JOSHUA STEINER, CFA
JONATHAN CASTELEYN, CFA

S

4 HEDGEYE

AMERICAN EXPRESS (AXP)

LAYING OUT THE BEAR CASE

DEC 2, 2016



DISCLAIMER

DISCLAIMER

Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut. Hedgeye Risk
Management is not a broker dealer and does not provide investment advice for individuals. This research does not constitute
an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual
investment preferences or risk parameters; it is general information and does not constitute specific investment advice. This
presentation is based on information from sources believed to be reliable. Hedgeye Risk Management is not responsible for
errors, inaccuracies or omissions of information. The opinions and conclusions contained in this report are those of Hedgeye
Risk Management, and are intended solely for the use of Hedgeye Risk Management’s clients and subscribers. In reaching
these opinions and conclusions, Hedgeye Risk Management and its employees have relied upon research conducted by
Hedgeye Risk Management’ s employees, which is based upon sources considered credible and reliable within the
industry. Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon which it has
relied.

TERMS OF USE

This report is intended solely for the use of its recipient. Re-distribution or republication of this report and its contents are
prohibited. For more details please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use
at www.hedgeye.com
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AMERICAN EXPRESS: COMPANY OVERVIEW

SEGMENTS AXP REVENUE BY TYPE

(2Q16 TTM, Millions)

m Net interest income

e U.S. Consumer Services Discount revenue

Net card fees

Other fees and

* |nternational Consumer and
Network Services Giher feee and

commissions

e Global Commercial Services

Source: AXP

* Global Merchant Services AXP NET REVENUE BY SEGMENT

(2Q16 TTM, Millions)
$4,623

mU.S. Consumer Svcs

Intl Consumer and Network
Svcs
Gbl Commercial Svcs

$13,180

$9,795
Gbl Merchant Svcs

Source: AXP
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THE AMEX TRIPLE THREAT

SLOWING VOLUME

Billed business volume growth has been decelerating over the last half decade and is inexorably converging
upon zero growth. There are numerous moving parts here, but we endeavor to keep it simple.

ACCELERATING PRICING PRESSURE

Pricing pressure is the unstoppable force for Amex and is an underappreciated risk, especially when combined
with the aforementioned slowdown in volume growth. Pricing pressure is growing on multiple fronts and is
poised worsen at an accelerating rate.

OTHER HEADWINDS = $t, COMPETITIONt, VALUATION 1

The post-Trump strong dollar, rising rate environment is not helpful for Amex. Neither is the 20% rise in the stock
in the last month. But the biggest challenge by far facing the company is the enormous growth in major
competition.

O Hedgeye Risk Management LLC. All Rights Reserved. 6



PLOT OPTIONS CHARTS
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INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

~Seiesv WTD(A)r 2yv Localr $f Ll B O k- & W _ | A

It's worth noting at the
outset that much of
what we’ll be describing
today seems apparent
to those in high places
at American Express as
well.

American Express saw
significant insider
buying from 2003-2010.

%
s
§
s
.5
§
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B
B
B

Since then, however,
there have been just
two insiders who've
bought stock in the
open market in the last
Six years.

CHART LABELS

, Cvol:4806,900 Avy 6563218
American Express Gompany - Relative Strength Index (RSI)

Josh Steiner Charts - 6.22.15

Data Source: Factset © Hedgeye Risk Management LLC. All Rights Reserved. 7



1. SLOWING VOLUME



BILLED BUSINESS = THE GOOD OLD DAYS

The halcyon days of
MERIGAN . Amex were in the early-
e MetrIC TrendS to-mid 2000s when
volume growth was
steadily in the mid-to-
high teens and the great

2004 2005 2006 2007

//\ ,,/\ , /\ paper-to-plastic tailwind
Billed Business* 18 = 16 Ak | 6% = was filling its growth
' ' ; sails.

Cards In Force : 8% » 9o/, B 10% B \ This slide is taken from

' Amex’ early-2008
Avg. Basic Cardmember <" . R , : J

! - ~ - , investor day. While the
*% 0

Spending 13% 10% cracks of the great

/\

; , /\ ’ ) recession were already
Mgd. Cardmember 8% 159~ ) manifest in the 2007
Loans™** /o /o
data, we thought the
/\_ part that was interesting
and noteworthy was the
high-teens volume

Credit Performance

*Activities related to proprietary cards, including cash advances and certain insurance fees, and cards issued under network partnership agreements. g rOWth fro m 2 004-2 O 07

**Computed from proprietary card activities only. ***Managed basis includes owned and securitized loans. On a GAAP basis, owned loan growth was 10% in 2004,
23% in 2005, 31% in 2006 and 26% in 2007.

Data Source: Company Presentations — 2008 Investor Day © Hedgeye Risk Management LLC. All Rights Reserved. 9



BILLED BUSINESS = NOW

= ?‘x.

“= AXP Worldwide Adjusted Billed Business Growth* v

U.S. Billings Growth 2% (9%)
1% Adjusted U.S. Billings Growth™ 7% 6%
8% 8%
e P ———— - —_—
g ~~9 %
6% =
1%
3%
%) (3%)
Q1'15 Q215 Q315 Q4'15 Q1'16 Q2'16 Q316

== Total (FX-Ad)) —o—Adjusted Total**

“See Annex 1 for reported billings growth rates. “*Excludes Costco cobrand card billed business (in-store and out-of-store) and billed business on other (non-Costco cobrand) American Express
cards at Costco in the U.S.

- N
== Annex 1 4 '

Segment Billed Business — Reported & FX-Adjusted*
% Increase/(decrease) vs. prior year

Worldwide
Reported 9% 6% 3% || 2% || 0% 2% || 3% || 3% || (%
FX-Adjusted 10% 8% 7% 6% 5% 5% 6% 4% (3%)

*See slide 2 for an explanation of FX-adjusted information. **Excludes Costco cobrand billed business (in-store and out-of-store) and billed business on other (non-Costco cobrand) American
Express Cards at Costco in the U.S.

Today, the company’s
growth is but a shadow of
its former self. Consider
this: here are the last 7
quarterly Y/Y global volume
readings: +3%, +2%, 0%,
+2%, +3%, +3%, -3%.

Amex offers up favorably
adjusted growth numbers in
an effort to camouflage the
realities of the actual
business. Case in point: the
chart above doesn’t show
actual growth at all. It
shows an adjusted measure
of growth with another,
further adjusted, measure
of growth on top of it.

To find the corresponding
real growth numbers you
have to go to the Appendix.

Data Source: Company Documents, 3Q16 Earnings Presentation O Hedgeye Risk Management LLC. All Rights Reserved. 10



BILLED BUSINESS = THE TREND

American Express Global Billed Business (1999-3Q16) American Express had
grown billed business at

300,000 7 a fairly consistent linear
s Global Billed Business $Mn ==~ Linear (Global Billed Business $Mn) - rate in dollar terms until
. recently. That, however,
250,000 - - )
P is the problem.
y=3242.8x+ 40133 LF
R*=0.9674 1t
200,000 - AT
150,000 - 44T
‘-‘""ﬂd
100,000 - e
o WHH
0 N I e B s e e e e e e e L e e e s B e e e S S S R LB
q ' u@@@@ﬂ'\q’epqo; .@ 0 30 D o & o o
0 '\ N A NS N
.\o,bo 0.\09 o°°‘° &, F, P dg S ,,)o.\o,,p.\o,,_p.\oo
Source: SEC Filings 02016 Hedgeye Risk Management

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved.



BILLED BUSINESS = Y/Y $ GROWTH

American Express Global Billed Business Growth - Y/Y Change $Mn
120,000 -

100,000 - 93,500

y=74335x +39,237.07 85,800
R*=0.01

80,000

60,000

40,000 4

20,000 -
7,800

-20,000

-40,000

-60,000
(63,500)

-80,000 -
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 9Mo
2016

mmm Growth in Billed Business - Y/Y $Bn

Source: SEC Filings, Hedgeye

Data Source: SEC Filings, Hedgeye

——Linear {(Growth in Billed Business - Y/Y $Bn)

12016 Hedgeye Risk Management

O Hedgeye Risk Management LLC. All Rights Reserved.

Through 2014, the
company was still
relatively on track
toward maintaining
steady dollar growth.

In 2015 and 2016,
however, the
international business
was twice bitten by the
rising dollar and the loss
of Costco Canada. In
the US, the loss of
Costco and Jet Blue and
Fidelity co-brand
relationships hurt
mightily.

The question is, what’s
the real growth rate at
this point?

12



BILLED BUSINESS = Y/Y % GROWTH

While the incremental
dollars were still

20% reasonably impressive a
16.7% 164% 15 09, y=-0.0049x + 01337 few years back, from a

. B.3% 5% 15.3% R?= 01036 growth rate standpoint
1 B they were less so.
o B W R e i
S S 8% Volume growth in the
__________ 72%  74% : i
% 2012-2014 period was in
- 5 o o B B B 'm! ©® B 'R B B - the 7-8% Y/Y range.
I 17% Admittedly, this is not
0.5% 10% . e
- | | | N e terrible, but it is still a far

cry from the steady mid-
to-high teens growth
posted in the non-
recessionary periods
9.3% since the turn of the
century.

American Express Global Billed Business Growth - Y/Y % Change

-5%

-10%

[ Recession
[ Recession

5%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 9Mo More recently, the
2016

mmm Global Billed Business Growth Rate - Y/Y ~ ---n- Linear (Global Billed Business Growth Rate - Y/Y) growth has been

anemic at just 1-2%.

Source: SEC Filings, Hedgeye ©2016 Hedgeye Risk Management

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved.



BILLED BUSINESS = Y/Y % GROWTH (2YR AVG)

The two-year growth
trend smooths things
out a bit, but one arrives
at the same conclusion.

American Express Global Billed Business Growth - Y/Y Change (2Yr Rolling Average)

20%

17.3%

15.6%

16.2% y=-0.0039x + 01269
2 _
15.6% 5.2% R?=0.0968
15%
__________ 7%
_______________ ) 10.4%
10% - - SN
8.6% 8.8% -
---------- L0 7% g3
5% - 45%
2.5% 2.9%
I I 13%
0% : : l :

-1.9%
.59,
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 9Mo
2016
mmmm Global Billed Business - Y/Y Growth Rate - 2Yr Rolling Average ----- Linear (Global Billed Business - Y/Y Growth Rate - 2Yr Rolling Average)

(=] i
Source: SEC Filings, Hedgeye 2016 Hedgeye Risk Management

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved.



BILLED BUSINESS = THE MIX

An interesting feature of

Share of Billed Business: US vs. International Amex is that it’s relative
US Share of Billed Business International Share of Billed Business mix of volume from the
100% US and abroad has
been fairly stable for the
90% 1 last 16 years.
80% - International has crept
up slightly from ~27% to
70% = 31% over that time
60% period, and more
recently rose to V33%
50% with the loss of Costco,
40% but the point here is that
the mix isn’t really
30% shifting.
20%
In other words, the
10% weakening growth is
oo manifest on both fronts.

PPPLISIIFPFPP P PPN PPD PO O DD B OO0 O

N e g« RS QUK Qe el e < e K < e R« e e < e X < S Pl S SO S QS QS IS PP QRS QP IR QY

Data Source: SEC Filings, Hedgeye © Hedgeye Risk Management LLC. All Rights Reserved. 15



BILLED BUSINESS = Y/Y % GROWTH (GLOBAL)

American Express Global Billed Business Growth - Y/Y % Change

20% -
18.4%
16.7%

157%15.8% 15.8%

159, “1'4'.5%14._5%
B % 12.4%
10554
10% - e 9.3%
RN 8.6%
e 7.9%
75% 73%-73%
6.7% 6.3% -
6.0% - ‘-6;:?6 57%
5% S 5
-m‘h‘ 33%28%
15% "~ 18%
0.3% B
0% S
3.0%

-5%

O © 0 9 B 0 N N O (GG O C R C S C B C I . O H 0 o o P

RO A SN - ,yo':",,)o RAIR ARG SR IR I < D{:FP‘ ROGIR G SN I I A

= Global Billed Business Growth Rate-Y/Y = ==--- Linear (Global Billed Business Growth Rate - Y/Y)

Source: SEC Filings, Hedgeye 012016 Hedgeye Risk Management

Data Source: SEC Filings, Hedgeye

Looking at the more
recent trend from 2010
to today, we see more
of the same.

O Hedgeye Risk Management LLC. All Rights Reserved.
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BILLED BUSINESS = Y/Y % GROWTH (USA)

American Express US Billed Business Growth - Y/Y % Change

20%

15% { ~=242%  1on = H3%
B

- 9.4%
10% 87% Tt~ 8.7% 8.6%

77% A F4%, _??% 79%
-85 6.4%

5% i SN B BRI

- 18%

0%

-5%

-10%

O O O O L BN NN (U U C IR C R C R C IR\ S S o H H H o o b
R AR AR i i \o",»o{",bo RS IR AR g b‘cip‘,\o AR AR

mmmm Global Billed Business Growth Rate -Y/Y = ----- Linear {Global Billed Business Growth Rate - Y/Y)

Source: SEC Filings, Hedgeye 02016 Hed g eye Risk Management

Data Source: SEC Filings, Hedgeye

When we look at the US
trend, however, a few
things are apparent.
First, the current growth
rate of -9% is atrocious,
but owes mostly to
Costco.

However, even going
back to the 2Q15-1Q16
period, US volume
growth had already
slowed to 4%. This is
easily the slowest rate
of non-recessionary
domestic growth in the
company’s history.

O Hedgeye Risk Management LLC. All Rights Reserved.



BILLED BUSINESS Y/Y % GROWTH (INTERNATIONAL)

30% -

28% -

20% -

15%

10% -

B%

0% -

-B% -

-10% -

Source: SEC Filings, Hedgeye

American Express International Billed Business Growth - Y/Y % Change

26.8% 273%

20.49% 21.3%

_19.3%
R4

- g.6% O
m%ﬁ%ﬁjﬁ 5.9%

4.%% T~
3.0% 279 -

-3.5%

-7.8%

O O O 0 b & o &g G U C I C ST C R C S R o H 0 6
RO A AN A R A i ,\d‘wd&,,)o RN X IR N I X < l_._ci‘p‘,\o R

mmmm Global Billed Business Growth Rate - Y/Y

1
----- Linear {Global Billed Business Growth Rate - Y/Y)

Data Source: SEC Filings, Hedgeye

10.3%

5.0%

& o ¢ o°

G

S 8

%

02016 Hedgeye Risk Management

Looking at the
International volume
picture, it’s interesting to
note that clearly the
strong dollar was a
massive headwind to
growth in the 2015
period. The recent
“core” international
growth rate has been
stronger than the
domestic growth rate at
around 6-10%, but
remains well below
2010-2011 growth rates
of roughly double that.

O Hedgeye Risk Management LLC. All Rights Reserved. 18



US BILLED BUSINESS PER BASIC CARD IN FORCE

Growth in the volume

US Billed Business Per Basic Card in Force spent per basic card in
$18,000 force (BCIF) has grown
nicely in the US since
$16,000 the end of the Great
’ Recession.
$14,000
$12,000
$10,000
$8,000 -
$6,000 -

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 19



US BILLED BUSINESS PER BCIF (Y/Y $ GROWTH)

However, the growth in

US Billed Business Per Basic Card in Force - Y/Y $ Growth spending per card has
$2.500 slowed meaningfully
too. Note that this chart
excludes 2016 and the
$278 growth in 2015 is
the slowest on record
outside of recessionary
periods.

$2,000 $1.895

$1,500

$1,000

$500

$0

-$500

-$1,000

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 20



US BILLED BUSINESS PER BCIF (Y/Y % GROWTH)

US Billed Business Per Basic Card in Force - Y/Y % Growth

The results look the

same on a growth rate
20% basis.
17.5%
15%
10% 97% 9.5% 10.0%
6.9%

5.8% 57% BT%h

5% 4.5% T%
2.4% I
1.7%
3.1%
5% 3.9% 3.8%
O > DD G o & » O O & 0 0 > &
SR S O O o O O o ol & & & S NN
O L S S S S S A L A S ¢ v

Data Source: SEC Filings, Hedgeye

O Hedgeye Risk Management LLC. All Rights Reserved. 21



INTL BILLED BUSINESS PER BASIC CARD IN FORCE

International Billed Business Per Basic Card in Force
$8,000 $7,795

$7,500

$7,000

$6,500

$6,000

$5,693 $5,681

$5,000 -

$4,500 -

$4,000 -
Q > 9 % e G} o A & o)} Q N J 2 I N}
o O © © © & ¢ ¥ © & o & & & &
ST SE S S S S S S S S 2 A S
Source: SEC Filings ' Hedgeye Risk Management

International growth in
spending per basic card
in force looks very
different though. Clearly,
volumes dropped
significantly due to the
FX headwinds of 2015,
but what’s more
interesting is that the
volumes had been
declining steadily from
2011 through 2014
before plunging in 2015.

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved.



INTL BILLED BUSINESS PER BCIF (Y/Y $ GROWTH)

International Billed Business Per Basic Card in Force - Y/Y $ Growth

$2,000

$1.500

$1,472

$1,000
$677

$500 8474 gas0 $502

$568

$147

-$12

-$143 -$109  _g145
-$500 -6324 247
“$1.000 -$809 850 il
-$1.6500
o N a0 D GRS © A > O O & 9 o X &
O O ) 8) o ) S 0O O o N 3 & & &
,.l’() q,c} ,-LO ,-E) ,],O ,-LQ '19 qu ,.]S) ,-15.) q,Q' a) p o % %

Data Source: SEC Filings, Hedgeye

This phenomenon can
be seen pretty clearly
on a Y/Y $ basis.

O Hedgeye Risk Management LLC. All Rights Reserved. 23



INTL BILLED BUSINESS PER BCIF (Y/Y % GROWTH)

Oron a Y/Y % change

International Billed Business Per Basic Card in Force- Y/Y % Growth basis.
30%
25.6%
25%
20%
15% 14.4%

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 24



WALLET SHARE = LOSING GROUND

“= Wallet Share is High, But Losing Ground 4

Tenured U.S. Card Member 46.9% | | 46.3% | | 45.9%

Share of Wallet

Tenured U.S. Card 2 20 2 1% 1.6%

Member Spend Growth
Wallet Growth 3.9% 3.5% 2.5%
Change in Tenured i (0.6%)  (0.4%)

Share of Wallet

US tenured defined as AXP Proprietary Card Members for 24+ months as of December 2013, 2014 and 2015. All metrics are internal based on average tenured US Card Members and
are internal estimates based on credit bureau data. Share of Wallet does not include Network business.

This slide from Amex’
investor day earlier this
year pretty much sums it
up. Amex has long been
the king of the hill, but is
now losing ground to
competitors.

We will cover the
competitive
environment later in this
presentation, but it's
important to understand
that this is one of the
key reasons that Amex
is struggling.

Data Source: Company Documents, 2016 Investor Day Presentation O Hedgeye Risk Management LLC. All Rights Reserved. 25



MEANWHILE, THE COST OF ACQUISITION IS GOING UP

This is a simplistic
analysis of cardholder
$905 5850 acquisition costs, but we
$900 - $894 think it’s aimed in the
right direction.

Estimated Marketing & Promotion Spend Per New Basic Card Added

$735 y = 2.9459x + 673.29

R™=00253 -3 We divided trailing 12
months Marketing &
Promotion expense by
trailing 12 month growth
in Basic Cards in Force
to gauge how much the
company is spending to
add new BCIFs.

Over the last five years,
the cost of adding a
new cardholder has
risen from $673 to
around $732 (the trend

line), but the returns per
- 'I;igrecaer] (LTM Marketing & Promotion Expense / LTM Net Growth in Basic Cards in Card have fa”en Off

| TM Marketing & Promotion Expense / LTM Net Growth in Basic Cards in Force

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 26
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AMEX = KETCHUP

This is an excerpt from a

How Bad Will It Get for

laying out the inside
1 ) baseball of how Amex
—‘
Amerlc an ._JXpreSS? came to lose its largest
As Costco cuts ties, Amex struggles to customer, Costco.
hang on.

By Devin Leonard and Elizabeth Dexheimer | October 15, 2015

We’ve highlighted the
key passage both for its

Photographs by Sarah Anne Ward for Bloomberg Businessweek
humor but also because

Amex wasn’t happy about competing with global banks such as Citigroup and we genuinely believe it
JPMorgan Chase and its archrivals Visa and MasterCard. But Chenault fought for the raises the profound
deal—even though his company might actually lose money in some cases when question.

Costco customers swiped the card. As the negotiations dragged into January 2015,

$]
however, he became agitated and called his counterpart to remind him that Amex From a merchant’s
standpoint (or a

cardmember’s, for that
matter), are cards
becoming commodities,
like ketchup?

hadn’t only furnished Costco with its prestigious card; it had been Costco’s “trusted
pattner.” Jelinek interrupted, according to people who were briefed by Chenault
about the call, and told him that as far as he was concerned, Amex was another

vendor. just like the one that sold Costco ketchupt “If I can get cheaper ketchup
somewhere else, I will,” he said. As rumors about the call spread, the rank and file

who heard about it couldn’t believe someone from Costco had the nerve to insult
Amex like that. Ketchup! Chenault called Jelinek a few weeks later to say Amex was
pulling out.

Data Source: Bloomberg, http://www.bloomberg.com/features/2015-how-amex-lost-costco/ O Hedgeye Risk Management LLC. All Rights Reserved. 28



COSTCO’S KETCHUP TRADE

The basics on the

= ...but the percentage will decline with the end ‘»‘\ SIS R

“= of the Costco U.S. relatlonshlp in 2016... Y Billion (9% of total) in

annual spending volume

AXP Billed Business Costco-Related Billed Business because they were seen
$ billions $ billions — as being no different
WW Billings from a ketchup vendor.

$1,04O Costco-related 9%

@ U.S.Costco $99
Cobrand

In-Store Other AXP

#@ Other Cobrands In-Store U.S. Costco

Cobrand
B GNS
@ Non-Cobrand Out-Store U.S.
Proprietary Costco Cobrand
2015 | 2015

Data Source: Company Documents, 2016 Investor Day Presentation O Hedgeye Risk Management LLC. All Rights Reserved. 29



COSTCO’S KETCHUP TRADE

Here are a few more

N details considering
_! . : ? \. Costco was Amex’
...Wwhich will reduce our core revenue. v largest customer.

Est. Costco-Related Revenue* Not only was it 9% of
total global volume, but

~$3 1B it was a further 19% of
B Other Revenue global loans.

Costco U.S. Loans

19%!
19% of WW Loans B Net Interest Income

Costco U.S. Billings

9% of WW Billings

B Discount Revenue

2015

*Other revenue and Net Interest Income from Costco cobrand Card Members; Discount Revenue from Costco and other merchants for out-of-store spend on the Costco cobrand card.

Data Source: Company Documents, 2016 Investor Day Presentation O Hedgeye Risk Management LLC. All Rights Reserved.



COSTCO’S KETCHUP TRADE

16%

Costco Share of Amex US Volume - Hedgeye Estimates

4% -

12% -

Data Source:

14.6% 14.6% 19.9% 14.7% 12.6% 14.6% 1449

We ran the numbers on
Costco back to dawn of
the millennia and
Costco’s contribution to
Amex’ US volume has
been pretty consistent
at 12-15% year-in, year-
out.

SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 31



COSTCO’S KETCHUP TRADE

Costco Share of Amex US Volume Growth - Hedgeye Estimates Here’s a look at how
60,000 — much volume growth
: Costco contributed each
47,336 47,303 48,228 46,446 . 3
41,056 40,610 year relative to Amex
40,000 38,306 ' US business’ growth ex-

32,106 31,138 Costco

44,772

24,062

20,000
40,000

mAmex Y/Y $ Growth - US Volume ex-Costco Growth

mAmex Y/ $ Growth from Costco -49,702
60,000

O ™ "V ) V' ) o] 2 o] 9 o N 4% %! Ix 2}

o O O O o o Q O Q o &0 S N N
OO S S S S S S S S A A S

Source: Company Filings, Hedgeye Estimates ' Hedgeye Risk Management

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved.



COSTCO’S KETCHUP TRADE

One final point is that
Costco’s growth (and its
contribution to Amex’
growth) was actually
50% more defensive than
Amex’ as this chart
shows.

Costco Is More Defensive Than Amex
25%

15%

\ —
10% \\\ ‘ML—’\\ i \ Why this matters is that
3 \ / \ // \t\ Costco actually helped
5% \/ \“"--J / TN~ cushion the blow

meaningfully in the last

| \ / | | | | ' ' downturn by still putting
59 up positive absolute
\/ growth contribution
-10% T———=nAmex US Volume Growth Y/Y % even in 2009.
—Costco Volume Growth Y/Y %
% 5 N4 5 X o A & 0 0 N o _ In the next downturn
& N IR S S LI LU R S I S P P Costco won't be there

to help cushion the
blow.

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 33
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THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

This is American
American Express Reported Discount Rate (1999-Present) Express’ purported
Discount Rate. This is

2.80% the number they report.

2.75%
The reported Discount

270% y = 0.000034x + 0.026897 Rate at Amex has been

R*=0.857049 declining for 16 years.
2.65%

2.60%
2.55%

2.50%

Reported Discount Rate
2.45% === Linear (Reported Discount Rate)

2.40%

2.35%

B L e e L e e L e

\&p ép ,\df’\ -\&1 ,\c?ﬂ’ Noge- ,\o‘f’ -\Céa @5‘ -éf"b -\CP% @o ,\d‘\ r\d& @@ \&v \0{'} -\0@

=26 Hedgeye Risk Management

Source: SEC Filings

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 35



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

This is the more recent
American Express Reported Discount Rate (2010-Present) el (15 Sh eere):
2.60% Note that the slope is
¥ = 0.000045x + 0025664 steeper, i.e. the rate of

R*=0.787937 L .
decline is accelerating.
2.55%

2.50%

2.45%

Reported Discount Rate
———————— Linear (Reported Discount Rate)

2.40%

2.35%

2.30% T T T T T T T T T T T T T T T T T T T T T T T T T T "

=206 Hedgeye Risk Management
Source: SEC Filings

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 36



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

American Express Annual Reported Discount Rate (1999-3Q16)

This is the reported
discount rate on an

2.75%

2.70%

annual basis as well as
for the first 9 months of

2.65%

2.60%

2.55%

Source: 5EC Filings

Data Source: SEC Filings

2015 and 2016.

We think this data set
makes clearer the trend

since 2011.

' Hedgeye Risk Management

O Hedgeye Risk Management LLC. All Rights Reserved.



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

0.02%

0.00%

-0.01%

-0.02%

-0.03%

-0.04%

-0.05%

-0.06%

Source:

American Express Annual Reported Discount Rate - Y/Y % Change Here’s the Y/Y change
in reported discount
0.02% rate.
-0.01%-0.01%-0.01%
1 -0.02%
| -0.03%
-0.03%
0.05%
O N a4 DL KX H b A B O OO N a0l N 0 ©
oY & P PP S gk & &
R
q,\i\
SEC Filings ' Hedgeye Risk Management

Data Source: SEC Filings

O Hedgeye Risk Management LLC. All Rights Reserved. 38



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

American Express Reported Revenue Headwind - Pricing Pressure
1.00%

0.6%
0.50%

0.00% -

-0.50% -
-0.5% -0.5% -0.5%

-1.00% -

1% -1.1%

-1.50%

-2.00%

-2.50%

o ©

X N §

DN S SRS °
RS
&

Source: SEC Filings 2 Hedgeye Risk Management

Data Source: SEC Filings

And here is what that
Y/Y change translates to
on a revenue headwind
basis, i.e. taking into
account the
compressing
denominator.

O Hedgeye Risk Management LLC. All Rights Reserved.



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

American Express Annual Calculated Discount Rate (1999-3Q16) Now, the good stuff.
290% This is the calculated
discount rate, which is
net of discount contra-
revenue (cash-back
costs).

2.70%

2.50%

2.30%

2.10%

1.90%

1.70%

1.50%

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 40



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

And here is the Y/Y
change in the calculated

WA BN EENNENNEEENE NN
BERERERE

-0.02%

American Express Annual Calculated Discount Rate - Y/Y % Change

-0.03%
-0.04%

-0.05%

-0.06%

-0.07%

-0.08%

-0.09%

-0.10%

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved.



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

American Express Calculated Revenue Headwind - Pricing Pressure And this is the revenue
headwind from that Y/Y

decline on a
compressing

0.00% -

-050% -

-1.00% -

-150% -

-2.00%

-2.50%

-3.00%

-350%

-4.00% -3.8%

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 42



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

Reported vs Calculated Discount Rate (1999-3Q16) Here are the reported
2.90% vs calculated discount
Reported Discount Rate rates side-by-side.
2.73% .
2.70% m Calculated Discount Rate
2.70% -4.6535.6233&57%3%
.59%2.5%59% 2.57% 5 gey 2.57%2.57% 2_55%2_54%2_55%2_54%2 —
250% + ol B B B g B g g T2avnggy, . zasx
2.37%
2.31%
2.30% + oe% B B & B 8 B 0 000005 B
220%, 6%
2.11%
210% 11 -8 8 8 8 8 N
200% 4,
1.50%
1.90% - B6% 1BE%L
1.81% 1.81%
1.70% +
1.50% -
2 O MDA O > O O QA PO O A D S o o
O O QY H° L O O L O O &0 &Y & A ey NP N
NS A IS S S Sl S S S i S G S ,Le.%c: %,19%
L8] (8] ]

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 43



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

American Express Calculated Revenue Headwind - Pricing Pressure And here are the Y/Y
1.00% revenue headwinds side
0.6% by side.

0.50% 0:3%
.0. -0. -0. -0.
-1.
-A1.7%
-1.8%
-3.4%

0.00%

-050%

1.00% -
150%

-1.6%
-2.00%

=2.3%

-2.50%

-3.00%

-3.50%

-4.00% 3.7% 3.6% 2.8%

-4.50%

Reported Discount Rate - Annual Revenue Headwind
m Calculated Discount Rate - Annual Revenue Headwind

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved.



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

Member Rewards & Service Expense in bps (2009-3Q16) Member rewards
0.90% 0.12% expense and the
' o associated Member
0.85% 0.85% Rewards Service
- Q.M% expense must be
0.80% - 0.79% - e factored into the
0.76 | 0.76%| ()10 equation.
0.75% +——o: o
0.71
0.70% - s - 0.09%
0.65% °e
- 0.08%
0.60% 1
- 0.07%
0.55% +—
0.50% T T T T T T T T T T - 0.06%
2009 2010 2011 2012 2013 2014 2015 2016 9Mos 9Mos
2005 2016

MRE Expense
mm MR & Service Exp
—MR Service Exp (RHS)

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved.



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

Reported vs Calculated vs "Net" Discount Rate (1999-3Q16) Here’s what the “Net”
3.00% discount rate looks like

when those costs are

56 a9 )
%‘*2 52*2-59%2 5‘*559%2 57%2 55% 2.57% 2.57% 2.56% 2 549, 2.55% 2.54% 2 529 2592 49% 2 479, - included.
250% _2 2.45% 245%
5‘31%2.26%h These costs were only
2 0% 96%
241% broken out separately

20%2100% 961

o beginning in 2009.
2.00% B0%; ———.88%
#6% 1819 E s

1.50%

1.00%

0.50%

O M A D A D O 0 N 9D O o o o

O O ) %) O Q O w0 A Az N N ~ N N

RS MM s N A M S SN S S SO SO S SO
Reported Discount Rate o;‘«@ 0)@0 CJ\"\O

m Calculated Discount Rate
m Calculated Discount Rate Net of MR&EMSC

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 46



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

Revenue Headwinds (2009-3Q16) Here’s what the pricing
5.0% power compression
. fis) . .
25% looks like since 2009
0.4% under the different
0.0% 1 — ' - ' ' frameworks.
-0.6%
-2.8%

-5.0% A3% a.7%
-10.0%

-15.0%

-T74%
-20.0%
-25.0%
-275%
-30.0%
Reported Discount Rate Calculated Discount Rate MR & SC "Net" Discount Rate

2009-2016 Cumulative Change = 2009-2016 CAGR

Data Source: SEC Filings, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 47



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

) And here’s how it looks
Revenue Headwinds - Y/Y % Chg (Last Three Years) over the last three

years.

-2.0%

-3.0%

-4.0%

-5.0%

-5.5%

-6.0%
Reported Discount Rate Calculated Discount Rate MR & SC "Net" Discount Rate

\_ )

' Hedgeye Risk Management

2014 2015 m 2016

Source: SECFilings, Hedgeye Calculations

O Hedgeye Risk Management LLC. All Rights Reserved. 48
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THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

-

Reported Discount Rate
Discount Rate Erosion (bps)

2.52%
(1.5)

== Global Discount Rate Trend

2.51%
(1.2)

2.48%
2.7)

This is the company’s

w.\ slide from its investor
6' i day showing its outlook
, for the discount rate in

m 2016 Outlook e

2.46%
(1.4)

Notable are the

Merchant Specific Negotiations
(excl. Europe)

Merchant Specific Negotiations
(Europe)

¥

A

~(3.0)-(4.0) preponderance of
.v downforces vs the sole
benefit 2 the loss of
.' their largest customer.

Volume-Driven Rate Changes

\

Accrual/Release

Costco U.S.

Mix (excluding Costco U.S.)

OptBlue

@@

¥
- *
_*

38

Data Source: Company Documents, 2016 Investor Day Presentation, Annotations - Hedgeye

O Hedgeye Risk Management LLC. All Rights Reserved. 49



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

We saw much of the
2H16 “benefit” accrue in
‘ " the third quarter,

™ F
- Global Discount Rate Trend - 2016 ﬁ’ suggesting 4Q will see

. : another notable decline.
First Half — 2016 Second Half - 2016

Discount Rate Erosion (bps) ~(6.0) - (7.0) ~(1.0)-0
. 4
. 4
4

Merchant Specific Negotiations
(excl. Europe)

Merchant Specific Negotiations
(Europe)

Volume-Driven Rate Changes
Accrual/Release

Costco U.S.

Mix (excluding Costco U.S.)

OptBlue

. .
e ceee

Data Source: Company Documents, 2016 Investor Day Presentation, Annotations - Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 50



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

The outlook for 2017 is
?'\ slightly better, but then it

o
*= Global Discount Rate Outlook — 2016 to 2018 “y!  deterioates againin

2018.

2016 Outlook J| 2017 Outlook | 2018 Outlook
Bear in mind, this is only

Discount Rate Erosion (bps) ~(3.0) - (4.0) ~(1.0) - (2.0)
xirccl.hsgfosppgciﬁc Negotiations ‘ ‘
?AEirr%T)aer;t Specific Negotiations ‘ ‘
Volume-Driven Rate Changes -

Accrual/Release ™~

Costco U.S. E = = B 2%
Mix (excluding Costco U.S.) - -

OptBlue - - -

Data Source: Company Documents, 2016 Investor Day Presentation, Annotations - Hedgeye

~(2.0) - (3.0) the outlook for the
“reported” discount rate.

O Hedgeye Risk Management LLC. All Rights Reserved. 51



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

American Express Annual Reported Discount Rate - Y/Y % Change As a reminder, this is the

0.02% trend in the reported
0.02%

number.

0.00% -

-0.01% -
-0.01%-0.01%-0.01%

-0.02% -

-0.02%

L. L0.03%
-0.03% -

-0.03%
-0.04%

-0.05%

-0.06%

Source: SEC Filings ' Hedgeye Risk Management

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 52



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

And this is the trend in

American Express Annual Calculated Discount Rate - Y/Y % Change
the calculated number.

0.00%

i I I EEEEEEEEEEENEEEN
EEEEERE NN
-0.03%

-0.04%

-0.05%

-0.06%

-0.07%

-0.08%

-0.09%

-0.10%

Data Source: SEC Filings O Hedgeye Risk Management LLC. All Rights Reserved. 53



THE DISCOUNT RATE = EU RISK

In December 2015

Master Card EEA Interchange Fee 2014 2016  NetChange 2014 2016  NetChange the European

Payment Type Debit Card Debit Card bps Credit Card Credit Card bps Parliament

Contactless 114% 0.20% 114% 0.30%

MasterPass Wallet N/A 0.20% N/A N/A 0.30% Capped the

Chip 1M%  020% 1.14% 030% interchange fees

Enhanced Electronic 1.29% 0.20% 1.29% 0.30% (the amount that

Merchant UCAF 129% 0.20% 129% 0.30% NI

Full UCAF 149% 0.20% 149% 0.30% the card issuing
bank deducts
from the amount

Base 1.64% 0.20% 1.64% 0.30%

.
In July 2013, the European Commission (the “Commission”) proposed legislation in two parts, covering a wide range of topics across the payments industry. The first part was a proposed EU-wide regulation on interchange fees (the “Interchange Fee th at It pays th e
Regulation™); the second consisted of revisions to the PSD (the “PSD2").
o .
The Interchange Fee Regulation was formally adopted in April 2015. The substantive terms as adopted include the following a Cq u I rl n g

2 /" networks should be treated as “four-
hen they issue cards rtner or through an agent. This means, fol
example, the caps will ap ts of the financial arrangements agreed to between us and each of our GNS partners in the EU, which may undermine our ability to attract and retain GNS partners. While the discount rats agree to with

(merchant’s) bank)
merchants are not capped, the inte ange caps have exerted, and will likely continue to exert, downward pressures on merchant fees across the industry, including our discount rates. The Interchange Fee Regulation excludes commercial card o .
transactions from the sci of the caps.
i to 0.3% on Credit

Card acceptance terms —"Anti-steering” and honor-all-cards rules across all card networks, including non-discrimination and honor-all-cards provisions in our card acceptance agreements, are prohibited with some exceptions. Removal of these
provisions creates significant risk of customer confusion and Card Member dissatisfaction, which would result in harm to the American Express brand. The prohibition on “anti-steering rules” took effect immediately upon effectiveness of the

regulation; the prohibition on honor-all-cards rules takes effect in June 2016 Ca rd ‘tra n Sa C‘ti O n S

Network licensing — In December 2015, the geographic scope of network licenses within the EU, including those we ag o with our GNS partners, was amended to cover the entire EU. This allows GNS [ ers to actively pursue their American
Express business throughout the EU, including countries where we or other GNS partners are present, and may undermini

he value of licenses granted to some GNS partners to date, which have been subject to varying levels of exclusivity to lo) .
ncentivize development of the American Express business in relation to a particular country a I l d O 2 /0 O I l De b It
.

Separation of network processing — From June 2016, card networks will equired to separate their network processing functions (in which transactions between different issuers and acquirers are processed for authorization, clearing and
settlement). This provision does not generally apply to “three-party” payment networks, such as American Express, but may be deemed applicable, for example, where a different GNS issuer and acquirer is involved in a transaction, which

represent a very small percentage of transactions on our network Ca rd tra n Sa Cti O n S
.

Co-badging of cards — From June 2016, a single card may bear the brand of multiple networks and be used to process transactions on any of those networks. Merchants may install automatic mechanisms in point-of-sale equipment to prioritize
selection of a particular network, subject to override by the cardholder. These provisions may harm the American Express brand insofar as GNS issuing partners will be able to offer multiple networks on a single card and merchants may program

their point-of-sale equipment to prioritize selection of another network on such cards
- American Express, 2015 10-K

Data Source: American Express, Master Card, Visa Company Filings, Global Payments, Hedgeye. O Hedgeye Risk Management LLC. All Rights Reserved. 54



THE DISCOUNT RATE = EU RISK

This is our estimate of
what the EU’s rulesets
European Interchange Regulation Risk could mean for Amex

2014 Amex European Volume (5Bn) 108 over time.
2014 Amex Total Volume ($Bn) 1,023
European Share 10.5%

2015 Amex Commercial Volume - US ($Bn) 372
2015 Amex Consumer Volume - US ($Bn) 345
2015 Amex Total Volume - US (3Bn) 721.8

2015 Amex US: Share of Consumer 48%

Assumption for EU Consumer Volume 48%
EU Consumer Volume Estimate / Total Amex Volume 5.1%

Pricing Risk (84 bps) -0.84%
Pricing Risk (134 bps)  -1.34%

Current Stated Discount Rate 2.45%

Wid Pricing Risk @ 84 bps 2.40%
Whd Pricing Risk @ 134 bps 2.38%

Downside @ 84 bps  -0.04%
Downside @ 134 bps  -0.07%

Risk to Current Net DR @ 84 bps 4%
Risk to Current Met DR @ 134 bps -1%

Source: Company Documents, Hedgeye Estimates

Data Source: SEC Filings, Hegeye O Hedgeye Risk Management LLC. All Rights Reserved. 55



THE DISCOUNT RATE = AUSTRALIA RISK

Interchange
Fees

Competitive
Neutrality

Data Source: Reserve Bank of Australia (RBA), Hedgeye.

N

+The RBA reduced the weighted-average interchange fee benchmark for Debit cards to 8 cents
per transaction, while applying a 15 cent ceiling as the maximum interchange fee.

»This ruling maintained the weighted-average benchmark of 0.5%, while applying a 0.8% ceiling
as the maximum interchange fee for Credit cards

sContrary to the European Economic Area interchange fee regulations, this benchmark does

apply to Commercial credit cards.

sTraditionally, American Express had been able to avoid interchange fee regulation because m:\
its closed loop system, where it is the issuer and acquirer of credit card transactions. This is
soon to change under new RBAregulation targeting companion card systems.

sInterchange payments toissuersinthe American Express companion card system will be
subject to equivalent regulation as applies to the MasterCard and Visa credit card systems.

=45 a precautionary measure to prevent the circumvention of debit and credit card interchange
standards there will now be limits on any scheme payments to issuers that are not captured

with the interchange benchmarks /

Meanwhile, the
company is also
facing risk/pressure
in Australia, which
accounts for around
4-5% of volume.

O Hedgeye Risk Management LLC. All Rights Reserved. 56



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

A parallel pricing

pressure story from
Figure 5.1 _ o elsewhere in Financial
Expenses Incurred by Mutual Fund Investors Have Declined Substantially Since 2000 K
Basis points, 2000-2015 Services.
Equity funds Hybrid funds Bond funds

2000 99 89 76

2001 99 89 75

2002 100 89 74

2003 100 90 75

2004 95 85 72

2005 91 81 69

2006 88 78 67

2007 86 77 64

2008 83 77 61

2009 87 84 64

2010 83 82 63

2011 79 80 62

2012 77 79 61

2013 74 80 61

2014 70 78 57

2015 68 77 54
Note: Expense ratios are measured as asset-weighted averages. Data exclude mutual funds available as investment choices in variable annuities
and mutual funds that invest primarily in other mutual funds.
Sources: Investment Company Institute and Lipper

Data Source: Investment Company Institute and Lipper O Hedgeye Risk Management LLC. All Rights Reserved. 57



THE DISCOUNT RATE = DON’T DISCOUNT THE RISK

Mutual Fund Expense Ratio Headwinds (2008-2015) The pricing pressures at
Amex eclipse those of

0.0% . 0.0% 0.0% . the asset mgmt industry.
-2.0% 1 - 1.8%

-4.0% +—— -2.9%

-6.0% +—

-8.0%

-10.0% +——

S12.09% 44— =T5%

4.0%

-16.0% +—

-18.0% +——
-18.1%

-20.0%

Equity funds Hybrid funds Bond funds

2008-2015 Cumulative Change
m 2008-2015 CAGR

Data Source: Investment Company Institute and Lipper O Hedgeye Risk Management LLC. All Rights Reserved. 58
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COMPETITION RISING

Ned Lindsey, Chase’s managing director of customer The hig h end card
fulfillment, runs the Ohio plant and a sister facility in . .
Texas. On Aug. 24, Lindsey noticed something strange— market is belng
i card requests were coming in at an extremely high rate, all disru pted by old gua rd
5 ‘ for the Reserve, “We were seeing demand that was eight- to firms like J PMorga n.

tenfold more than what we expected,” he says. Lindsey, it
‘ seems, doesn’t read credit card blogs. Since July, a fever
The $450-a-year Sapphire Reserve card has points- had been building on social media among points-and-miles
and-miles-obsessed millennials fired up. obsessives aware that Chase was preparing a premium card
—one that would sit above its alreadv-popular Sapphire
Preferred, and offer rewards to match. Almost a month

before Chase introduced Reserve, the community
discovered the card’s perks through some leaked
information: a sign-up bonus of 100,000 points, triple
points on travel and dining, airport lounge memberships,
and credits that offset a $450 annual fee, among other
goodies, Of course, like its Sapphire Preferred brethren, the
card would have a weighty metal core that creates what is
known in the trade as “plunk factor.” Plasticheads got the
vapors. “When I first heard the details,” wrote Brian Kelly,
aka The Points Guy, probably the most influential card
blogger, “I had to sit down, because it sounded way too
good to be true.” The Sapphire Reserve, wiote another, Ben
Schlappig, is “beyond a no-brainer, possibly the most
compelling card we've ever seen.” On Reddit, a user shared
that Chase had accidentally published a Reserve
application link, and thousands of applications poured in
before the page was deactivated. By the official launch date
of Aug. 23, anticipation had built to the point that the
Chase site was bumrushed by a horde of deal-seekers.

Data Source: Bloomberg, http://www.bloomberg.com/news/features/2016-09-22/how-chase-made-the-perfect-high-for-credit-card-junkies O Hedgeye Risk Management LLC. All Rights Reserved.



COMPETITION RISING

The Sapphire deal is
actually pretty sweet.

Tripling down on bonuses

AmericanExpress  Chase Sapphire Citi
Platinum Reserve Prestige
Annual fee $450 $450 $450
Annual travel $200 $300 $250
credit
Points bonus None 3x on travel 3x on travel,
and dining 2x on dining
Sign-up bonus 40,000 points 100,000 points 40,000 points
(after $3,000 in (after $4,000 in (after $4,000 in
purchases in the purchases in the purchases in the

first three months) first three months) first three months)

Data Source: Bloomberg, http://www.bloomberg.com/news/features/2016-09-22/how-chase-made-the-perfect-high-for-credit-card-junkies O Hedgeye Risk Management LLC. All Rights Reserved. 61



COMPETITION RISING

This credit card is so popular that G
Chase ran out of them two days”

By Brooke Niemeyer, Credit.com
Published: Sept 8, 2016 9:17 a.m. ET

6% |3 || m 30|

The majority of the handcrafted Chase Sapphire Reserve cards went to
millennials

A few weeks ago, the Chase Sapphire Reserve credit card (and its lucrative sign-on
bonus) debuted and it looks like consumers took notice, as the bank reportedly ran
out of the cards due to high demand.

Chase JPM, +2.02% spokesperson Lauren Francis said that, for now, customers will
receive a plastic version of the card and the “handcrafted embedded metal cards will
be on [their] way for customers to use as soon as they are available.”

Francis said “tens of thousands of applications” for the card were approved in the
first two days following its release, with the majority of the cards going to millennials,
which she said “significantly exceeded our strongest expectations.”

Data Source: Marketwatch.com O Hedgeye Risk Management LLC. All Rights Reserved. 62



COMPETITION RISING

How Many Amex Platinum Card Members Are There? Does the Platinum Card
stand a chance?

by MileCards.com on Wed February 10, 2016 « No Comment
Ever wonder how many people hold Amex's top of the line cards, The Platinum Card and invitation-only
Centurion Card?

Surprisingly, it's easy to get a decent read on it, because every Platinum Card and Centurion Card member gets
a complimentary subscription to Departures Magazine from American Express, and non-members can't

subscribe to the magazine.

Since Departures is a magazine that accepts advertising which is based on circulation figures, it has to publish

audited circulation counts an a regular basis.

These circulation numbers are roughly equivalent to the number of Platinum and Centurion card members in
the United States, save for a handful of industry subscriptions.

As of early last year, the circulation figures say there are 1.3 million Platinum and Centurion Card members.

* 2010: 1.03 million
MARKET SERVED TOTAL QUALIFIED PERCENT OF TOTAL 2. QUALIFIED CIRCULATION BY ISSUES FOR PERIOD
American Express Individual Platinum and Centurion members 939,896 708 e 2011:1.08 million 2015 lssus Total Qualified
American Express Small Business Platinum and Centurion members 386,886 292 JanuaryFabrany 1.301,002
TOTAL QUALIFIED CIRCULATION 1,326,782 100.0 * 2012:1.16 million
March/April 1.311,564
e 2013:1.24 million]  way/une 1326,782
* 71% of them are via personal accounts . R
* 2014:1.29 million
® are via small business accounts * 2015: 1.31 million (first half of the year, other figures are year-end)

Data Source: MileCards.com ... http://milecards.com/1588426396/amex-platinum-card-members/ O Hedgeye Risk Management LLC. All Rights Reserved.
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2. QUALIFIED CIRCULATION BY ISSUES FOR PERIOD 2. QUALIFIED CIRCULATION BY ISSUES FOR PERIOD A look at growth in the
ifi ultra-high end.
R Total Qualified 2016 Issue Total Qualified g
January/February 1,301,002 January/February 1,370,197
March/April 1,311,564 Mareh,/April 1,379,777
May/June 1,326,782 May/ June 1,411,450
® 2010: 1.03 million
* 2011:1.08 million Platinum/Black BCIF
’ Card Holders Growth % Growth Cards Growth % Growth
. 2012:1.16 mill 2010 103 716
vzl a6 million 2011 108 50,000 4.9% 767 5.100,000 7%
N . 2012 116 80,000 7.4% 808 4,100,000 5.2%
* 2013:1.24 million 2013 1.24 80.000 6.9% 851 4,300,000 5.3%
2014 129 50,000 4.0% 89.6 4,500,000 5.3%
* 2014:1.29 million 1H15* 1.31 40,000 3.1% 91.0 2,800,000 3.1%
® 2015: 1.31 million (first half of the year, other figures are year-end)
Jan/Feb 2015 1,301,002 89.7
Mar/Apr 2015 1,311,564
; May/Jun 2015 1,326,782 91.0
that was supposed to last 10 to 12 months. (The company v
declined to say how many Preferred or Reserve cards it’s Jan/Feb 2018 1.370,197 69,135 5.3% %1 5 6.0%
) - ’ ‘ ) Mar/Apr 2016 1,379,777 68,213 5.2%
issued.) To continue to sate the appetite for the Sapphire May/Jun 2016 1,411,450 84,668 6.4% 875 @) 3.8%
Reserve, Chase had to switch to standard plastic cards as * We doubled the rate of growth from YE2014 to 1H15 to estimate 2015's growth rate.
placeholders. The bank says it’s now sent out as many Source: Departures Magazine Circulation Data; SEC Filings
plastic cards as metal—two years’ worth of cards, gone in

less than a month. : T . . - .
Francis said “tens of thousands of applications” for the card were approved in the

first two days following its release, with the majority of the cards going to millennials,
which she said “significantly exceeded our strongest expectations.”

Data Source: Bloomb Ires Magazine, MileCards.com ... http://milecards.com/1588426396/amex-platinum-card-members/ O Hedgeye Risk Management LLC. All Rights Reserved. 64



COMPETITION RISING

Capital One US Card Purchase Volume Growth Y/Y % Chg
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Source: SEC Filings ' Hedgeye Risk Management

Data Source: SEC Filings

Even mid-tier players
like Capital One are
putting Amex to shame
on the growth front. This
is because they've
stepped up their
competitive game
dramatically.

O Hedgeye Risk Management LLC. All Rights Reserved.



COMPETITION RISING

J.D. Power
2016 U.S. Credit Card Satisfaction Study®"

Amex is no longer the
undisputed king of the

J.D. Power
2013 U.S. Credit Card Satisfaction Studys"

Discover

American Express

Customer Satisfaction Index Ranking
(Based on o 1,000-point scale)

Customer Satisfaction Index Ranking
(Based on a 1,000-point scale)

JDPower.com
IDPower.com Power Circle Ratings™
Power Circle Ratings™ 00 700 200 for consumers:
55 0 5 700 00 for consumers:
- _ - : American Express I 816 P0000

oo
™~
il

Capital One
Industry Average
Barclaycard
Chase

U.S. Bank

Bank of America

Wells Fargo

E R ¥l

]
&

3
=1

=]
&

S

Citi

Synchrony Bank

5
~
~
=

Power Circle Ratings Legend
© Among the best
Better than mast
About gverage
The rest

Source: J.D. Power 2016 U S. Credit Card Satisfaction Study™*

be accompanied by o statement identifying

Discover 812 00000
Chase i ‘ 783 0000
Industry Average _ 767 Qo0
Barclaycard :l 764 TY )
U.S. Bank e 759 000
Wells Fargo e ] 757 9
Capital One 756 @00
Bank of America 749 000
GE Capital Retail Bank 742 00

Citi | 741 0

HSBC 709 00

Sowre: J D Pover 2013 U.S. Credt Card Sassfaction Study ™

J.D. Power as
urce. Rankings are b

Charts and graphs extracted from this press release must be ac
the pubi ndthe J.D, Power 2013 U.8S, Cr

. and not necess
f umer ratings in J.D. Power s
No advertising or other promotional use ce
without the express prior written consent of J.D. Power

lo Ratings, visit jdpower
ormation in this release or J.D. Power survey 1

mountain.

All Rights Reserved.
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FX PRESSURES RE-ENGAGED

American Express vs. the US Dollar A look at how AXP
shares performed the

— A XP Share Price @ Costco Announcement —|CE US DOLLAR INDEX - RHS
$100 - - 105 last time the dollar went
on a significant run.
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FX PRESSURES RE-ENGAGED

1 é‘\ The dollar is once again
o A ‘ ' rising, and is higher b
nnex 2 9 gher by
’ 4% vs the 1Q16 average

Regional Billed Business — Reported & FX-Adjusted* level. By comparison
% Increase/(decrease) vs. prior year ?

1Q15 was higher by
i e i i i i “18% vs 1Q14. A 4% Y/Y

EMEA .
increase would shave
Reported 7% 1% (9%) (9%) (5%) (4%) 3% 3% 2% I’OUgh'y 1% Off total
FX-Adjusted 7% 9% 6% 7% 7% 5% 8% 6% 7% reported top line
JAPA growth.
Reported 16% 7% 6% 4% (2%) 5% 8% 12% 22%
FX-Adjusted 16% 14% 15% 16% 13% 14% 13% 13% 16% In 2015, +16% dollar
LAcc strength impacted top
Reported 1% (7%) (14%) (18%) (24%) (19%) (14%) (9%) (0%) line growth by 4%.
FX-Adjusted 8% 3% (4%) (5%) (5%) 0% 5% 6% 7%
Total Intl. For a company trying to
Reported 9% 1% || (3% (5%) (8%) (3%) 2% || 5% 10% grow top line in the low-
| | Il | . . o o
FX-Adjusted 11% % || 8% | 8% 7% 8% 9% || 10% 1% to-mid single digits, a
*See slide 2 for an explanation of FX-adjusted information. 2( mld-SIngle dlglt Currency
2015 10-K headwind matters.

Adverse currency fluctuations and foreign exchange controls could decrease earnings we receive from our international operations and impact our capital.
During 2015, approximately 24 percent of our total revenues net of interest expense were generated from activities outside the United States

We are exposed to foreign exchange risk from our international operations, and accordingly the revenue we generate outside the United States is subject to unpredictable |t’s also WOrth noting
fluctuations if the values of other currencies change relative to the U.S. dollar, which could have a material adverse effect on our results of operations . .
For the year ended December 31, 2015, foreign currency movements relative to the U.S. dollar negatively impacted our net revenues of $32.8 billion by approximately $1.3 billion that 1Q17 will be |applng

as the U.S. dollar strengthened against many currencies over the course of the year.

a leap year.

Data Source: American Express Earnings Presentation (3Q16), 2015 10-K O Hedgeye Risk Management LLC. All Rights Reserved. 69



FX PRESSURES RE-ENGAGED

FOREIGN SALES
AXP vs S&P 500 Financials Sector

Foreign Sales (USD] Total Sales (USD) % Foreign Sales

AXP 8.194 32818 25%

Median 14%

Average 20%

Total 244,057 1,314,253 19%

Foreign Sales (USD) Total Sales (USD) % Foreign Sales

1 AFL-US 14,738 20,872 1%
2 XL-Us 4,844 10,669 61%
3 WLTW-US 2,219 3.829 58%
4 MMC-US 6.617 12,893 51%
5 IZ-US 2,501 3.643 49%
6 ADN-US 5,619 11.682 48%
7 C-Us 35,067 76,354 46%
8 GS-US 14,618 33,820 43%
9 STI-US 4,428 10,629 43%
10 MCO-US 1,476 3,485 42%
11 ICEUS 1,367 3.338 41%
12 AMG-US 994 2,485 40%
13 CB-US 7.595 16,715 40%
14 SPGI-US 21M 5313 40%
15 BEN-US 2,554 6.618 39%
16 PRU-US 20,968 48,630 37%
17 BK-US 5413 15,194 36%
18 BLK-US 3.899 11.401 34%
19 LM-US 793 2,661 30%
20 NDAQ-US 995 2.090 29%
21 NTRS-US 1,358 4,703 29%
22 MS-Us 10,075 35,155 29%
23 MET-US 19,202 69,470 28%
24 AG-US 15,961 57,591 27%
25 AJG-US 1,351 5,392 25%
26 AXP-US 8,194 32,818 25%
27 JPM-US 22,280 96,600 24%
28 BRK.B-US 8,249 210,821 19%
29 LUK-US 1,539 10,886 14%
30 AIZ-US 1,408 8,047 14%

Data Source: Factset

FOREIGN SALES
AXP vs S&P 500 Financials Sector

Foreign Sales (USD] Total Sales (USD) % Foreign Sales

AXP 8,194 32,818 25%
Median 14%
Average 20%
Total 244,057 1,314,253 19%
Foreign Sales (USD) Total Sales (USD) % Foreign Sales
BAC-US 10,848 82,507 13%
AMP-US 1,095 12,170 9%
UNM-US 751 10,731 7%
TRV-US 1,688 24121 6%
COF-US 1,252 23,413 5%
BBET-US - 9.800 0%
CFG-US - 4,824 0%
CINF-US - 4,480 0%
CMA-US - 2,739 0%
DFS-US - 8.739 0%
ETFC-US - 1,428 0%
FITB-US - 6,587 0%
HBAN-US - 3.022 0%
HIG-US - 18,377 0%
KEY-US - 4,256 0%
LMC-US - 13,900 0%
L-Us - 13.415 0%
MTB-US - 4,668 0%
NAVI-US - 2,561 0%
PBCT-US - 1,285 0%
PGR-US - 20,564 0%
PHC-US - 15,225 0%
RF-US - 5,378 0%
STHUS - 8.174 0%
SYF-US - 9,747 0%
TMK-US - 4,005 0%
UsSB-US - 20,306 0%
WFC-US - 86,057 0%
ZION-US - 2,229 0%

Source: Factset

Among the 59 S&P 500
Financial companies,
American Express has
the 26t largest share of
international revenue.

Relative to all 500
companies in the S&P
500, American Express
is mid-pack in terms of
its exposure to
international revenue at
#260.

O Hedgeye Risk Management LLC. All Rights Reserved. 70
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SHORTING THE RICH

Luxury Goods
Consumption is in
decline.

Luxury Goods Consumption, YoY %

12.0% {PCE for Pleasure Boats, Aircraft, Jewelery, Watches)
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Data Source: Bloomberg, BEA, Hedgeye

O Hedgeye Risk Management LLC. All Rights Reserved. 72



SHORTING THE RICH

Thus far, 2016 is

Luxury Goods Consumption, YoY % showing an incredible
(PCE for Pleasure Boats, Aircraft, Jewelery, Watches) slowdown in the luxury

- 0% market.

6.5%
B6.0%
5.0%
4.0%

3.0%

2.0%

1.0%

0.0% .
2030 2011 2012 2013 2014 2015 2016

Data Source: Bloomberg, BEA, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 73
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INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

- \v Graph All entifiers

American Express Company
72.040.550.77% 4.00:40 PM VWAP.71.71

e e G R — [ R e e S -

mmmmm?;ﬁ'

7
feeleeleead B
s mmmmd@

\??mmmmd@

w
W,
W,
w

WO D e o

muf\wt‘}ﬂl‘]'

U)g
Y
0 U)U.‘U,‘m‘i'

-

wwmm, P
w
ww®
_ @
17
)

VS oo @
w®
w.

w Uq‘;m
j’"»

ww®__
AT

DB O SRR

=1

R

~Seiesv WTD(A)r 2yv Localr $f Ll B O k- & W _ | A

High: 96.24 Low. 9.71 Chg: 37253%

g>
@.
Dz m@’
mg

%)
*Dnee

I \\—‘jﬁim

wagl

LD RD g
,m‘ﬁ'

—mm‘%
o=,/ Den
o G

7
—ewn
R 237 173
Dy O
e

, Cvol:4806,900 Avy 6563218
American Express Gompany - Relative Strength Index (RSI)

Josh Steiner Charts - 6.22.15
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American Express saw
significant insider selling
in the 2003-2007
period and again in
2013 and 2014, both of
which were followed by
sharp declines in the
stock. There continues
to be insider selling at
the company with only
two insider buys since
20M.

© Hedgeye Risk Management LLC. All Rights Reserved. 75



INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

e: Factset

HEDGEYE INSIDER SELLING SUMMARY TABLE
COMPANY: American Express Company

Sale Date Reporting Person Title Transaction Value Number of Shares
(8)

11/14/2016 GUPTA ASHWINKUMAR HARBANSLAL Pres, Crdt RiskiGlbl Info Mgt $646,711 (8,930))
11/14/2016 GUPTA ASHWINKUMAR HARBANSLAL Pres, Crdt Risk/Glbl Info Mgt 59,908,217 (137,100)
11/11/2016 SOBBOTT SUSAN Pres., Glbl Commercial Pymnts 51,351,654 (19,186))
10/21/2016 GUPTA ASHWINKUMAR HARBANSLAL Pres, Crdt Risk/Glbl Info Mgt 59,450,481 (140,808)
05/25/2016 SOBBOTT SUSAN Pres., GIbl Commercial Pymnts 5961,671 (14,682))
05/24/2016 ONEILL MICHAEL J /AMERICAN! EVP, Corp Affairs & Comm $3,357 266 (51,690))
05/19/2016 CHENAULT KENNETH IRVINE Chairman & CEQ; Director 552,561,344 (838,968)
04/22/2016 ZUKAUCKAS LINDA K EVP & Corparate Comptroller 5168306 (2,547))
11/20/2015 GUPTA ASHWINKUMAR HARBANSLAL Pres-Risk/info Mgmt & AXP CRO 7,471,528 (103,084)
11/11/2015 BUCKMINSTER DOUGLAS E Pres, Global Consumer Services $3,376,233 (46,345))
07/20/2015 SQUERI STEPHEN J Vice Chairman $1,520,000 (20,000))
07/30/2015 SQUERI STEPHEN J Vice Chairman $15,160,024 (199,474)|
05/27/2015 SQUERI STEPHEN J Group Pres., Global Corp Serv 534,553,040 (431,913)
05/26/2015 SAMPLE NEAL President, Enterprise Growth $348,555 (4,317)]
05/18/2015 CHEMNAULT KENNETH IRVINE Chairman & CEO; Director 555,624,750 (595,000)
05/18/2015 CHENAULT KENNETH IRVINE Chairman & CEQ; Director $5,942,940 (74,000)
04/30/2015 WILLIAMS ANRE D Pres. Global Merchant Services 52,684,733 (24,608))
03/02/2015 ZUKAUCKAS LINDA K EVP & Corporate Comptroller $326,360 (4,000))
02/26/2015 SILVERMAN JOSHUA G President Consumer Prod & Serv 5458 382 (5,530
02/26/2015 SILVERMAN JOSHUA G President Consumer Prod & Serv $2,531,378 (30,539))
08/28/2014 BUSH JAMES PETER EVP, World Service $877,530 (9,807))
08/28/2014 BUSH JAMES PETER EVP, World Service 56,267,306 (77,005)
08/28/2014 SOBBOTT SUSAN President Global Corp Payments $3,731,229 (41,844))
08/06/2014 Estate Of Edward P Gilligan 51,019,357 (11,820))
08/06/2014 Estate Of Edward P Gilligan $29,780,568 (345,322)|
08/05/2014 COXLKEVIN Chief Human Resources Officer 5438247 (5,053))
08/05/2014 COX L KEVIN Chief Human Resources Officer 4,982,378 (57,447)
05/29/2014 HAYES JOHN D EVP, Advertising $3,579,397 (29,265))
03/06/2014 BUSH JAMES PETER EVP, World Senvice 5639360 (6,852))
03/06/2014 BUSH JAMES PETER EVP, World Service $6,358,890 (68,148))
03/03/2014 BUCKMINSTER DOUGLAS E Pres, Int| Consumer & SBS $3,582,400 (40,000))
02/28/2014 SCHICK THOMAS A EVP-Carp. Affairs $1,927,253 (21,160))
02/28/2014 SCHICK THOMAS A EVP-Corp. Affairs 519,058,738 (208,840)
02/26/2014 CHEMNAULT KENNETH IRVINE Chief Executive Officer; Director $3514,743 (39,328))
02/26/2014 CHENAULT KENNETH IRVINE Chief Executive Officer, Director 54,538,273 (50,220))
02/26/2014 CHENAULT KENNETH IRVINE Chief Executive Officer; Director $50,768,700 (666,615),
02/06/2014 Estate Of Edward P Gilligan 54,074,811 (47,720))
02/06/2014 SCHULMAN DANIEL H Group Pres, Enterprise Growth 56,600,103 (77 466))
02/04/2014 COX L KEVIN Chief Human Resources Officer 52,166,556 (25,820))
02/04/2014 COX L KEVIN Chief Human Resources Officer $9,614,408 (114 580)|
01/22/2014 HAYES JOHN D EVP, Advertising 51,710,725 (18,824))
01/22/2014 HAYES JOHN D EVP, Advertising $12,772,820 (140,546)|
01/21/2014 WILLIAMS ANRE D Pres. Global Merchant Services $5,313,580 (58,925))
12/05/2013 JORDAN VERNON E JR $3,222,263 (38,183))
12/05/2013 JORDAMN VERMON E JR 5740045 (8,760))
12/03/2013 GUPTA ASHWINKUMAR HARBANSLAL Pres-Risk/Info Mgmt & AXP CRO 56,647,925 (102,500)
Total Insider Selling Over Last Month $11,906,582 (165,216)|

u | : . q : ‘ - Total Insider Sslling Over Last Year 578,414,650 (1,213.911)

. - Total Insider Selling Over Last 2 Years: $208,422 573 (2,862,719)|

Source: Factset Total Insider Selling Qver Last 3 Years! $413,950,178 (5,134,839)

edgeye Risk Manageme

A more detailed look.

All Rights Reserved
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INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

American Express Form-4 Filer Open Market Insider Sales - Last 3 Years

CHEMAULT KEMMETH IRVINE
SQUERI STEPHEN J

GUPTA ASHWINKUMAR HARBAMSLAL

Estate Of Edward P Gilligan®*
SCHICK THOMAS A

HAYES JOHN D

COX L KEVIN

BUSH JAMES PETER
WILLIAMS ANRE D
BUCKMINSTER DOUGLAS E
SCHULMAM DAMIEL H
SOBBOTT SUSAMN

JORDAM VERMOM E JR
OMEILL MICHAEL J /AMERICAMI
SILVERMAM JOSHUA G
ZUKAUCKAS LINDA K
SAMPLE MEAL

Chairman & CEQ; Directar
Wice Chairman
Pres, Crdt Risk/Glbl Info Mgt

EVP-Corp. Affairs

EVF, Advertising
Chief Human Resources Officer

EVP, World Service
Pres. Global Merchant Services
Pres, Global Consumer Senvices
Group Pres, Enterprise Growth
Pres., Glbl Commercial Fymnts

EVP, Corp Affairs & Comm
President Consumer Prod & Serv
EVP & Corporate Comptroller
President, Enterprise Growth

$413mn in sales in the
last 3 years.

$181,960,750
51,233,064
$36,133,862
534,374,736
$20,985,991
$18,062,042
17,201,550
514,743,086
$7,098,313
%6,058,633
%6,600,103
56,044,554
$3,062,308
$3,357 266
$2,989,760
$404, 666
5348 555

Tuotal

5413950178

[Total - ex Ed Gilligan

$379,075,442|

** Ed Gilligan passed away in early 2015 and obviously we intend no disrepect nor signaling value from the sales from his estate.

Source: Factset

Data Source: Factset

O Hedgeye Risk Management LLC. All Rights Reserved.
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INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

Here’s how that

. .. . . compares over time.
Amex Insiders Sell Less When Conditions Are Deteriorating

$400,000,000

$350,073.935

mAnnual Form 4 Open Market Insider Sales
$350,000,000 L
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Data Source: Factset O Hedgeye Risk Management LLC. All Rights Reserved. 78



INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

HEDGEYE INSIDER SELLING SUMMARY TABLE

COMPANY: American Express Company

Insider buyers have
been few and far
between — just 2 in the
last six years.

Sale Date Reporting Person Title Transaction Value Number of Shares
(%)
01/26/2016 WILLIAMS ROMALD A Director $1,001,400 18,040
05/20/2015 WILLIAMS ROMALD A Director $1,100,113 13,585
02/26/2015 CAMPBELL JEFFREY C EVP, Chief Financial Officer $2,080,250 25,000
Total Insider Selling Over Last Month 50 -
o : . I q w‘ : Total Insider Selling Over Last Year: $1,001,400 18,040
- Total Insider Selling Over Last 2 Years: 54,181,763 56,625
Source: Factset Total Insider Selling Over Last 3 Years: 54 181763 56,625

Data Source: Factset

O Hedgeye Risk Management LLC. All Rights Reserved.
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INSIDER BEHAVIOR - AMERICAN EXPRESS (AXP)

With a mostly good
track record, this
doesn’t bode terribly
well.

Purchase Trends Appear to Have Less Signaling Value Historically

$9B60,832

$10,000,000
mAnnual Form 4 Open Market Insider Purchases
$9,000,000 3
$8,000,000 r
$7,000,000 3
$6,000,000 -

$5.000,000

$3,889,133

$4,000,000

$3,180363

$2,733,868

$3,000,000

$2,072,658
$1,984,000
.

$1.653,800

$2,000,000

™~

3 0

S g

& 3

1,000,000 i +r
$ el I &

$0 .
B el
Q()

)
[#)
,6' F $1,001400

Shrewd

Rl
T T

o
&
N & g
"1/0 Q

74 I $217.777

2
eO
~o.

2

>

v')
2

%
-

Data Source: Factset O Hedgeye Risk Management LLC. All Rights Reserved. 80



HEDGEYE




VALUATION

13x isn’t cheap.
AXP MULTIPLE - NTM PE Vs. Global Volume Growth Rate
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VALUATION

AXP MULTIPLE - NTM PEG Vs. Global Volume Growth Rate
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Especially when growth
is taken into account.

O Hedgeye Risk Management LLC. All Rights Reserved.



ESTIMATES

Our numbers vs the

. Street.
AXP Estimates: Consensus Vs. Hedgeye (2017-2018)
$7.00 -
$6.22

$6.00 - ss50 | 1%

-31%
$5.00 - $4.79

$4.30
$4.00 -
$3.00 - $2.67
$2.00 - -10%
$1 00 - $£0.99 $0.89

4Q16 2017 2018 2019
Street mHedgeye

Data Source: Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 84



OTHER HEADWINDS

More headwinds in 4Q.

American Express Co. ae) ﬂ Corrected Transcript
Q3 2016 Eamings Call 19-Oct-2016

We believe that the fourth quarter provides an opportunity to bring together and leverage the combined impact
from all of these initiatives to best position the company for growth in 2017 and many years beyond. As a result,
we now anticipate that marketing and promotion expenses during Q4 will be significantly higher sequentially; and

that for the full year, M&P will be more than 10% abovwe 2015 lewels.

American Express Co. ) @ Corrected Transcript
Q3 2016 Eamings Call 19-Oct-2016

The reported rewards expense declined 11% versus the prior year, much more than the 3% decline in reported
billings | mentioned earlier. We first noted this variance in Q2, as the billings from cobrand products that formally
drove rewards expense come off the network and are partially replaced with new wlumes that are more likely to
eam cashback rewards, which are recorded as contra-discount revenue.

Excluding wolumes and rewards from the Costco cobrand in the prior year and including the cost of rewards on
cashback products, the growth in adjusted rewards was relatively in line with the growth in adjusted proprietary
billings this quarter.

Looking forward, howewver, and consistent with our Investor Day expectations, we would expect this trend to
change; and for rewards, including cashback, to grow faster than billings as we continue to enhance our product
value propositions overtime beginning in the fourth quarter due to the recent enhancements to our U.S. Platinum
products.

Data Source: Company Documents O Hedgeye Risk Management LLC. All Rights Reserved. 85



HERE’S THE GAMEPLAN

Everyone has a plan ...

SN - - Mike Tyson
= . . €
Scenario Assumptions >

Stronger
Revenue Growth

&10%
o%

~ Calculated Discount Rate Erosion 4-6 bps/yr

Reported Discount Rate 2-3 bps/yr

er 2-3bps/yr

%
i rds Expense Grc - 11-12%
rite-Off R 15-25 bps/yr
2-4%
. dpex | 1-2%

Data Source: Company Documents O Hedgeye Risk Management LLC. All Rights Reserved. 86



EARNINGS SURPRISE HISTORY

Key Statistics FactSet Estimates

American Express Company (AXP) $72.53

The company usually
2 beats numbers and the
stock usually sells off.

8 m
s 1 ol L L | =, L .7
[ — | i
-
g 10
-y Y— ———_—-_— L Bl | __-
5 -
g -10
£ 12 13 14 15 18
GAAP | U.S. Dallar
Period Event Date After Event Surp (%) Num of Est Guid (H Price Imp (%)
- - 26 6 -
20 Oct16 24 28 3
21 Jul16 22 T4 2
21 Apr*16 30 117 7
22 Jan'16 23 30
22 Oct'15 24 30
23 Jul1s 1.42 30
17 Apr*15 A8 29
22 Jan"5 39 28
16 Oct'14 AD 25
30 Jul14 43 23
17 Apr'14 26
17 Jan'14 26
17 Oct13 26
18 Jul"13 27 26
18 Apr'13 5 Z
Dec 12 18 Jan 13 23
Sep'12 18 Oct'12 08 26
Jun ™2 19 Jul™2 15 23
Mar'12 19 Apr'12 23
Dec 11 20 Jan’'12 ) 23

Data Source: Factset O Hedgeye Risk Management L All Rights Reserved.



DOJ ANTI-TRUST CASE: OVERVIEW & POTENTIAL IMPACT

This case presents

a major risk to
Case Overview: AmEXx’s financial

The Justice Department brought an anti-trust case against American Express alleging that health because of
the provisions in its merchant agreements that prevent merchants from asking customers if

they have another card that they can use (as an attempt to avoid paying the higher the impact that an

processing fee of AmEX cards) violates anti-trust laws, because it prohibits merchants from adverse ruling

using various tactics to avoid the fees associated with AmEx products. could have on the
way that the
company conducts
business.

Potential Impact of Ruling:

“An adverse outcome in these proceedings against us (including an adverse final judgment
following appeal in the DOJ and state action) could have a material adverse effect on our
business and results of operations...Even if we were not required to change our merchant
agreements, changes in Visa’s and MasterCard’s policies or practices as a result of legal
proceedings, lawsuit settlements or regulatory actions could result in changes to our
business practices and materially and adversely impact our profitability”.

- American Express 2015 10K Filing.

Data Source: American Express Company Filings, Department of Justice, Hedgeye. O Hedgeye Risk Management LLC. All Rights Reserved.



DEPARTMENT OF JUSTICE ANTI-TRUST CASE

While the Federal

Timeline of DOJ case v. American Express Appeals Court

Dec. 2015:

The
Feb. 2015: Appellate
The US Court grants
Oct. 2010: District AmEx a
The DOJ files Court in temporary
an anti-trust New York staBof the
suit against sides with 0J
AmEx. the DOJ. injuction.
Jul. 2014: May 2015:
The case AmEX
goes to
trial in New a@gﬁ'&:ﬂf
York. Court's
ruling.

Data Source: American Express/ Master Card/ Visa Company Filings, Global Payments, Hedgeye.

Sep. 2016:

The Federal
Appeals
Court

reverses the
US District

Court's ruling,

siding with
AmEx.

Nov. 2016:

The DOJ
files a
petition for
a Panel
Rehearing
and a
Rehearing
En Banc.

ruled in favor of
AmEXx in
September, the
DOJ recently filed
a petition for a
rehearing of the
arguments in the
case.
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4. THE CREDIT CYCLE
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CYCLE PERFORMANCE - AMERICAN EXPRESS (AXP)

120.00

100.00

80.00

60.00

40.00

20.00

AMERICAN EXPRESS (AXP) STOCK PRICE (1991-PRESENT)

Early Cycle
Total Return:
+79%
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Data Source: Factset, Hedgeye

................. Mid Cycle Total
Early Cycle Return: +93%
Early Cycle Late Cycle Total Return: | Late Cycle
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i Mid Cycle
Total Return:
+23%
Cycle Peak to
Trough
Decline: ?2?
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Trough Trough Decline: -33%
Decline: -59% | Decline; -84% |
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©2016 HEDGEYE RISK MANAGEMENT

American Express offers
an interesting case
study in credit card
cycle performance. In
the last two cycles the
stock has seen peak-to-
trough declines of -59%
and -84%, respectively,
while generating total
return of +8% and -77%
in the “late cycle” (final
third) portion of the last
two cycles. Currently the
stock has declined by -
33% from its mid-2014
peak in the mid-$90s.

One thing to note is that
in the early 1990s,
American Express was a
more diversified
Financial Services
company.
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CYCLE PERFORMANCE STUDIES - FINS SUBSECTORS

Hedgeye Financials Sub-Sector Performance Across the

Early Cycle
(Jan 91 -
Dec 94)

E-Brokers
Services
Homebuilders

Small Cap Banks
Large Cap Banks
Traditional AM
Auto Insurers

Mid Cap Banks
I-Banks/Boutiques
Life Insurers

MI / Fin Guaranty
Insurance Brokers
P&C Insurers
Mortgage Finance
Consumer Finance

Source: Hedgeye, Factset

Data Source: Factset, Hedgeye

Market Cycle (1991-2002)

Mid Cycle
(Dec 94 -
Nov 98)

E-Brokers

Cards

Large Cap Banks
Mid Cap Banks
Traditional AM
I-Banks/Boutiques
Services

Auto Insurers

Life Insurers

Small Cap Banks
Ml / Fin Guaranty
Homebuilders
P&C Insurers
Insurance Brokers
Consumer Finance
Mortgage Finance

Late Cycle
(Nov 98 -
Oct 02)

Homebuilders
Insurance Brokers
Mortgage Finance
Small Cap Banks
Traditional AM
Services
E-Brokers

MI / Fin Guaranty
I-Banks/Boutiques
Consumer Finance
Mid Cap Banks
P&C Insurers
Large Cap Banks
Auto Insurers
Cards

Life Insurers

We were curious whether
certain subsectors of
Financials were consistent
underperformers /
outperformers based on
different points in the cycle.

This is the output of the first
of three cycles that we
evaluated. It covers the
1991-2002 period. We
divided the Early / Mid /
Late cycle bins evenly and
compared performance.
Cards were one of the best
mid-cycle performers and
one of the worst late-cycle.
Note, there was no early
cycle performance to
evaluate due a lack of
companies.
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Hedgeye Financials Sub-Sector Performance Across the

Early Cycle
(Nov 02 -
Dec 04)

Debt Collectors
Traditional AM
Consumer Finance
Homebuilders
Mortgage Finance
Cards

Services

Small Cap Banks
E-Brokers
|I-Banks/Boutiques
Fin Tech

P&C Insurers
Reinsurers

Life Insurers
Large Cap Banks
MI/ Fin Guaranty
Auto Insurers

Mid Cap Banks
Insurance Brokers
Exchanges

Source: Hedgeye, Factset

Data Source: Factset, Hedgeye

Mid Cycle
(Dec 04 -
Jan 07)

Exchanges
I-Banks/Boutiques
Fin Tech
E-Brokers
Consumer Finance
Traditional AM
Services

Life Insurers
Large Cap Banks
P&C Insurers
Insurance Brokers
Auto Insurers

MI / Fin Guaranty
Reinsurers
Mortgage Finance
Mid Cap Banks
Cards

Small Cap Banks
Homebuilders
Debt Collectors

Market Cycle (2003-2009)

~

Late Cycle
(Jan 07 -
Feb 09)

Reinsurers
Insurance Brokers
Fin Tech

Services

P&C Insurers
Auto Insurers
Small Cap Banks
|I-Banks/Boutiques
Exchanges
Mortgage Finance
Debt Collectors
E-Brokers
Traditional AM
Consumer Finance
Mid Cap Banks
Large Cap Banks
Life Insurers
Homebuilders
Cards

MI / Fin Guaranty

CYCLE PERFORMANCE STUDIES - FINS SUBSECTORS

This is the output of the
second of three cycles
that we evaluated. It
covers the 2003-2009
period. Cards were one
of the better early-cycle
performers, but
performed poorly mid-
cycle and were the
second worst overall
subsector late cycle.

It'’s interesting to note
that cards were the
second worst overall
performer in both the
previous cycle and this
cycle.
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Hedgeye Financials Sub-Sector Performance Across the

Early Cycle
(Mar 09 -
Jan 12)

Debt Collectors
Cards

Mortgage Finance
Services
Traditional AM
Consumer Finance
Life Insurers

MI/ Fin Guaranty
Mid Cap Banks
Homebuilders
Exchanges

Fin Tech

Large Cap Banks
P&C Insurers
Auto Insurers
Small Cap Banks
Insurance Brokers
Reinsurers
E-Brokers
|I-Banks/Boutiques

Source: Hedgeye, Factset

Data Source: Factset, Hedgeye

Market Cycle (2009-2017E)

Mid Cycle
(Jan 12 -
Nov 14)

MI / Fin Guaranty
Fin Tech

Debt Collectors
Mortgage Finance
Services

Cards

Life Insurers
Exchanges
E-Brokers
Homebuilders
Traditional AM
Large Cap Banks
|I-Banks/Boutiques
Mid Cap Banks
Small Cap Banks
P&C Insurers
Auto Insurers
Insurance Brokers
Reinsurers
Consumer Finance

Late Cycle
(Nov 14 -
Sep 17E)

Exchanges
Services

Fin Tech

P&C Insurers
Auto Insurers
Insurance Brokers
Small Cap Banks
Reinsurers

Mid Cap Banks
Consumer Finance
E-Brokers

Life Insurers
Large Cap Banks
Homebuilders

MI / Fin Guaranty
Cards
|I-Banks/Boutiques
Traditional AM
Mortgage Finance
Debt Collectors

CYCLE PERFORMANCE STUDIES - FINS SUBSECTORS

In this final assessment,
we’ve taken some
creative liberty. Namely,
we’ve assumed that the
cycle lasts one more
year. This was a
necessary assumption
in order to divide the
cycle into even thirds
and analyze
performance. For
reference, the 1990s
cycle lasted 9 years, the
2000s cycle lasted 6
years, and our
assumption is that this
cycle lasts 8 years.
Interestingly, cards were
the second best
performing sector early
cycle, top-third mid-
cycle and thus far are
bottom quartile late
cycle.
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SMALL BUSINESS CANARIES - LOAN VOLUMES

Small Business lending

Small Business Lending Index volumes dropped -12.7%
160 MoM in July according
to the latest Thomson
130 —— Thomson Reuters/PayNet Small Business Lending Index Reuters/Paynet Small
Business Lending Index.
140 At an index reading of
130 121.5, this represents the
slowest pace of small
120 business lending activity
= in almost two years
110 outside of the peak
growth/deflationary
100 angst print in January.
S0
Looking back, lending
80 peaked in Jan, 2007 in
the last cycle and
70 declined “15% by the
end of 2007. This cycle,
B A P G 5 B e e N T i D B lending peaked in June,
2015 and is now down
Source: Thomson Reuters/ Payiet N17%'

Data Source: Thomson Reuters/PayNet O Hedgeye Risk Management LLC. All Rights Reserved. 95



SMALL BUSINESS CANARIES - LOAN VOLUMES

The Y/Y change taking
place in small business
lending originations is
also striking. Three of
the last four monthly
prints have been

Thomson Reuters/PayNet SBLI Year-Over-Year Change
(January 2006 - July 2016)
40%

35%
30%

25% negative Y/Y and the
20% most recent print is
15% down over 15%. The last

time the index looked
like this was December,
2007.

10%
5%
0%

-5%

-10%
-15%
-20%
-25%
-30%
-35%

-40%
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Data Source: Thomson Reuters/PayNet O Hedgeye Risk Management LLC. All Rights Reserved. 96



LARGE & MID-SIZE CANARIES - C&lI LOANS

A net percentage of
banks tightened C&l
lending standards for
0.0 the fourth quarter in a
row in the most recent

60.0 Fed Senior Loan Officer
Survey (Early August).
40.0 9% of banks tightened
200 C&l standards for large
/ ¥ and medium firms (7%

for small firms). While

the net percentages are
(20.0) still fairly low, it’s the
trend inflection that
matters.

Net Percentage of Banks Tightening Standards for C&I Loans

100.0

Percent

{40.0)

{60.0)

{80.0)

C&l lending standards
tightened in 3Q16.

{100. np

; o G T8O S
*P*’““*"*F@*“-é*’#@«sﬁ'@“ﬁﬁﬁ P
s===l_arge & Medium Firms  ss==5mall Firms

Data Source: Federal Reserve O Hedgeye Risk Management LLC. All Rights Reserved. 97



LARGE & MID-SIZE CANARIES - C&lI LOANS

Senior Loan Officer Survey Measures of C&I Spreads, Standards and Historically, when C&l
Demand (1992-Present) standards have begun
e to tighten it has

coincided with a general
tightening in credit
conditions.

80

20 - 4 Il:i || n!!]l |
A ||| ‘ 060 ‘
i il

L O ~-l ‘|]|I| 1 ||.||

A
I
o "

60 - B Increasing Spreads on C&l (Inverted) A

@ Tightening Standards on C&l (Inverted)
A Decreasing Demand (Inverted)

||| ||. ‘||| I|||| )

‘ I

Net Percentage of Banks Reporting
8 =)

80

100
oPa”é‘*q"c?m"é“é‘o?’@@@&ﬁ"&ﬁ’ﬂ“ﬁ‘@s?’s IR
O g Y G G 0 T T o o o 0 @""

Source: Federal Reserve Senior Loan Officer Survey ©2016 HEDGEYE RISK MANAGEMENT
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LARGE & MID-SIZE CANARIES - CRE LOANS

The persistent negative
responses in the C&l

Net Percentage of Banks Tightening Standards for C&I Loans (Inverted)
vs. S&P 500 Financials Sector Index Price

‘E and CRE lending
Tioao) e R R 600 categories appears to
£ oo - be signaling an
= . inflection point in the
oo credit cycle. The chart
(40.01 to the left shows

4D

historical C&l lending
standards (LHS) vs the
S&P 500 Financials
Index (RHS). C&l lending
standards have
historically begun
tightening coincident

[20.01]

300

e LOOSENINE Stand:

Net Percentage of Banks Tightening Standards (Inw
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Source: Federal Reserve Senior Loan Officer Survey
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100.0

Parcent

(20.0)

{40.0)

{60.0)

{80.0)
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& o
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== Construction and land development

Data Source: Federal Reserve

Net Percentage of Banks Tightening Standards for CRE Loans

CRE lending standards tightened in

====Monfarm nonresidential

LARGE & MID-SIZE CANARIES - CRE LOANS

Commercial real estate
(CRE) lending saw
continued tightening
this quarter across all
three subcategories:
Construction &
Development (C&D),
Nonfarm Nonresidential,
and Multifamily.

This marks the fifth
quarter in which
standards have
tightened on C&D loans
and the fourth quarter in
which Nonfarm
Nonresidential loans
have seen standards
tighten. The MF
category reached a new
high at 44.3% of banks
tightening this quarter.

O Hedgeye Risk Management LLC. All Rights Reserved. 100



CONSUMER CANARIES — NON-MORTGAGE CONSUMER

Net Percentage of Banks Tightening Standards for Consumer loan
Non-Mortgage Consumer Loans standards are also
100.0 trending towards

tightening. Auto loans
are the most

60.0 conspicuous example,
where lending

80.0

40.0 standards are now
20.0 tightening, but credit
= 8.4 card and other
c 56) consumer loans (ex card
& (20.0) and ex auto) are also
trending towards the
(40.0) zero-bound.
Auto loan standards tightened in 3Q16
(60.0) for the first time since the survey broke
(80.0) out the category in 2Q11.
(100.0)
(e e e SR < e e SR < e e SR e N e O« 2« S e (e e e S e (e

SIS LTSS

S S S S S S
= redit cards ===Consumer Loans Excluding Credit Cards
===New and Used Autos ===Consumer Loans excluding credit cards and autos
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SHOCK ABSORBERS?

One of the challenges
as we move into this

' . . next cyclical downturn
The Fed's Policy Cushion will be the Fed's ability
to stimulate. In the last 7
cycles, the Fed has

l{ C()ll()ll]i(‘ ( ‘)Cl(’ eased rates by an
Economic Cycle Cycle Recession Subsequent Fed Funds Fed Funds Policy average of 750 bps. In
Peak Trough Duration (Mo.) Expansion (Mo.) || Peak Level Trough Level | Cushion the last two cycles, it

has cut rates by 560

3“ 62 '\{0\ 0 1; ‘: - — o and 520 bps. The

o 715 § .

‘T - - : . 3 - Aot current policy cushion,
Jan-80 Jul-80 6 12 17.6 9.0 -8.6 meanwhile, is less than
Jul-81 Nov-82 16 92 19.1

8.5 -10.6 50 bps.

Jul-90 Mar-91 8 120 9.9 2.9 -6.9
Mar-01 Nov-01 8 73 6.5 -5.6
Dec-07 Jun-09 18 79 5.3 -5.2
Average v 65 12.5 5.1 1.5
Current 79 0.30
vs Historical Ave
vs Historical MAX/MIN Current Policy Cushion = -03

Source: NBER, BEA, BLOOMBERG, CENSUS BUREAU, NAR, Robert Shiller, HEDG

Data Source: NBER, BEA, BLOOMBERG, CENSUS, HEDGEYE O Hedgeye Risk Management LLC. All Rights Reserved. 102



LABOR IS LONG IN THE TOOTH

Long Term Rolling Initial Unemployment Claims & Recessions The last three cycles
have seen initial jobless

claims fall below 330k
and remain below that
level for 24 months, 45
months and 31 months,
respectively. That works
out to an average of 33
months. The current
656 cycle is now entering its
32"4 month below 330k
indicating that we’ve
eclipsed the late 1980s
expansion and the
2000s expansion and
we’re now V12 months
away from tying the
------ 1990s expansion in
duration.

4-Week Moving Average (LHS) = == «Claims = 330

Recessions S&P 500 (RHS)

1771
740

Thousands
L'
-
(=]

440

243

340

aHNHQm\DI"‘-umOHNqulﬂhamu—lﬂﬂelﬂ@hum3:::3:3
§ 3888888388338 888888888 8RRERRRARRRARRRARRERER
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LABOR IS LONG IN THE TOOTH

Meanwhile, small
NFIB SMALL BUSINESS HIRING PLANS business hiring plans

appear to be slowing.

Bear in mind,

Small Businesses
represent “99% of total
U.S. Employer firms,
“50% of total Private
Sector Employment
and “60% of net private
sector hiring on a
monthly basis.

The trend in small
business hiring,
confidence and
investment spending
remains critical to
aggregate trends in
employment and
economic activity. In
short, it still matters.

«10

Data Source: NFIB, Bloomberg, Hedgeye O Hedgeye Risk Management LLC. All Rights Reserved. 104



MEANWHILE, THE MARKET’S VALUATION IS STRETCHED

Results For S&P 500 From Different Starting Shiller P/Es 1926-2012 It’s worth mentioning

Starting P/E Avg. Real Worst Real Best Real Standard that on a CAPE Ratio

Low High 10 YrReturn 10 YrReturn 10YrReturn Deviation (Sh|||er P/E) basis, the

5.2 9.6 10.3% 4.8% 17.5% 2.5% f .

9.6 10.8 10.4% 3.8% 17.0% 3.5% marl‘(et is at 26.9x and =

) . 108 119 10.4% 2.8% 15.1% 3.3% trading above valuation

8 h IIIer P E Ratlo 11.9 13.8 9.1% 1.2% 14.3% 3.8% levels seen 95% Of the

138 15.7 8.0% -0.9% 15.1% 4.6% .

15.7 17.3 5.6% -2.3% 15.1% 5.0% time over the last 135

17.3 18.9 5.3% -3.9% 13.8% 5.1% years.

18.9 21.1 3.9% -3.2% 9.9% 3.9%

21.1 25.1 0.9% -4.4% 8.3% 3.8%

251 461 0.5% 6.1% 6.3% 3.6% | AQR has analyzed the

prospective market
returns in the decade
following various levels
of CAPE valuation and
has found that when the
market is in the 10t
decile, as it is today, the
expected forward real
return is just 0.5% per
year for the next
decade.

Data Source: AQR (An Old Friend: The Stock Market’s Shiller P/E, Clifford Asness, Ph.D.), multipl.com/shiller-pe O Hedgeye Risk Management LLC. All Rights Reserved. 105



FOR MORE INFORMATION, CONTACT US AT:

SALES@HEDGEYE.COM
(203) 562-6500



