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AMERICAN EXPRESS REPORTS RECORD QUARTERLY EARNINGS 

 AND REVENUES 
 

 
 Second Quarter Growth Rates Top Long-Term Targets  

 
 

Results Reflect Strong Growth in 
Cardmember Spending and Excellent Credit Quality 

 
 

 
(Dollars in millions, except per share amounts) 

 

 

Quarters Ended 

June 30, 

Percentage 

Inc/(Dec) 

Six Months Ended 

June 30, 

Percentage 

Inc/(Dec) 

 2005 2004  2005 2004  

   Revenues  $   8,002    $ 7,232 11% $  15,575    $  14,142  10% 

       

   Income Before Accounting Change $   1,013  $   876 16% $   1,959    $   1,741  13% 

   Net Income $   1,013   $   876 16% $   1,959    $   1,670*  17% 

       

   Earnings Per Common Share - Basic:       

      Income Before Accounting Change $    0.82   $  0.69 19% $    1.59    $    1.37 16% 

      Net Income $    0.82   $  0.69 19% $    1.59    $    1.31* 21% 

   Earnings Per Common Share – Diluted:      

      Income Before Accounting Change $    0.81 $  0.68 19% $    1.56  $    1.34 16% 

      Net Income $    0.81   $  0.68 19% $    1.56    $    1.29* 21% 

   Average Common Shares Outstanding            

      Basic     1,231   1,263 (3%)     1,235        1,270 (3%) 

      Diluted     1,254   1,288 (3%)     1,259      1,296 (3%) 

   Return on Average Total Shareholders’   

   Equity** 

 

    23.1% 

 

21.2% 

 

- 

 

  23.1% 

 

  21.2% 

 

- 

 

*  Reflects a $109 million non-cash pre-tax 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 for 

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).   
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New York – July 25, 2005 - American Express Company today 

reported record net income of $1.0 billion for the second 

quarter, up 16 percent from $876 million a year ago. Diluted 

earnings per share (EPS) rose to $0.81, up 19 percent from $0.68 

a year ago.   

The company’s return on equity was 23.1 percent.   

Consolidated revenues rose 11 percent to $8.0 billion, up 

from $7.2 billion a year ago.  This growth reflects record 

cardmember spending, increased cards-in-force, a rise in 

cardmember lending balances and higher levels of invested 

assets.  

Consolidated expenses totaled $6.7 billion, up 12 percent 

from $6.0 billion a year ago.  This increase primarily reflects 

higher expenses for human resources, as well as for marketing, 

promotion, rewards and cardmember services.  Expenses for the 

2005 quarter also included costs associated with the planned 

spin-off of the company’s financial services unit. 

“Strong momentum in our card business and excellent credit 

quality drove another quarter of record earnings,” said Kenneth 

I. Chenault, Chairman and Chief Executive Officer.  “Cardmember 

spending rose sharply among consumers, small businesses and 

corporate clients.  The volume growth was excellent throughout 

our card-issuing business and from our bank network partners.  

This growth in all of our key customer segments produced overall 

business volumes that once again outpaced our major competitors.  

“Our investments in new products, rewards and services 

helped us to generate double-digit growth in average spending 

per cardmember and add 1.2 million cards in the last three 

months.  The pipeline of new products and service enhancements 

continues to be excellent and is helping to differentiate 

American Express as the network of choice for high-spending 

cardmembers. 

“Overall results for the quarter demonstrated the 

competitive advantages and broad-based strength of the 

businesses that will comprise the company following the spin-off 



 3
of American Express Financial Advisors.  We remain on track with 

plans for the spin-off, which we expect will occur at the end of 

the third quarter of 2005.”  

   

Second quarter 2005 results 

Second quarter revenues reflected 11 percent growth at 

Travel Related Services (TRS), 10 percent growth at American 

Express Financial Advisors (AEFA) and a slight increase at 

American Express Bank (AEB).  More specifically: 

• Discount revenue rose 16 percent, resulting from an 18 

percent increase in cardmember spending on American 

Express cards.   

• Management and distribution fees increased 12 percent, 

reflecting higher levels of assets under management and 

higher fees earned on wrap accounts. 

• Net finance charge revenue increased 14 percent, 

principally driven by growth in average cardmember loan 

balances and higher net interest yields. 

 

Second quarter expenses reflected increases of 12 percent 

at TRS, 17 percent at AEFA and a slight increase at AEB.  More 

specifically, the overall increase reflected:  

• A 15 percent increase in human resources expenses driven 

by severance costs associated with the restructuring of 

certain operations, higher management incentives 

including the impact of an additional year of 

incremental stock-based compensation expenses, merit 

increases and increased employee benefits costs. 

• An 18 percent increase in marketing, promotion, rewards 

and cardmember services expenses, primarily due to an 18 

percent increase at TRS.  

 

Certain tax and insurance benefits provided the flexibility 

this quarter to accelerate reengineering initiatives and 

investments in the business.  Second quarter results included 

the following items: 
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• A tax benefit of approximately $90 million resulting 

from a Federal tax audit. 

• A $115 million benefit($75 million after-tax)related to 

the settlement of an insurance claim associated with 

September 11, 2001. 

• $102 million($66 million after-tax)of reengineering 

costs principally related to restructuring costs within 

the International Payments business, the Corporate 

Travel business and the Finance and Technologies 

functions.  

• $59 million of costs($38 million after-tax)related to 

the spin-off of American Express Financial Advisors. 

• Costs associated with various securities industry legal 

and regulatory matters of $35 million ($23 million 

after-tax). 

 

Travel Related Services (TRS) reported record second 

quarter net income of $808 million, up 10 percent from $732 

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 for the second quarter increased 11 

percent from a year ago to $6.2 billion, reflecting continued 

strong growth in spending and borrowing on American Express 

Cards.  

Record cardmember spending contributed to a 16 percent 

increase in discount revenue.  This increase was driven by 13 

percent growth in spending per basic cardmember, the continued 

benefits of rewards programs and the net addition of 4.8 million 

cards-in-force.  Spending on cards issued by the company’s 
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network partners increased more than 35% from a year ago.  The 

benefits of overall higher cardmember spending were partially 

offset by a slightly lower average discount rate that reflected, 

in part, the continuing change in the mix of business toward the 

retail and everyday spending categories.   

Net finance charge revenue increased 10 percent, primarily 

reflecting 6 percent growth in average worldwide lending 

balances and higher net interest yields.  Other commissions and 

fees increased 9 percent due to greater card-related volumes.  

Net card fees rose 7 percent, primarily as a result of 8 percent 

growth in cards-in-force.  Travel commissions and fees also 

increased 7 percent, reflecting 8 percent growth in travel 

sales.   

Total expenses increased 12 percent.  Marketing, promotion, 

rewards and cardmember services expenses increased 18 percent.     

Human resources expenses increased 13 percent, largely due 

to severance costs, higher management incentives, including an 

additional year of incremental stock-based compensation 

expenses, merit increases and increased employee benefits costs.  

Credit quality remained strong in both the charge card and 

lending portfolios.  The total provision for losses increased 7 

percent driven by a 23 percent volume-driven increase in the 

charge card provision and an increase in other provision related 

to insurance and travel reserves.  The increase was partially 

offset by a 6 percent decrease in the lending provision.  

Reserve coverage ratios remained strong, reflecting excellent 

credit performance and the company’s view of the economic 

environment. 

Charge card interest expense increased 20 percent as a 

result of higher average receivable balances and increased 

funding costs.  Professional services expense increased 10 

percent, primarily due to increased technology costs that were 

driven by higher business and service-related volumes.  

Occupancy and equipment expenses increased 9 percent, primarily 

due to higher rent expense and amortization of software costs. 
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American Express Financial Advisors (AEFA) reported second 

quarter net income of $140 million, down 19 percent from $174 

million a year ago.  Results for the current quarter included 

$54 million ($35 million after-tax) of the previously mentioned 

costs related to the spin-off of AEFA.  Total revenues increased 

10 percent. 

Net investment income increased 6 percent from year-ago 

levels, reflecting higher levels of invested assets and net 

investment gains of $57 million pre-tax principally resulting 

from the sale of AEFA’s interest in a structured investment.  

AEFA had net investment gains of $30 million pre-tax in the 

second quarter of 2004. Investment management and service fees 

increased 10 percent, reflecting higher levels of assets under 

management due to higher average equity values and net asset 

inflows.  Distribution fees increased 15 percent, benefiting 

from higher fees earned on wrap accounts.  Property-casualty 

insurance premiums rose 18 percent from last year, reflecting a 

16 percent increase in the average number of policies in-force 

generated, most notably, from the Costco relationship.  Other 

revenues increased 18 percent, benefiting from higher fees 

earned on financial planning and advice services. 

Total expenses increased 17 percent as a result of higher 

human resources costs, provisions for losses and benefits, and 

other operating expenses. 

Total human resources expenses rose 24 percent from year-

ago levels, primarily due to AEFA spin-off related costs, higher 

field force compensation driven by greater product sales and 

higher performance-related incentives at Threadneedle. 

Provisions for losses and benefits increased 12 percent, 

largely due to higher interest crediting rates and volume growth 

on certificate products. 

Other operating expenses increased 24 percent, primarily 

reflecting spin-off related costs.  The increase also reflects 

$35 million in costs related to various securities industry 

legal and regulatory matters, which compares with $32 million in 

such costs in the second quarter of 2004. 
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American Express Bank (AEB) reported second quarter net 

income of $61 million, up 121 percent over the year-ago period, 

primarily reflecting approximately $33 million of the tax 

benefit mentioned previously.  Pre-tax income was up 7 percent 

over the year-ago period.  The results reflected higher 

commissions and fees in Private Banking and the Financial 

Institutions Group, a gain on the sale of AEB’s Egypt branch and 

corporate loan recoveries.  These items more than offset the 

negative impact of higher interest rates and increased human 

resources and reengineering costs. 

  

Corporate and Other reported second quarter net income of 

$4 million, compared with net expenses of $58 million a year 

ago.  The results reflect $49 million of the previously 

mentioned tax benefit resulting from a Federal tax audit and a 

$21 million benefit from the previously mentioned settlement of 

an insurance claim, partially offset by $5 million of AEFA spin-

off related costs. 

*** 
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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. 

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

 
Travel Related Services       
Selected Financial Information       
         
    Effect of Securitizations  

(preliminary, millions) GAAP Basis   
Securitization 

Effect Managed Basis 
   Percentage       Percentage
Quarters Ended June 30, 2005 2004 Inc/(Dec)  2005 2004 2005  2004 Inc/(Dec)
Net revenues:            
  Discount revenue $ 2,941   $ 2,529     16%        
  Lending:           
    Finance charge revenue    839 697 21  $ 618 $ 489 $ 1,457  $ 1,186 23% 
    Interest expense    202 136 49  164 61 366  197 87 
      Net finance charge revenue 637 561 14  454 428 1,091  989 10 
  Net card fees 506 472 7        
  Travel commissions and fees 502 468 7        
  Other commissions and fees 602 551 9  51 50 653  601 9 
  Travelers Cheque investment income 94 95 (1)        
  Securitization income, net 296 282 5  (296) (282) -  - - 
  Other revenues 396 420 (5)        
        Total net revenues 5,974 5,378 11  209 196 6,183  5,574 11 
Expenses:           
  Marketing, promotion, rewards and 
    cardmember services 1,440 1,225 18  (1) (6) 1,439  1,219 18 
  Provision for losses and claims:           
    Charge card 234 189 23        
    Lending 275 314 (12)  210 205 485  519 (6) 
    Other 72 33 #        
      Total 581 536 8  210 205 791  741 7 
  Charge card interest expense 211 175 20        
  Human resources 1,224 1,081 13        
  Other operating expenses:           
     Professional services 538 488 10        
     Occupancy and equipment 342 313 9        
     Communications 110 114 (3)        
     Other 360 367 (2)  - (3) 360  364 (1) 
       Total  1,350 1,282 5  - (3) 1,350  1,279 6 
        Total expenses 4,806 4,299 12  $ 209 $ 196 $ 5,015  $ 4,495 12 
Pre-tax income 1,168 1,079 8        
Income tax provision 360 347 4        
Net income $   808   $   732 10        
    

 
#-Denotes a variance of more than 100 percent. 
 

 
American Express Company (www.americanexpress.com), 

founded in 1850, is a global travel, financial and network 

services provider. 

 

*** 
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Note:  The 2005 Second Quarter Earnings Press Release 

and Supplement, as well as CFO Gary Crittenden’s presentation 

from the investor conference call referred to below, will be 

available today on the American Express web site at 

http://ir.americanexpress.com.  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 following:  the Company’s ability to complete the planned spin-
off of its AEFA business unit, which is subject to final approval by the Company’s Board of Directors, the 
receipt of necessary regulatory approvals and a favorable tax opinion from counsel, and in connection with 
the proposed spin-off, the Company’s ability to capitalize AEFA consistent with rating agency requirements 
and to manage transition costs and implement effective transition arrangements with AEFA on a post-
completion basis; 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; consumer and 
business spending on the Company’s travel related services products, particularly credit and charge cards 
and Travelers Cheques and other prepaid products and growth in card lending balances, which depend in 
part on the ability to issue new and enhanced card and prepaid products, services and rewards programs, and 
increase revenues from such products, attract new cardmembers, reduce cardmember attrition, capture a 
greater share of existing cardmembers’ spending, sustain premium discount rates on its card products in light 
of regulatory and market pressures, increase merchant coverage, retain cardmembers after low introductory 
lending rates have expired, and expand the global network services (GNS) business; the Company’s ability to 
introduce new products, reward program enhancements and service enhancements on a timely basis during 
the latter half of 2005 and the first half of 2006; the success of the GNS business in partnering with banks in 
the United States, which will depend in part on the extent to which such business further enhances the 
Company’s brand, allows the Company to leverage its significant processing scale, expands merchant 
coverage of the network, provides U.S. GNS bank partners the benefits of greater cardmember loyalty and 
higher spend per customer, and merchant benefits such as greater transaction volume and additional higher 
spending customers; the continuation of favorable trends, including increased travel and entertainment 
spending and the overall level of consumer confidence; successfully cross-selling, travel, card and other 
products and services to the Company’s customer base, both in the United States and abroad; the Company’s 
ability to generate sufficient revenues for expanded investment spending, and the ability to capitalize on such 
investments to improve business metrics; the costs and integration of acquisitions; the success, timeliness and 
financial impact (including costs, cost savings and other benefits including increased revenues), and 
beneficial effect on the Company’s operating expense to revenue ratio, both in the short-term and over time, of 
reengineering initiatives being implemented or considered by the Company, including cost management, 
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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 expenses as business expands or changes, including the ability to 
accurately estimate the provision for the cost of the Membership Rewards program; the Company’s ability to 
manage credit risk related to consumer debt, business loans, merchant bankruptcies and other 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’ 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; 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; 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; risks associated with the Company’s agreements with Delta 
Air Lines to prepay $500 million for the future purchases of Delta SkyMiles rewards points and to loan up to 
$75 million to Delta; AEFA’s ability to improve investment performance, including attracting and retaining 
high-quality personnel, and reduce outflows of invested funds; AEFA’s ability to develop and introduce 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; 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, 
and the level of guaranteed minimum death benefits paid to clients; changes in assumptions relating to DAC, 
which could impact the amount of DAC amortization; changes in federal securities laws affecting the mutual 
fund industry, including possible enforcement proceedings and the adoption of rules and regulations designed 
to prevent trading abuses, restrict or eliminate certain types of fees, change mutual fund governance and 
mandate additional disclosures, and the ability to make the required investment to upgrade compliance 
systems and procedures in response to these changes; AEFA’s ability to avoid deterioration in its high-yield 
portfolio in order to mitigate losses in its investment portfolio; fluctuations in foreign currency exchange 
rates; fluctuations in interest rates, which impact the Company’s borrowing costs, return on lending products 
and spreads in the insurance, annuity and investment certificate products; accuracy of estimates for the fair 
value of the assets in the Company’s investment portfolio and, in particular, those investments that are not 
readily marketable, including the valuation of the interest-only strip relating to TRS’ lending securitizations; 
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; 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, including changes in tax laws or regulations that could result in the elimination of certain tax 
benefits; outcomes and costs associated with litigation and compliance and regulatory matters; deficiencies 
and inadequacies in the Company’s internal control over financial reporting, which could result in inaccurate 
or incomplete financial reporting; and competitive pressures in all of the Company’s major businesses.  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, 2004, and its other reports filed with the SEC. 
 

 
*** 


