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Overview



Recap from prior sector recommendation 
● Goal: further diversify to de-risk our sector, balance of risk and reward in 

uncertain environment
● Overweight Banks & Financial Services
● Maintain rating: Underweight ( -1.33% ) 
● Trim 44 Bps of FIS
● Add 22 Bps of V
● Add 11 Bps of MA
● Add 11 Bps of AXP





SIM Appraisal - June 2023



American Express (AXP) Overview
American Express Company is an integrated payments company that provides charge and 
credit card products, network services to processes and settle transaction, and travel related 
services to consumers and business customers around the world. 

Three Primary Businesses:
1. Card Issuing Business
2. Merchant Acquiring Business
3. Card Network Business

Four Operating Segments:
1. U.S Consumer Services
2. Commercial Services
3. International Card Services
4. Global Merchant and Network Services

Figure 1: American Express’s Differentiated Business Model.

Source: American Express Co. Form 10-K; Dec 31, 2022

Competitive Advantage



American Express (AXP) Market Share

Figure 2: American Express’s Worldwide Network Volumes in 2022 

Source: American Express Co. Form 10-K; Dec 31, 2022

Figure 3: Credit Card Purchase Volume in 2022

Source: US News. The Biggest US Credit Card Companies (Nilson Report)



American Express (AXP) Business Analysis
Growth Drivers

● Expansion into Asia-Pacific Market: 
○ This market is projected to be the fastest 

growing worldwide at 9% CAGR.

● New Premium Customer Acquisition:
○ Millennial and Gen Z customers are the 

fastest growing cohort in terms of spending 
the United States. 

● Acquisition of Fintech: 
○ Purchase of Resy, Kabbage, Nipendo have 

attracted small business customers to the 
American Express Platform.

Headwinds

● Federal Interest Rates
○ AXP has $40B in long-term debt and cost 

to service this debt will rise with higher 
interest rates

○ However, higher interest rates will also 
increase its net interest income.

● Loan Reserve and Delinquencies
○ Restarting student loan payments, 

combined with higher interest rates is 
projected to result in higher delinquencies

○ AXP is projected to increase its provision 
for credit losses to $4B this year, negatively 
affecting its earnings



American Express (AXP) Financials
Sector: Financial

Industry: Consumer Finance

Market Cap: $127.62 B

Shares Outstanding: 743.24 M

Dividend Yield: 1.41%

Beta: 1.19

Current Price: 170.22

52 Week High - Low: 182.15 - 130.65

Current Sim Weight: 237 BPS

Takeaways:
● Shift towards Millenials and Gen Z customers
● Card Member Spending up 30% YoY
● Share price has risen 15.7% YTD
● Revenue and Profits projected to increase by ~15% annually 

over the next 5 years

Source: Apple Stocks App



American Express (AXP) Competition
 Price Market 

Cap ($B) 
Quarterly 
Revenue 

Growth (YoY) 

 Quarterly 
Earnings 

Growth (YoY) 

Operating 
Margin

 Forward 
Annual 

Dividend Yield

Return 
on Equity 

(TTM) 

P/E P/B P/S  

AmEx 174.64 127.62 12.40% -13.50% 18.37% 1.40% 29.90% 18.36 4.91 2.34

Visa 240.55 498.8 11.10% 16.70% 66.94% 0.76% 42.35% 32.16 12.93 16.22

Mastercard 397.8 371.62 11.20% -10.30% 56.92% 0.58% 154.10% 39.78 69.72 16.58

PayPal 70.62 77.3 8.60% 56.20% 15.87% N/A 13.37% 28.48 3.89 2.83

Discover 119.49 30.09 -3.50% -21.40% 50.92% 2.39% 29.74% 8.04 2.27 2.27

Takeaways:
● 11-12% revenue growth for American Express, Visa and Mastercard
● American Express quarterly earnings growth was negative due to increased provision for credit losses
● American Express has the highest dividend yield
● MasterCard has highest ROE due to lower level of debt and managing the equity through buyback. 

Source: Yahoo Finance



American Express (AXP) Valuation
Absolute Basis High Low Average (5 yrs) Current

P/E
29.93 12.55 19.46 18.36

P/B
5.19 3.16 4.59 4.91

P/S
3.31 2.1 2.59 2.34

Source: https://www.morningstar.com/stocks/xnys/axp/valuation

https://www.morningstar.com/stocks/xnys/axp/valuation


American Express (AXP) Valuation
Growth Rate: 3.5%

Discount Rate: 8.5%

Target Price: $202.53

Implied Upside: 19%

Recommendation: BUY

Risk to Investment Thesis

● Transitory Post-Covid Travel Spending 
Boost

● Credit Losses and Delinquencies



Mastercard ( MA)
Sector: Financial

Industry: Credit Services

Market Cap: $ 376 B

Shares Outstanding: 947.63 M

Dividend Yield: 0.57%

Beta: 1.11

Current Price: 397.49

52 Week High - Low: 404.0 - 276.87

Current Sim Weight: 0 BPS







Strengths:

● Second most used card platform

● Outstanding profit margin ( 41% )

● Established global footprint

● Obsession over R & D

Weaknesses:

● Possible emergence of niche and international 

competitors

● Will crypto actually catch on and maintain 

stability? ( possible opportunity )

● High operating expenses ( R & D )

Back to basics



Sector: Financial                                                                                       Industry: Transactions and Payment Processing Services
Market Cap: $ 490.26 B                                                                            Shares Outstanding: 2.05 B
Dividend Yield: 0.75% (FWD)                                                                  Beta: 0.94 (24M)
Current Price: 239.25 4:00 PM 07/21/23                                                        52 Week High - Low: 245.37 - 174.60





Business Strategy

Source: https://s29.q4cdn.com
/385
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Financials & Valuations



P/E  FWD 5Y Average P/B FWD 5Y Average Dividend 
Yield

V 28.79x 32.28x 12.43x 10.80x 0.72%

Sector 
Median

10.02x 1.04x 3.64%



Strengths
- Largest US credit card network
- Payment volume (transaction times, ticket 

size) has been stable around 7-8%
- Ticket sizes still 15% higher than 

pre-COVID levels 1 
- Innovations - VISA Direct 2 and New Flows 3
- Cross-border payment growth

Weaknesses
- Regulatory risks (Dodd-Frank Act 

provisions have halved interchange fee 
rates to 0.76%)

- Failed M&A with Plaid causing additional 
scrutiny 4

- Challenges from CBDC and new payment 
systems like FedNow 5

- Opex growth 

1 - https://finance.yahoo.com/news/visa-inc-nyse-v-q1-150706844.html
2 - https://developer.visa.com/capabilities/visa_direct 
3 - https://annualreport.visa.com/business-overview/default.aspx 
4 - https://www.justice.gov/opa/pr/visa-and-plaid-abandon-merger-after-antitrust-division-s-suit-block 
5 - https://www.federalreserve.gov/paymentsystems/fednow_about.htm 

https://finance.yahoo.com/news/visa-inc-nyse-v-q1-150706844.html
https://developer.visa.com/capabilities/visa_direct
https://annualreport.visa.com/business-overview/default.aspx
https://www.justice.gov/opa/pr/visa-and-plaid-abandon-merger-after-antitrust-division-s-suit-block
https://www.federalreserve.gov/paymentsystems/fednow_about.htm


Fidelity Information Services (FIS) “... is a leading provider of technology solutions for merchants, 
banks, and capital markets firms globally. Our over 55,000 employees are dedicated to 
advancing the way the world pays, banks and invests by applying our scale, deep domain 
expertise and data-driven insights. We help our clients use technology in innovative ways to 
solve business-critical challenges and improve the experience for their customers.” (source: 
annual reports)

Merchant 
Solutions

Banking 
Solutions

Capital 
Market 

Solutions

Corporate and 
Other

Provides 
traditional 
point-of-sale 
payment 
processing for 
merchants

Provides 
card-not-prese
nt capabilities 
for digital 
marketplace

Core Processing 
and ancillary 
applications 
solutions; digital 
solutions; fraud, 
risk management 
and compliance 
solutions…

Applications 
for record 
keeping, data 
and analytics, 
trading, 
financing, and 
risk 
management

Relate to 
corporate 
marketing, 
corporate finance 
and accounting, 
human resources, 
legal, and 
amortization of 
acquisition-related 
intangibles and 
other costs, such 
as acquisition and 
integration 
expenses



Quantity: #7

Percentage of Assets:
Middle of the Pack

Unrealized 
Losses: #1





Key Firm Developments
2019-present   

● 2019 - acquired WorldPay (payment services company) → revenue increased; stock price 

increased 

● 2020 - Covid pandemic 

● 2021 - consistently missed revenue targets, stock starts to sell and stock price enters free fall

● 2022 - $17 billion “Goodwill impairment” related to WorldPay acquisition (Merchant Services 

segment) → leads to negative revenue 

● 2022 - CEO exits earlier than planned; new CEO takes over promising changes ( particularly, 

reduction in expenses)  

● 2023 - announce plans to spin-off Merchant Services into its own company in 2024

● Following Q1 results, many analysts revise guidance; believe stock is currently undervalued. 

(Long-term DCF does not align with this assessment.) 



Firm Current 
Price

EPS P/E P/S P/B P/FCF ROE (%)

FIS 61.41 -28.18 0 2.56 1.34 15.29 -45.70

Comparisons

Financials (Sector)   13.53 1.97 1.73  9.1

Payment Proc Services 
(Sub-Ind)

  22.32  7.1  6.7

FLEETCOR Tech (FLT) 252.44 12.23 20.64 5.40 6.47 18.61 32.88

Fiserv, Inc (FI) 128.53 3.75 34.27 4.45 2.64 23.97 7.85



Discounted Cash Flow 
Valuation 

Terminal DR Terminal FCF Growth Target Price Upside/Downside 

9.5% -.05% $56.12 -8.80%

11.25% 1.25% $59.54 -19.5%

13% 2.75% $43.27 -29.7%



Recommendation 

Current Price Target Price Downside Recommendation 

$61.56 $52.42 -17.17% SELL

- Slowly reduce our holding of FIS by 
selling 44bps 

- Use the 44bps for investment in more 
reliable companies that show evidence 
have having upside 

- With analysts predicting a rally over 
the next year, we are leaving space for 
future classes to sell at higher price or 
recuperate losses if price recaptures 
its earlier value 

Risks 
- Uncertain macro environment 

- Uncertain regulatory environment 

- FIS historically unreliable regarding revenue 
targets; stock could drop further

- FIS turns a corner and stock drastically 
increases in price; we lose that value 



Recommendation



Appendix



BAC DCF Model



BAC Ratios [ May 2023 ]



Discount 
Rate

Terminal 
Rate

Target Price Undervalued 
by

11% 0% $53.05 10%

7.5% 4% $376 87%

Current price: $47.52 Closed: Jul 19, 5:00 PM EDT

Citigroup Inc. (C)

● Last reported 10K on July 14 2023
● Net Income $2.9B
● EPS $1.33
● TTS generated 15% of total revenue
● Security Services revenue    15%
● Market revenue down 13%
● Investment Banking revenue    24% YoY
● Wealth revenue     5%
● Expenses     9% YoY ($13.6B)

● Efforts afoot to bending the cost curve
○ Modernize and automate infra
○ Close sales of remaining two Asia consumer franchises 

by year-end 
○ Restart exit process in Poland
○ Adopt a leaner organizational model by reducing 

redundancies



Master Card DCF



FIS 
DCF Model



DFS 
DCF Model



American Express DCF Model



Visa DCF Model


