
AMERICAN EXPRESS REPORTS RECORD EARNINGS AND  
REVENUE IN SECOND QUARTER 
 
Results Reflect Record Cardmember Billings and Excellent Credit Quality  

 

(dollars in millions except per share amounts) 

 

 

* Reflects a $109 million non-cash pretax charge ($71 million after-tax), or $0.06 on a basic per share basis and $0.05 on a diluted per share 
basis, relating to the January 1, 2004, adoption of Statement of Position 03-1, “Accounting and Reporting by Insurance Enterprises for Certain 
Nontraditional Long-Duration Contracts and Separate Accounts” (SOP 03-1).  
 
** Computed on a trailing 12-month basis using total Shareholders’ Equity as included in the Consolidated Financial Statements prepared in 
accordance with U.S. generally accepted accounting principles (GAAP). 
  

 

NEW YORK, July 26, 2004 -- American Express Company today reported record net income of $876 million for 
the second quarter, up 15 percent from $762 million a year ago. Diluted earnings per share (EPS) rose to $0.68, 
also up 15 percent from $0.59 a year ago. 

The company’s return on equity was 21.2 percent.  

Revenues totaled a record $7.3 billion, up 14 percent from $6.4 billion a year ago. This growth reflects record 
cardmember spending on American Express Cards, stronger financial advisor sales, higher client asset levels and 
increased travel sales.  

Consolidated expenses totaled $6.0 billion, up 14 percent from $5.3 billion a year ago. This increase reflects 
higher expenses for marketing, promotion, rewards and cardmember services, human resources and other 
operating expenses. 



“Our record results this quarter reflected outstanding growth in cardmember spending among consumers, small 
businesses, corporations and on cards issued on our network by bank partners,” said Kenneth I. Chenault, 
Chairman and CEO. “Continued investments in the card business helped us to capitalize on competitive 
opportunities and generated broad increases in the retail, everyday spending, travel and entertainment sectors of 
the market. 

“Client assets and financial advisor sales continued to grow and credit quality remained at historically strong 
levels throughout the company. 

“We’re entering the second half of the year in excellent competitive position with strong momentum in our major 
businesses.” 
 
Second quarter 2004 results 
The second quarter revenues reflected 14 percent growth at Travel Related Services (TRS), 18 percent growth at 
American Express Financial Advisors (AEFA) and 2 percent growth at American Express Bank (AEB). More 
specifically, 

• Discount revenue increased 18 percent, reflecting a 19 percent rise in cardmember spending.  
• Management and distribution fees rose 32 percent due to higher asset and sales levels at AEFA.  
• Travel commissions and fees increased 26 percent as a result of higher travel sales.  

The acquisitions of Threadneedle Asset Management and Rosenbluth International in the second half of last year 
contributed approximately 2 percentage points to the company’s overall revenue growth.  
Second quarter expenses reflected increases of 13 percent at TRS and 17 percent at AEFA, while expenses at 
AEB were essentially flat. More specifically,  

• Marketing, promotion, rewards and cardmember services expenses increased 33 percent, driven by a 
similar 33 percent increase at TRS.  

• Human resources expense increased 17 percent as a result of acquisitions in late 2003, increased 
management incentives costs, including an additional year of incremental stock-based compensation 
expenses, merit increases and employee benefits.  

• Other operating expenses rose 13 percent, including an 8 percent increase at TRS and a 32 percent 
increase at AEFA.  

These items were partially offset by a 9 percent decline in interest expense. 

Travel Related Services (TRS) reported record quarterly net income of $732 million, up 16 percent from $634 
million a year ago.  
 
The following discussion of second quarter results presents TRS segment results on a “managed basis,” as if 
there had been no cardmember lending securitization transactions. This is the basis used by management to 
evaluate operations and is consistent with industry practice. For further information about managed basis and 
reconciliation of GAAP and managed TRS information, see the “Managed Basis” section below. The AEFA, AEB 
and Corporate and Other sections below are presented on a GAAP basis. 
 
Total net revenues rose 13 percent from the year-ago period, reflecting continued strong growth in spending on 
American Express Cards and increased travel sales.  

Discount revenue grew 18 percent driven by a 19 percent increase in billed business. These increases reflected 
higher average cardmember spending, the continued benefit of rewards programs and a net addition of over 4 
million cards-in-force. The higher business volumes also reflected continuing growth in the retail, everyday 
spending, travel and entertainment sectors. 



Net finance charge revenue increased 4 percent as a result of increased worldwide lending balances, partially 
offset by a decline in portfolio yield. 

Travel commissions and fees grew 26 percent reflecting 34 percent growth in travel sales, including the benefits 
of the Rosenbluth acquisition. Net card fees increased 4 percent primarily as a result of a higher number of cards-
in-force. 

Total expenses increased 12 percent reflecting higher marketing, promotion, rewards and cardmember services 
expenses, greater human resources expense and higher other operating costs. These increases were partially 
offset by lower provisions for losses, a decline in charge card interest expense and the benefits of cost-control 
initiatives.  

Marketing, promotion, rewards and cardmember services expenses increased 40 percent over the year-ago 
period. This growth reflected higher rewards costs driven by the strong increase in cardmember spending, a 
higher redemption rate and increased participation in loyalty programs. It also reflected the continued focus on 
business-building activities.  

Human resources expense increased 12 percent due to merit increases, higher management incentives, including 
an additional year of incremental stock-based compensation expenses, and employee benefits, in addition to the 
Rosenbluth acquisition in late 2003. Other operating expenses increased 10 percent. 

Credit quality remained very strong in both the charge and lending portfolios. The total provision for losses 
declined 9 percent, reflecting a decline of 10 percent in the lending provision and a 7 percent decrease in the 
charge card provision. Reserve coverage ratios remained strong.  

Charge card interest expense decreased 14 percent largely due to lower funding costs, which were partially offset 
by higher average receivable balances. 

American Express Financial Advisors (AEFA) reported second quarter net income of $174 million, up 11 
percent from $157 million a year ago. Total revenues increased 18 percent. 

Management and distribution fees increased 32 percent, reflecting a significant rise in assets under management 
and stronger product sales. This improvement reflected the third quarter 2003 Threadneedle acquisition, higher 
average equity values and net asset inflows. Net investment income increased 6 percent from year-ago levels, 
including net investment gains in the current quarter versus net losses a year ago. Other revenues rose from last 
year, reflecting strong performance in the property-casualty business. 

Provisions for losses and benefits increased slightly, reflecting higher levels of annuities, insurance and certificate 
products, partially offset by lower interest crediting rates. 

Human resources and other operating expenses rose a combined 27 percent from year-ago levels. The increase 
reflected the Threadneedle acquisition, higher sales compensation-related expenses and costs related to various 
industry regulatory and legal matters.  

The effective tax rate at AEFA rose primarily as a result of required amendments to prior-year tax returns. On a 
pre-tax basis, AEFA’s quarterly income rose 27 percent from year-ago levels. 
 
American Express Bank (AEB) reported net income for the second quarter of $28 million, up 4 percent from $27 
million a year ago.  

AEB’s results included substantially lower provision for losses, reflecting lower loan volumes in the unsecured 
consumer-lending portfolio together with continued improvement in bankruptcy-related write-offs. The results also 
reflected higher commissions and fees in the financial institutions and private banking businesses, partially offset 



by lower net interest income from lower consumer loans, as well as higher operating expenses. 
 
Corporate and Other reported second quarter net expenses of $58 million in 2004 compared with $56 million in 
2003. The results reflected an $18 million tax benefit from the final settlement of a Federal tax audit, offset by 
higher interest expense and increased corporate investment spending on compliance and technology projects. 

 

Managed Basis - TRS 

Managed basis means the presentation assumes there have been no securitization transactions, i.e. all 
securitized cardmember loans and related income effects are reflected as if they were in the company’s balance 
sheet and income statements, respectively. The company presents TRS information on a managed basis 
because that is the way the company’s management views and manages the business. Management believes 
that a full picture of trends in the company’s cardmember lending business can only be derived by evaluating the 
performance of both securitized and non-securitized cardmember loans.  

Asset securitization is just one of several ways for the company to fund cardmember loans. Use of a managed 
basis presentation, including non-securitized and securitized cardmember loans, presents a more accurate 
picture of the key dynamics of the cardmember lending business, avoiding distortions due to the mix of funding 
sources at any particular point in time.  

For example, irrespective of the funding mix, it is important for management and investors to see metrics, such as 
changes in delinquencies and write-off rates, for the entire cardmember lending portfolio because they are more 
representative of the economics of the aggregate cardmember relationships and ongoing business performance 
and trends over time. It is also important for investors to see the overall growth of cardmember loans and related 
revenue and changes in market share, which are all significant metrics in evaluating the company’s performance 
and which can only be properly assessed when all non-securitized and securitized cardmember loans are viewed 
together on a managed basis. 

The Consolidated Section of this press release and attachments provide the GAAP presentation for items 
described on a managed basis. 

 



The following table reconciles the GAAP-basis TRS income statements to the managed-basis information. 

 

 
American Express Company, founded in 1850, is a global travel, financial and network services provider. 

Note: The 2004 Second Quarter Earnings Supplement, as well as CFO Gary Crittenden’s presentation from the 
investor conference call referred to below, will be available today on this web site. An investor conference call to 
discuss second quarter earnings results, operating performance and other topics that may be raised during the 
discussion will be held at 5:00 p.m. (ET) today. Live audio of the conference call will be accessible to the general 
public on the American Express web site at http://ir.americanexpress.com. A replay of the conference call also will 
be available today at the same web site address. 

 

This release includes forward-looking statements, which are subject to risks and uncertainties. The words "believe," "expect," "anticipate," 
"optimistic," "intend," "plan," "aim," "will," “may,” "should," "could," “would,” "likely," and similar expressions are intended to identify forward-
looking statements. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date 
on which they are made. The Company undertakes no obligation to update or revise any forward-looking statements. Factors that could cause 
actual results to differ materially from these forward-looking statements include, but are not limited to: the Company’s ability to successfully 



implement a business model that allows for significant earnings growth based on revenue growth that is lower than historical levels, including 
the ability to improve its operating expense to revenue ratio both in the short-term and over time, which will depend in part on the effectiveness 
of reengineering and other cost-control initiatives, as well as factors impacting the Company's revenues; the Company’s ability to cost 
effectively manage and expand cardmember benefits, including containing the growth of its marketing, promotion, rewards and cardmember 
services expenses; the Company's ability to accurately estimate the provision for the cost of the Membership Rewards program; the 
Company’s ability to grow its business and meet or exceed its return on shareholders’ equity target by reinvesting approximately 35% of 
annually-generated capital, and returning approximately 65% of such capital to shareholders, over time, which will depend on the Company's 
ability to manage its capital needs and the effect of business mix, acquisitions and rating agency requirements; the ability of the Company to 
generate sufficient revenues for expanded investment spending and to actually spend such funds to the extent available, and the ability to 
capitalize on such investments to improve business metrics; credit risk related to consumer debt, business loans, merchant bankruptcies and 
other credit exposures both in the United States and internationally; volatility in the valuation assumptions for the interest-only (I/O) strip 
relating to TRS’ lending securitizations; fluctuation in the equity and fixed income markets, which can affect the amount and types of 
investment products sold by AEFA, the market value of its managed assets, and management, distribution and other fees received based on 
the value of those assets; AEFA’s ability to recover Deferred Acquisition Costs (DAC), as well as the timing of such DAC amortization, in 
connection with the sale of annuity, insurance and certain mutual fund products; changes in assumptions relating to DAC, which could impact 
the amount of DAC amortization; the ability to improve investment performance in AEFA’s businesses, including attracting and retaining high-
quality personnel; the success, timeliness and financial impact, including costs, cost savings and other benefits, including increased revenues, 
of reengineering initiatives being implemented or considered by the Company, including cost management, structural and strategic measures 
such as vendor, process, facilities and operations consolidation, outsourcing (including, among others, technologies operations), relocating 
certain functions to lower-cost overseas locations, moving internal and external functions to the Internet to save costs, and planned staff 
reductions relating to certain of such reengineering actions; the ability to control and manage operating, infrastructure, advertising and 
promotion and other expenses as business expands or changes, including balancing the need for longer-term investment spending; the 
potential negative effect on the Company’s businesses and infrastructure, including information technology, of terrorist attacks, disasters or 
other catastrophic events in the future; the impact on the Company’s businesses resulting from continuing geopolitical uncertainty; the overall 
level of consumer confidence; consumer and business spending on the Company’s travel related services products, particularly credit and 
charge cards and growth in card lending balances, which depend in part on the ability to issue new and enhanced card products and increase 
revenues from such products, attract new cardholders, capture a greater share of existing cardholders’ spending, sustain premium discount 
rates on its card products in light of market pressures, increase merchant coverage, retain cardmembers after low introductory lending rates 
have expired, and expand the global network services business; the triggering of obligations to make payments to certain co-brand partners, 
merchants, vendors and customers under contractual arrangements with such parties under certain circumstances; AEFA’s ability to develop 
and roll out new and attractive products to clients in a timely manner and effectively manage the economics in selling a growing volume of 
non-proprietary mutual funds and other retail financial products to clients; successfully cross-selling financial, travel, card and other products 
and services to the Company’s customer base, both in the United States and internationally; a downturn in the Company’s businesses and/or 
negative changes in the Company’s and its subsidiaries’ credit ratings, which could result in contingent payments under contracts, decreased 
liquidity and higher borrowing costs; fluctuations in interest rates, which impact the Company’s borrowing costs, return on lending products 
and spreads in the investment and insurance businesses; credit trends and the rate of bankruptcies, which can affect spending on card 
products, debt payments by individual and corporate customers and businesses that accept the Company’s card products and returns on the 
Company’s investment portfolios; bankruptcies, restructurings or similar events affecting the airline or any other industry representing a 
significant portion of TRS’s billed business, including any potential negative effect on particular card products and services and billed business 
generally that could result from the actual or perceived weakness of key business partners in such industries; fluctuations in foreign currency 
exchange rates; political or economic instability in certain regions or countries, which could affect lending and other commercial activities, 
among other businesses, or restrictions on convertibility of certain currencies; changes in laws or government regulations; the costs and 
integration of acquisitions; and outcomes and costs associated with litigation and compliance and regulatory matters. A further description of 
these and other risks and uncertainties can be found in the Company’s Annual Report on Form 10-K for the year ended December 31, 2003, 
and its other reports filed with the SEC. 

 


