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COMPANY OVERVIEW


American Express Company (Amex or 'the company') is a leading global provider of travel related
services, payment services, financial advisory services and banking services. Amex operates in
North America, Europe and Asia Pacific region and its products are offered in more than 140 countries.
It is headquartered in New York, US and employed 53,500 people as on December 31, 2014.


The company recorded revenues of $34,292 million during the financial year ended December 2014
(FY2014), an increase of 4.0% over FY2013.The operating profit of the company was $8,991 million
in FY2014, an increase of 14% over FY2013.The net profit was $5,885 million in FY2014, an increase
of 9.8% over FY2013.


KEY FACTS


American Express CompanyHead Office
200 Vesey Street
New York
New York 10285
USA


1 212 640 5574Phone


1 212 640 0404Fax


http://www.americanexpress.com/Web Address


34,292.0Revenue / turnover
(USD Mn)


DecemberFinancial Year End


53,500Employees


AXPNew York Ticker
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SWOT ANALYSIS


American Express Company (Amex or 'the company') is a leading global provider of travel related
services, payment services, financial advisory services and banking services. The company's
spend-centric credit cards business is its key strength. This business model is further strengthened
by the company's global presence and strong brand image. However, the dynamic regulatory
landscape that the company is currently encountering could increase compliance costs for Amex.


WeaknessesStrengths


Lack of point-of-sale debit card servicesSpend-centric model in credit cards
business Weak profit management
Ability to forge partnerships across the world
Diversified revenue streams


ThreatsOpportunities


Increasing penetration of alternative
payment platforms


Growing e-commerce sales
Huge opportunity in global small business
spending Competitors' converging business practices


Dodd-Frank regulation
Increasing regulatory fees and compliance
spending


Strengths


Spend-centric model in credit cards business


Amex's 'spend-centric' business model (in which the company focuses primarily on generating
revenues by driving spending on its cards and secondarily by finance charges and fees) has significant
competitive advantages. Card issuers generate the majority of their income through some combination
of customer spending (which generates payments from merchants for card transactions), lending
(which generates finance charges on revolving credit balances) and customer fees. Amex has
strength in all three revenue streams, and has a competitive edge in spending. On average, US
card-members spend about four times as much on their Amex Cards as they do on other cards. For
merchants, Amex card-members' higher spending represents greater value to them in the form of
higher sales and loyal customers, which gives the company the ability to earn a premium discount
rate. As a result, Amex can generate higher revenues from spending and has the flexibility to offer
more attractive rewards and other incentives to keep customers spending more on their cards. This,
in turn, drives more business to merchants that accept Amex cards. This business model gives the
company a competitive advantage that the company can leverage to provide more value to its
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card-members, merchants and card-issuing partners. Since Amex follows a spend-centric model,
higher customer spend, premium discount rate charged by the company and higher level of card
fees give it an overall revenue advantage. Though the company's spread revenues and back end
fees are clearly not as high as its competitors, nevertheless, its funding costs are also proportionately
lower given the higher velocity-or spend per dollar of its receivables. As a result, Amex's overall
profit per account is greater than its lend-based peers.


Ability to forge partnerships across the world


The company has demonstrated its ability to forge partnerships with other influential financial services
providers, retailers, and technology providers. For instance, Amex signed an agreement with an
investor group led by Certares to create a joint venture for its global business travel division, in March
2014. The company expanded multi-year agreement with Universal Studios that brings the strength
of Universal's theme parks and filmed entertainment together with the brand of American Express,
in the same month.The agreement also enables Amex to acquire new card members directly through
Universal theme parks and web sites. Furthermore, China Minsheng Bank (CMBC), a commercial
bank in China, and Amex jointly launched the CMBC American Express Multi Currency Platinum
Credit Card, in April 2014. This is the second product that has been launched by CMBC following
the rollout of the CMBC Platinum Shangri-La American Express Card in 2012.


The company's ability to forge strong global partnerships with influential financial services providers,
retailers, and technology providers enables it to expand its customer base, and continue product
innovation. These in turn help the company sustain profitable growth.


Diversified revenue streams


The company's revenue streams are diversified by product and geographic markets. For instance,
in FY2014, Amex generated revenues through four reportable business segments: US card services
(52.2% of total revenues in FY2014), global network and merchant services (16.8%), international
card services (16%), and global commercial services (14.4%). Additionally, the company generated
0.6% of total revenues from corporate and other activities. Similarly, it generated revenue through
four geographic markets: the US, the company's largest geographic market, accounted for 72.2%
of the revenues; followed by EMEA (Europe, the Middle East and Africa) (10.9%), JAPA (Japan,
Asia/Pacific and Australia) (8.5%); and LACC (Latin America, Canada and Caribbean) (8.4%).
Diversified revenue streams are providing the company with better revenue visibility.


Weaknesses


Lack of point-of-sale debit card services


Most financial institutions that offer demand deposit accounts also issue debit cards to permit
depositors to access their funds. Use of debit cards for point-of-sale purchases has grown as most
financial institutions have replaced ATM cards with general purpose debit cards bearing on either
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the VISA or MasterCard networks. As a result, the volume of transactions made with debit cards in
the US, as well as globally, continued to increase significantly. Unlike VISA and MasterCard, Amex
does not issue point-of-sale debit cards on the Amex merchant network. With debit cards becoming
increasingly popular, this puts Amex at a disadvantage against VISA and MasterCard, its most
significant competitors.


Weak profit management


Amex's profitability is low when compared to its peers such as MasterCard. For instance, in FY2014,
MasterCard's revenue per employee ($919,708.7) and net profit per employee ($351,165) were
higher than Amex's revenue per employee ($640,671.9) and net profit per employee ($110,000).
Amex's lower profitability is attributable to higher employee base. For instance, in FY2014, Amex
employed 53,500, compared to 10,300 employees at MasterCard. Weak profit management is
leading to lower profitability at Amex.


Opportunities


Growing e-commerce sales


With an increase in interactive methods and limitless content, retail e-commerce is growing at a
faster rate globally. According to the US Census Bureau, the estimate of US retail e-commerce sales
for the first quarter of 2015, adjusted for seasonal variation, but not for price changes, was $80.3
billion, an increase of 3.5% from the fourth quarter of 2014. Total retail sales for the first quarter of
2015 were estimated at $1,151.2 billion. The first quarter 2015 e-commerce estimate increased
14.5% from the first quarter of 2014 while total retail sales increased 1.6% in the same period. The
e-commerce sales in the first quarter of 2015 accounted for 7% of total sales.


According to industry experts, e-commerce is the fastest growing retail market in Europe. Sales in
the UK, Germany, France, Sweden, The Netherlands, Italy, Poland and Spain are expected to grow
from £132.05 billion ($217.5 billion) in 2014 to £156.67 billion ($258.1 billion) in 2015 (an increase
of 18.4%), reaching £185.44 billion ($305.5 billion) in 2016. In FY2015, overall online sales are
expected to grow by 18.4% (same as 2014), but 13.8% in the US on a much larger total.


Amex provides a flexible global solution for accepting most major payment types. The company's
American Express Payment Gateway is a global e-commerce solution, which allows merchants to
securely accept and route most major payment type transactions from their website or virtual terminal,
to more than 30 acquiring banks globally. Thus, the growing e-commerce sales would act as a
catalyst in increasing the company's top line growth.


Huge opportunity in global small business spending


As per industry estimates, for the vast majority of global small-business spending only cash and
checks are used instead of credit cards. According to industry experts, the purchases made with
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small business credit cards were $505 billion in FY2014, and is expected to grow by 11.5% growth
in 2015. The overall spending pattern, has been witnessing a continuous shift from cash to cards,
which presents a significant opportunity for the company.


Amex is one of the leaders in providing charge and credit cards to consumers, small businesses
and corporations. To tap into this market, AMEX started OptBlue, which is a part of the company’s
ongoing commitment to enhance the US small merchant experience and is an evolution of acquiring
business. The program will help deliver a smart and easy solution for US small merchants to enjoy
the benefits of AMEX Card acceptance while making it convenient for consumers to Shop Small
year round. The company also started Small Business Saturday. This is an attempt to help help
local, independent business owners in the U.S. increase sales on one of the most important shopping
days of the year. In FY2014, about 88 million US consumers shopped small on the Saturday after
Thanksgiving, up 15% from the prior year. This is now become an international event, as we work
with partners in the U.K., Australia, Canada and other countries to encourage consumers to “shop
small” in support of their local businesses. Hence, Amex is well poised to exploit this opportunity.


Threats


Increasing penetration of alternative payment platforms


Penetration of alternative payment platforms has been gaining popularity in the recent years. These
alternative payment platforms include aggregators (such as PayPal), wireless payment technologies
(including using mobile telephone networks to carry out transactions), prepaid systems and systems
linked to payment cards, and bank transfer models. New technologies, together with the portability
provided by smartphones and tablets and evolving consumer behavior with social networking, are
rapidly changing the way people interact with each other and transact business all around the world.
In this connection, traditional and non-traditional competitors such as mobile telecommunications
companies are working to deliver digital and mobile payment services for both consumers and
merchants. Increasing penetration of alternative payment platforms makes it difficult for the company
to sustain/increase market share.


Competitors' converging business practices


Historically, Amex experienced lower card member attrition due to its reward programs and the
prestige attached to owning Amex card. However, the company's competitors have also been trying
to imitate Amex's reward programs or launch other reward programs. For instance, in 2010,
Barclaycard launched Barclaycard Freedom in the UK. The scheme was the first in the UK to offer
point-of-sale redemption, with consumers gaining 'reward money' worth 1% of the value of a
transaction with a participating merchant, in what is effectively a mix between a cash back system
and a coalition loyalty program. Within one year of the launch, the scheme has encouraged
Barclaycard Freedom cardholders to spend on average 14% more in partner stores than other credit
card customers. Launch of such rewards programs by other competitors could increase attrition rate
among Amex card members.
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Dodd-Frank regulation


Regulatory changes are increasingly turning pro-consumer, and to an extent tough for payment
network operators. For instance, Congress passed Dodd-Frank, which the US President Barack
Obama signed into law in 2010. Dodd-Frank could limit Amex's income earned through interchange
fees. Additionally, Dodd-Frank prohibits payment card networks from restricting merchants from
offering discounts or incentives to encourage customers to pay with particular forms of payment
such as cash, check, credit or debit card, provided that such offers do not discriminate on the basis
of the network or issuer. As a result of these new laws, customers may be incentivized by merchants
to move away from the use of charge and credit card products to other forms of payment, such as
debit, which could adversely affect Amex's revenues and profitability.


Increasing regulatory fees and compliance spending


Regulatory fees and compliance spending are expected to increase in the months to come. Banks
currently pay fees to Federal Deposit Insurance Corporation (FDIC) for the insurance fund, which
is used to make payments to depositors of failed banks, during good times as well as bad. At the
end of 2010, the fund had a negative balance of $7.4 billion. FDIC expects to fund this deficit through
increasing reserve ratios and other fees. On December 20, 2010, the FDIC issued a final rule setting
the increased reserve ratio at 2%. This increase will result in increased costs for Centurion Bank
and American Express Bank, FSB (AEBFSB) which are consolidated entities for Amex. Moreover,
according to FDIC, bank failures in the US could cost the agency $21 billion between 2011 and
2015. So, the cost of deposit insurance with FDIC will remain high until, the insurance fund turns
significantly positive. Moreover, in the months to come Centurion Bank and AEBFSB will be required
to follow applicable changes regarding Basel III. As a result, the company's spending on compliance
could increase in future.
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