and data), but I try to 

keep statistical models to a minimum as the data only show us a pattern of past circumstances, and in any given 

time past financials don’t mean future financial success (as discussed in Security Analysis 2nd Edition by Benjamin 

Graham). Over these past 5 years Amex’s free cash flow has had 3 great years, (2017, 2019, 2021), 1 mediocre 

year (2018), and a terrible year (2020). When measuring the statistic over the period (2006-2021), we can see that 

2020 was the worse year when compared to the other ones. On a positive note, Amex still managed to produce 

positive free cash flow even during the coronavirus outbreak and the lockdowns that followed, both of which 

seriously impacted the business. This not only shows the resilience of the company during a hard time but further 

shows how well the company can manage unpredictable events by still producing positive free cash flow. When 

we discount the free cash flow, I’ll modify 2020’s free cash flow partly to reduce the impact of the one-time event 

on our intrinsic value calculation which will be discussed in the future section. 
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11. Statement of Shareholders’ Equity 

 
(a)Represents $1,170 million, net of tax of $288 million, related to the impact as of January 1, 2020, of adopting the current 

expected credit loss (CECL) methodology for the recognition of credit losses on certain financial instruments. 
 

We can see in the statement of equity that a majority of Amex’s shareholder return program is done through 

repurchasing shares. :During the year ended December 31, 2021, [Amex] returned $9.0 billion to shareholders in 

the form of common stock dividends of $1.4 billion and share repurchases of $7.6 billion. [Amex] repurchased 46 

million common shares at an average price of $165.40 in 2021. These dividend and share repurchase amounts 

collectively represent approximately 109 percent of total capital generated during the year.” (United States 

Security and Exchange Commission) It looks like Amex likes to keep $13 billion of retained earnings. This could 

be due to regulatory requirements for Equity. Also, we can see Amex keeps ~22 billion in shareholders' equity, 

this is also probably due to the fact of making sure they keep regulatory requirements.  

Lastly, American Express increased the regular quarterly dividend on the common shares outstanding by 

approximately 20 percent, from 43 cents to 52 cents per share in the first quarter of 2022.  This will yield $2.08 

https://ycharts.com/indicators/5_year_treasury_rate_h15
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per share during the year (if the dividend continues quarterly – which is probable as Amex has paid dividends 

quarterly since 1989!). 

Common Shares 

The following table shows authorized shares and provides a reconciliation of common shares issued and 

outstanding for the years ended December 31 

 
(a)Of the common shares authorized but unissued as of December 31, 2021, approximately 21 million shares are reserved for 

issuance under employee stock and employee benefit plans. 

 

On September 23, 2019, the Board of Directors authorized the repurchase of up to 120 million common 

shares from time to time. This authorization replaced the prior repurchase authorization and does not have an 

expiration date. In 2021, 2020, and 2019, American Express repurchased 46 million common shares with a cost 

basis of $7.6 billion, 7 million common shares with a cost basis of $0.9 billion, and 40 million common shares 

with a cost basis of $4.6 billion, respectively. The cost basis includes commissions paid of $5.6 million, $1.0 

million, and $6.2 million in 2021, 2020, and 2019, respectively. As of December 31, 2021, approximately 56 

million common shares were remaining under the Board share repurchase authorization. 

Common shares are generally retired upon repurchase (except for 2.5 million shares held as treasury shares 

as of both December 31, 2021, and 2020 and 2.6 million shares held as treasury shares as of December 31, 2019); 

retired common shares and treasury shares are excluded from the shares outstanding in the table above. The 

treasury shares, with a cost basis of $271 million, $279 million, and $292 million as of December 31, 2021, 2020, 

and 2019, respectively, are included as a reduction of additional paid-in capital in the Shareholders’ equity on the 

Consolidated Balance Sheets. 
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Preferred Shares 

The Board of Directors has authorized the issuance of up to 20 million preferred shares at a par value of 

$1.662/3 without further shareholder approval. The following perpetual Fixed Rate Reset Noncumulative Preferred 

Share series issued and outstanding as of December 31, 2021, is detailed below: 

 

 
(a)Carrying value, presented in the Statements of Shareholders' Equity, represents the issuance proceeds, net of underwriting 

fees, and offering costs. 

 

In the event of the voluntary or involuntary liquidation, dissolution, or winding up of the Company, the 

preferred shares then outstanding takes precedence over the common shares for the payment of dividends and the 

distribution of assets out of funds legally available for distribution to shareholders. American Express may redeem 

the outstanding series of preferred shares at $1 million per preferred share (equivalent to $1,000 per depositary 

share) plus any declared but unpaid dividends in whole or in part, from time to time, on any dividend payment date 

on or after the earliest redemption date, or in whole, but not in part, within 90 days of certain bank regulatory 

changes. 

The difference between the redemption value and carrying value of the redeemed Series C and Series B 

preferred shares resulted in a $16 million reduction in net income available to common shareholders. 

There were no warrants issued and outstanding as of December 31, 2021, 2020, and 2019. This is good 

because warrants allow people to buy shares of stock at a specific price.  If the warrant price is below the share 

price, an arbitrage opportunity is given to the holder which guarantees the warrant to be used which dilutes 

shareholders’ ownerships by however many shares the warrant is good for. 

The earliest redemption date is a little over 4 years as of the time of writing. The preferred stock is unique 

because of its reset feature. This means that if the Company doesn’t retire the shares during September 15, 2026, it 

will be forced to pay the 5-year Treasury rate + 2.854% afterward. The 5-year Treasury rate as of 6/13/2022 is 

3.457%. This means that the yield will be 6.041% if the rate remains the same which is very improbable. The 

annual payout of this would be ~$102 million. I’m skeptical about some of the terms because it seems too 

preferable to debtors. The last dividend that would be payable by the earliest redemption will be this new dividend. 

As the dividend will change on September 15, 2026, and even if the company will buy back the preferred shares 

on the earliest redemption date, the company must pay any declared but unpaid dividends in whole or in part, from 
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time to time, on any dividend payment date on or after the earliest redemption date, or in whole, but not in part, 

within 90 days of certain bank regulatory changes. This means the company will eventually be forced to pay this 

new rate at least once. It is very probable that if the company has enough cash on hand to redeem the preferred 

shares on the earliest redemption date it will redeem the shares to reduce the future payout as it’s quite high for a 

company with such good credit ratings. Also, the 5-year Treasury rate in September 2022 will more than likely be 

higher than the time of writing. With year-over-year inflation at 8.6%, the Federal Reserve has announced they 

will be increasing the discount rate by at least 25 basis points next quarter. The discount rate will probably jump 

75 basis points in the next Fed meeting, and it will more than likely increase in the meetings that follow to curb 

inflation. While the 5-year Treasury rate isn’t the discount rate, The Treasury usually closely follows the discount 

rate. Historically the spread between the discount rate and inflation is narrow. I’m not going to speculate what the 

future rate & inflation will be as no one including myself can predict the future of the economy.  

The preferred shares were issued to finance a portion of the Tier 1 capital requirements in excess of the 

common equity requirements. On August 3, 2021, Amex issued $1.6 billion of 3.550% Fixed Rate Reset 

Noncumulative Preferred Shares, Series D. With the proceeds from that issuance, Amex redeemed in full the $850 

million of 4.900% Fixed Rate/Floating Rate Noncumulative Preferred Shares, Series C on September 15, 2021, 

and the $750 million of 5.200% Fixed Rate/Floating Rate Noncumulative Preferred Shares, Series B on November 

15, 2021. The difference between the redemption value and carrying value of the redeemed Series C and Series B 

preferred shares resulted in a $16 million reduction in net income available to common shareholders.  

This is advantageous to common shareholders as it provides a bigger margin of safety for the reserve 

requirement. A wider spread between the CET1 and the required ratio will allow the company in the future to 

continue its shareholder return program of dividends and share repurchases. 
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12. Competitors 
The following chart compares American Express’s network with network competitors for the calendar year 

2020(1): 

 
 

(1) Mastercard, American Express, JCB, and Diners Club / Discover data sourced from The Nelson Report issue 1199 (June 

2021). Mastercard excludes Maestro and Cirrus figures. American Express, Diners Club / Discover, and JCB include business from 

third-party issuers. JCB figures include other payment-related products, and some figures are estimates. 

 

First, let’s discuss the limitations of this chart. Visa and Mastercard don’t loan out any money (while they 

partner with banks that loan out money, the companies aren’t involved). They are solely a payment processing 

network. This chart doesn’t show Visa’s and Mastercard’s assets & liabilities, which are a lot lower when 

compared to American Express (2). Also, the cards used for American Express on this chart include cards added 

under the same account hence the higher number and not the smaller number used in the operations segment which 

was used in the prior segment. It also doesn’t break it down by geographic operations. JCB is mainly in Asia (6), so 

they aren’t a threat to American Express’s North American Business. Diners Club trails American Express in 

every country & category by a large margin so their threat to American Express is minimal (7). Lastly, the data for 

this chart is for the year 2020 and was published in Visa’s annual report for the fiscal year 2021 so the data isn’t 

updated by a single but important year. 

Figure 12-5 shows American Express’s, Visa’s, and Mastercard’s annual stock-based compensation expense. 

American Express has decreased this expense since 2014, unlike their competitors. Until recently, Mastercard has 

had a very small stock-based compensation expense. Most of their executive compensation expenses were paid in 

cash and didn’t dilute shareholders. American Express's expense is in between these two companies therefore we 

can deduct that the expense isn’t outrageous when compared to all three companies’ free cash flow. 

I’m not going to divulge into Amex’s competitors when it comes to loans, but some examples would be 

Wells Fargo, JP Morgan Chase, etc. These large banks push down the interest charged on loans and increase the 

benefits on their cards to compete with each other which reduces net income. But American Express’s consumer 

loan portfolio beats these banks when it comes to safety due to their target demographics (American Express 

targets higher wealth consumers and businesses) hence American Express can afford to charge lower interest as 

there is reduced risk. This in turn forces the other banks to play catch up and lower interest charges and not vice 

versa. Also, American Express charges more fees per card and their charge cards force customers to pay off their 

monthly balances in full every month which allows American Express to give more reward points on their card 

spending which further increases their competitive advantage. 

Now, Visa and Mastercard are American Express’s biggest competitors in terms of payment processing. 

These companies make a large amount of payment processing in prepaid gift cards which increases their payment 

volume significantly and they also have a very large profit margin (3) as they don’t have the cost associated with the 

loans and receivables business segment. Since they don’t have a loans and receivables business segment, their free 
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cash flow fluctuates a lot less compared to American Express and other banks (4). You can see the average card 

member spending and its average dollar amount per transaction of American Express significantly trumps its 

rivals. I would love to have the data of the median card member spending and median amount per transaction as it 

would be less impacted by outliers, but unfortunately, the data is unavailable from the 10-ks. 

 

To supplement the outdated data for the chart, here’s the following data for Visa, Mastercard, & American 

Express for the fiscal year 2021. 

• American Express’s total payments volume was $1.3 trillion with 121.7 million cards in force. 

• Visa’s total payments and cash volume was $13 trillion, and there were 3.7 billion cards/accounts that was 

available to be used. 

• Mastercard’s total payments and cash volume was $7.7 trillion and there were 2.6 billion cards in force. 

 

We can see American Express dwarfs Visa and Mastercard in payment volume and cards in force by a large 

amount but we can see that in 2021, Amex’s average spending per cards in force was greater than its competitors 

by a sizable margin. If Amex can continue this trend, each card member they acquire and retain to their network 

will allow for greater growth in their billed business. Their margin should also grow during the scenario of an 

increased number of new card members as their annual fees per card have little to no expenses (besides rewards) 

and is like a subscription model. Unlike subscriptions which get canceled very frequently, closing a credit account 

lowers one’s credit score which deters this activity as it increases the rates borrowers (consumers) are charged on 

loans. This results in a lower cancelation of cards/accounts which makes this cash flow/income coming into the 

business stable. 

Lastly, we should compare a valuation metric of the companies in order to estimate which company's price is 

the most attractive. For this, I’ve chosen price to free cash flow. To simplify we can divide the market cap by its 

current (I prefer 5–7-year average) free cash flow and then divide 1 by that number to find what our return would 

be based on that metric. I’ve seen some analysts use sales or EBITDA (Adjusted EBITDA is even worse and 

should be completely disregarded if seen) but the two best metrics to use for valuation happen to be either net 

income (Earnings Per Share) or free cash flow (Free Cash Flow Per Share). I prefer the free cash flow metric 

because it’s less impacted by managerial adjustments and special charges. 

We can see that Visa’s and Mastercard's price to free cash flow is always above 20+ during the time frame 

and has sometimes gone above 40 and even 60 times. Currently, Visa’s price to free cash flow is ~29x which we 

can further find the annual yield by using 1 divided by 29 (1/29) to get an implied yield of ~3.4% a year if the free 

cash flow remains the same under the current price. Mastercard’s price to free cash flow is ~36x which gets us an 

implied yield of 2.8% (1/36) a year if the cash flow remains the same under the current price. American Express's 

price to free cash flow is ~9x which would give us an implied yield of 11.1% (1/9) a year if the cash flow remains 

the same under the current price (5). It should be noted that this metric should be just used for a quick glance at the 

current valuation and doesn’t take into effect growth. We’ll further our valuation model of American Express 

when we discount the cash flow. 
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Figure 12-1: American Express & Competitors Assets (2) 

 

 
Figure 12-2: American Express & Competitors' Profit Margin (3) 
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Figure 12-3: American Express & Competitors' Free Cash Flow (4) 

 
Figure 12-4: American Express & Competitors' Price to Free Cash Flow (5) 
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Figure 12-5: Amex and Competitors' Stock-Based Compensation Expense 
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Apple 

I’ve included Apple as a competitor (not in their annual report section for competition) because their new 

apple credit card is being introduced globally. In turn, Apple will start giving loans on its credit cards similar to 

American Express. Apple said they would fund these loans with their cash on hand. As of the fiscal year 2021, 

Apple has $62.64 billion in cash and short-term investments which contains $34.94 billion in cash & cash 

equivalents alone! This should be compared to American Express’s cash and cash equivalents of $22.0 billion for 

the fiscal year 2021. It should be noted that American Express is a bank, so their cash & cash equivalents change 

rapidly ($33.0 billion in 2020) while Apple hasn’t experienced being in the lending business so far so their cash on 

hand hasn’t changed rapidly in the past. Also, unless Apple creates a separate entity that happens to be a bank 

holding company or depository institution for their card business, it’s highly unlikely that they will switch their 

corporate structure in the next couple of years to a bank holding company as their business model doesn’t pertain 

to lending (yet). This will not allow them to use the Federal Reserve’s discount window which will stunt the 

growth of the new business segment because the will have to be more restrictive on the amounts they loan. I’m not 

going to speculate where this division of Apple will end up in the future because Apple’s sheer size, cult-like 

following, and huge product mix will almost guarantee the future success of this business segment and it should be 

watched in the upcoming years for its effects on American Express business. It would be pretty cool to observe (as 

an investor and consumer) both companies in the future partnering up on their card units and it would be probable 

that it would be mutually beneficial for both companies, but only time will tell how these two corporations will 

work around each other in the future. 
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13.  Q1 2022 Results 
The table(s) below shows the most important aspects of the quarter. Also not included, Amex bought short-

term investment securities ($3 billion of U.S. Treasury obligations) and refinanced $6 billion of debt in this 

quarter. 

 
Table 13–1 

The table below sets forth the information concerning purchases of common stock made by or on behalf of 

Amex during the three months ended March 31, 2022. 

 
Table 13–2 

a) On September 23, 2019, the Board of Directors authorized the repurchase of up to 120 million common shares from time 

to time, subject to market conditions and in accordance with the capital plans. This authorization replaced the prior repurchase 

authorization and does not have an expiration date.  

(b)Includes: (i) shares surrendered by holders of employee stock options who exercised options (granted under incentive 

compensation plans) in satisfaction of the exercise price and/or tax withholding obligation of such holders and (ii) restricted 

shares withheld (under the terms of grants under incentive compensation plans) to offset tax withholding obligations that occur 

upon vesting and release of restricted shares.
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(c)Share purchases under publicly announced programs are made under open market purchases, 10b5-1 plans, privately 

negotiated transactions (including employee benefit plans), or other purchases, including block trades, accelerated share 

repurchase programs, or any combination of such methods as market conditions warrant and at prices deemed appropriate.  

 

In table 13-1 we see that American Express made a 32% increase in net income adjusted for the provision 

for credit loss release. The adjustment was made to compare the two quarters evenly because Q1 2021 had a 

higher net income simply due to its credit reserve release which only happened because of the markup of the 

reserve during 2020. This isn’t true income and should be adjusted accordingly. Also, we see an increase in 

customer deposits by $6.5 billion, or an increase of 8%. Overall Q1 2022 was a very strong quarter for Amex, 

and we can infer that their corporate goal of servicing wealthy individuals and businesses is working. 

Table 13-2 includes the share repurchase orders that were executed in the quarter. There were 8 million 

shares repurchased with an aggregate value of 1.4 billion dollars. The average price paid per share was ~$15 

higher when compared to the average price paid per share during 2021. From June 8-24 the price of the common 

stock dropped $20 per share to $145/share from $165/share. We should see in Q2 that American Express 

repurchases more shares as the price is more attractive when compared to $180. If the managers liked it at $180- 

then they should love it at $145. 
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14. Management Discussion 
Below is a table of management’s expectations of revenue and earnings growth, 

 

 

When talking about card member growth on the earnings call, it was said that “This quarter, [Amex] acquired 

3 million new cards with acquisitions of US consumer and US business Platinum Card members reaching a record 

high, as noted earlier, demonstrating great demand for our products, especially our premium fee-based products.”. 

This tremendous growth in card members will drive future revenue and earnings growth if maintained properly. 

Above is a figure that describes the growth plan of American Express. Their guidance for 2022 shows tremendous 

revenue growth, especially for the size of the company which can be seen in the revenue for Q1. Free cash flow is 

the most important financial aspect, and I didn’t see them talking about that during the MD&A of the earning call 

which is upsetting. Their expenses move in proportion to their revenue which can be seen in an increase in 

expenses during Q1. It doesn’t matter if their revenue grows at 15-20% if expense growth matches it. Luckily, I do 

think that American Express will have an opportunity to be able to grow their earnings over time at a growth rate 

of ~6-10% for 2-3 years at least partly due to their high-profit margins. Card member fees are almost entirely 

income with very little fee expense relating to this revenue. As long as they don’t start loaning out to people and 

businesses with lower incomes and poor credit then their growth should be advantageous. Also, being able to bring 

down the card member rewards cost by a few hundred basis points will increase their earnings and margins 

tremendously.  

In the upcoming years, I think it will be important to watch the card member loan and receivable write-off 

rate as a % of total loans & receivables and make sure it doesn’t increase rapidly. As long as the growth is well 

maintained it will be beneficial in the future when Amex focuses on cutting costs. 

https://seekingalpha.com/article/4502964-american-express-company-axp-ceo-steve-squeri-on-q1-2022-results-earnings-call-transcript,%20https:/seekingalpha.com/article/4502964-american-express-company-axp-ceo-steve-squeri-on-q1-2022-results-earnings-call-transcript
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https://seekingalpha.com/article/4502964-american-express-company-axp-ceo-steve-squeri-on-q1-2022-results-earnings-call-transcript,%20https:/seekingalpha.com/article/4502964-american-express-company-axp-ceo-steve-squeri-on-q1-2022-results-earnings-call-transcript
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15. Proxy Statement 

 
Table 15–1 - Executive Compensation 

Figure 15.1 shows the executive compensation for the 5 highest-paid employees of American Express 

Corporation. We can see that all the compensation packages are designed to follow Section 162 (m) of the Internal 

Revenue Code. Section 162 (m) makes corporations capable of only being able to deduct $1 million in 

compensation from each covered employee in taxes unless the compensation plan is performance base. 

Performance-based bonuses include cash bonuses, stock options, stock grants, etc. as long as they’re tied to a 

performance measure(s). American Express’s bonuses are all tied to different performance measures which help 

align managers with shareholder interest. While the amounts may seem excessive, for a corporation the size of 

American Express, the total compensation amounts are pretty small. Compensation plans are chosen by directors 

on the compensation committee, which uses company peer groups to make compensation outlines for the 



 

Securities Exchange Commission. American Express’s 2022 Proxy Statement (DEF 14A). 

https://www.sec.gov/Archives/edgar/data/4962/000119312522079264/d235027ddef14a.htm#toc235027_1ab. Accessed 25 June 

2022. 
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company. I will not judge the compensation too much, but we should note that the compensation isn’t too high nor 

too low. 

 
Table 15–2 - Shareholders of Record 

Table 15.2 shows the main shareholders of record. We can see Berkshire Hathaway has a huge stake in the 

company amounting to 20% of the shares outstanding. Following Berkshire is Vanguard and BlackRock which are 

the two biggest asset managing companies in the world.  The asset managers usually are allowed to vote for their 

clients if given permission or their clients can vote for their shares. Often the asset managers just vote with 

manager recommendations unless a business is severely underperforming. Berkshire is known to let managers do 

what they think best is for the business and tend to steer away from dictating the company's internal decisions. 

Since the shareholders of record are very large asset managers or holding companies, it’s hard to say anything 

negative about the major shareholders simply because all the parties involved tend to be neutral.  

https://www.sec.gov/Archives/edgar/data/4962/000119312522079264/d235027ddef14a.htm#toc235027_1ab
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16. Intrinsic Value / Conclusion 

 
Table 16-1 - Intrinsic Value using DCF 

 

To find the intrinsic value of the company I decided to use a Discount Cash Flow Model. The growth rate is 

2% because Amex might be able to achieve growth of 6-10% in each of the next 2-3 years. I’ve yet to see their 

free cash flow grow at this rate in the past. It’s always better to use assumptions that will underestimate the growth 

rate than overestimating it because if you’re wrong when you underestimate the growth, then your company will 

be worth more than expected hence you’ll make more money. But if you overestimate the growth % and are wrong 

then you overvalued the company and could take massive losses because you might’ve overpaid for the company 

and not have given yourself a large enough margin of safety. I can’t forecast the growth in the future because their 

size limits their growth potential. I do believe they’ll achieve some mild free cash flow growth, but I think it will 

be a misleading calculation over 5% in the long term and anything over 10% is outrageous. 

The assumptions for my discounted cash flow model use the risk-free rate of return of the 10-Year Treasury 

Rate as my discount rate and as stated earlier a growth rate of 2%. Historically the growth rate is usually around 3-

4% for Amex when looking at the total 5-year change total divided by 5 (this approximates the average yearly 

change). With a price per share trading at $144.33 as of Jun 27, 2022, we can see it’s trading below its intrinsic 

value. When the managers were buying back shares in the $180 range, it seems that they were overpaying a bit as 

that’s only ~ a 3.13% rate of return under the assumptions I’ve chosen. But during 2021, American Express cost 

averaged down and repurchased 46 million common shares at an average price of $165.40. 

 If you want a higher return, you increase your discount rate to said return which will lower the intrinsic 

value per share but it’s better to just use the risk-free rate of return to gauge different investment securities. The 

margin of safety or the difference between the intrinsic value and American Express’s current market value is 33% 

which is decent. I prefer a margin of safety that’s >50% hence I cannot justify buying American Express at this 

market cap. If American Express drops in the $90 billion market cap range, it will be worth looking at acquiring a 

stake in the company if you believe the assumptions of the discounted cash flow model will hold. 

 

Free Cash Flow (Billions)

2021 2020 2019 2018 2017

$13.1  $   7.00 12.00$  7.62$    12.48$  

5 Year Adjusted Average (Base) $10.44

*2020 was $4.1 Billion originally*

Base FCF 10,440,000,000

Growth Rate 2%

Discount Rate (10-Year Treasury Rate as of 6/27/2022) 3.13%

Years Discounted 15

Average Shares Outstanding Q1 2022 758,000,000

Price Per Share on NYSE (6/27/2022) 144.33$                  

Market Value 109,402,140,000$  

DCF or Intrinsic Value 143,550,564,206$  

Intrinsic Value / Share 189$                       

Margin of Safety 31%
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In conclusion, American Express is a very good company and will be around for many years in my opinion. 

Its balance sheet and continuous free cash flow over the years show how resilient the company has been and its 

recent quarters show how well the company has set itself up for future growth and expansion. American Express 

has taken a different route when compared to its payment processor competitors as well as other banks and their 

credit cards and has come out as one of the best financial institutions in the world. Also, American Express’s 

corporate goal of growing its premium fee-based products (cards) & its shareholder return plan of share 

repurchases and quarterly dividends will allow for a decent shareholder return in the future for current 

stockholders. I believe the company will be attractive to me if its market cap gets into the low-mid $90 billion 

range. Even then, I still believe there are better investment opportunities out there that can return over 25-30% on 

average on invested capital over the years at the company’s current market price (I’m referring to small-cap 

companies because asset managers and big investment companies need to invest just a much greater sum of 

money. Hence, they get overlooked and have depressed market prices. Some solid companies in this market are 

trading near 1-3 times their 5-year average free cash flow; compared to American Express’s 10x multiple.). I don’t 

think investors should be shunned if they buy American Express even near the intrinsic value range because 

finding some of the companies in which I’m referring to requires a lot of work/time as well as general knowledge 

of businesses. American Express is a very solid company and is regarded as a pretty safe bet if you want to own a 

company that produces some sort of free cash flow while not having to worry about the company going bankrupt 

over the next 10-15 years. It’s improbable that American Express will go bankrupt in the future, but unforeseen 

events can change my assumptions hence there’s still theoretically a possibility. 

 

Thank you for your time in reading my investment thesis and analysis and if you have any questions or 

feedback, you can reach me at nickwhitener@yahoo.com. 

mailto:nickwhitener@yahoo.com
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