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Good afternoon.  It is a pleasure to be here with you today. I want to spend the next 20 
minutes or so briefly reviewing three topics. 
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First, I’ll begin with a review of our recent performance. 
 
Second, I’ll discuss what I see as the inherent advantages of our business models, and our 
unique capabilities within global payments and retail financial services. 
 
Last, I’ll take you through our objectives for the company over the short, moderate and 
long-term.  
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Overall, our recent results reflect strong momentum and demonstrate the success of our 
efforts to create a flexible expense base and a well-balanced risk profile. As many of you 
know, these efforts include: 
 
• Shifting away from our historical reliance on T&E spending to the more  stable 

everyday spend activities; 
 
• Diversifying our revenue streams to incorporate revolving credit revenues in addition 

to our historical spend-based revenues; 
 
• Making aspects of our expense base more variable and creating a dynamic 

reengineering capability; and 
 
• Continually enhancing our credit management capabilities. 
 
These changes to our business model allowed us to absorb the challenging aspects of the 
environment and deliver solid financial results and business momentum, while investing in 
the future competitive strength of the company. 
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Specifically, against our long-term financial targets, we’ve done very well on a year-to-date 
basis.  
 
• Our Earnings Per Share grew 15%; 
 
• Return on Equity was 20%, and; 
 
• Revenues were up by 6%, despite the continued environmental challenges within 

certain segments of our business.  
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At each of our segments, and at the corporate level, we’ve worked to lower our risk profile 
and strengthen our balance sheet.  While we’ve recently seen some positive trends in our 
broad business indicators, our balance sheet actions have been prudent and appropriate 
for the environment. 
 
In card, our credit ratios are an excellent story.  Losses and write-offs remain well 
controlled and are better than industry averages, while our past due coverage in both 
charge and lending continues to be strong. 
 
At American Express Bank, we continue to lower our exposure to corporate lending risk. 
 
And, Financial Advisors continues to build on the progress of the last few years as exposure 
to airline losses have been reduced and we have strengthened our reserves for commercial 
mortgages. 
 
In addition, at the end of 2Q ’03, $1.5B of unrealized gains were available within AEFA’s 
investment portfolio.  Given interest rate movements since then, we have seen some decline 
in appreciation.   
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Over the past few years we’ve taken a number of actions to improve our economic 
flexibility; including, our continued reengineering and cost management efforts. 
 
Our reengineering efforts have yielded annual benefits in excess of $1B since 2001, and are 
on track to deliver similar benefits in 2003.  Key drivers of these benefits include: 
 
• Tightly controlled workforce numbers. Even as our volumes have grown we continue to 

be approximately flat to the employee levels in place after our restructuring actions of 
2001 and 2002.  



 
• Our outsourcing agreement with IBM is another way we have enhanced flexibility.  

Through this seven-year agreement to outsource our technology operations activities, 
we have variablized this cost base and expect to realize hundreds of millions of dollars 
of savings over the contract term. 

 
• Through “Global Infrastructure Optimization,” our initiative to optimize our servicing 

across multiple locations, we’ve increased our economic flexibility by delivering high 
quality service from lower cost markets. We’ve ramped up our capabilities over the last 
two years and, by the end of the year, we expect to almost double the savings delivered 
in 2002. 

 
• An additional element has been to migrate our service transactions online. Since each 

online transaction saves us anywhere from 5% to 90% of our comparable offline unit 
cost, the savings here continue to build. 

 
• Finally, travel continues to be a true success story in terms of flexibility. Despite the 

volume hits caused by the September 11th terrorist attacks, the war in Iraq and SARS, 
Travel continues to deliver good profits. With our online capabilities, and our price-for-
service approach, we now have a model that is more adaptable to the sales volatility 
we’ve seen over the last two years. 

 
So, we continue to make excellent progress on flexibility and cost management.   
 
Improving operating margins continues to be a priority. We expect to have variances in 
our quarter-to-quarter performance as market conditions change and we respond 
accordingly. During the first six months of 2003, we saw some deterioration as we took 
advantage of a competitive opportunity while both provision and interest expense were 
improving.  This provided the ability for us to go after higher top line growth, focusing on 
the denominator rather than the numerator.   Going forward, we will continue to balance 
opportunities to ramp up investments to sustain and increase our business momentum 
while controlling expenses overall.   
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Investing for growth has been an additional priority over the last year, as we have worked 
to be on the offensive despite the uncertain and difficult environment. 
 
As our priority is to provide shareholder value over the moderate to long-term, we believe 
we must continue to invest in growth – and, now is the time to do it. 
 
Three factors are converging to make this so: 
 
• First, our business volumes are strengthening; 
 
• Second, some of our competitors have had some difficulties; and, 



 
• Third, we have a range of attractive organic growth opportunities to choose from. 
 
As previously announced, since we look to step up investments during the latter half of the 
year, we’re expecting that our full year EPS before accounting changes will not grow above 
14%. 
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The benefit of investing in growth in recent quarters can be seen in the strength of a 
number of our key metrics. 
 
• Year-to-date TRS billings were up 10%, helped by strong consumer spend in both the 

U.S. and international. 
 
• Cards in force were up 5%. We’ve added 1.3 million net new cards through June of this 

year as a result of both acquisition efforts and higher retention levels. 
 
• Managed loan balances increased 16% against last year -- 14% in the U.S. and 32% in 

international, outpacing all of our major competitors. 
 
• At Financial Advisors, while cash sales for the year were down by five percent, we 

increased our advisor force, bucking the trend of other financial services companies, 
who continued to see sales force declines.   
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Also on the growth front, we recently announced two acquisitions: 
 
• Threadneedle Asset Management, a well-respected investment company based in the 

U.K.; and, 
 
• Rosenbluth International, a major corporate travel agency with clients and operations 

around the  world. 
 
Unlike the position of some other companies, the strength of our organic growth allows us 
to make acquisitions from the best possible perspective:  to make them because we choose 
to, not because we have to. 
 
We have exceptional opportunities for organic growth across our businesses, but we felt 
these two companies offered us an opportunity to accelerate growth against our strategies, 
while delivering solid financial returns for our shareholders. 
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Our recent results demonstrate what we be lieve to be the inherent advantages of our 
business models in both payments and financial services.  
 
Across both of our businesses, we believe we have a number of levers that – in combination 
– put us in a strong relative position against our competitors. 
 
Within Global Payments, we have a brand-driven, spend-based business model with 
multiple growth levers and advantages: 
 
• We have an advantaged position in terms of our relationships with high-spending 

customers across the consumer, small business and corporate market segments. 
 
• We have tremendous product breadth – with charge cards, credit cards, co-brand cards 

and affinity cards. 
 
• We have substantial geographic breadth through proprietary card activities in 73 

countries and 20 currencies, and network card relationships across 88 markets. 
 
• We have deep and wide-ranging relationships with terrific partners such as Costco, 

Starwood, Hilton, Delta and numerous other airlines and retailers who deliver great 
value for our customers. 

 
• And finally, we believe we are the market leader in terms of customer service. 
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This slide depicts our virtuous circle – which shows the reinforcing relationships between 
our issuing and network businesses.   
 
The major elements of our spend-based model are: 
 
• An attractive customer base with higher average spending; 
 
• Driving premium economics through our higher discount rate; 
 
• Which creates a pool of investment dollars from which we can initiate actions including 

enriching and expanding our wide array of rewards -oriented products to drive the 
continuous advancement of this virtuous circle; 

 
• All of which is centered around the attributes of the American Express brand. 
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Our rewards focus is an advantage in two ways: 
 
• First, it is a very powerful competitive weapon, and; 
 
• Second, it provides us with a number of economic advantages. 
 
Suffice it to say that cardmembers enrolled in rewards are very attractive – in terms of 
their spend, retention, credit performance and profitability. 
 
As a result of this, on the issuing side of our business, we look to penetrate rewards into 
most of our customers and prospects by issuing products linked to spend incentives – 
whether it be a charge card enrolled in Membership Rewards, our cash rebate product, a 
Costco or Delta Skymiles card, a Blue Card linked to Membership Rewards Options, or 
any of the hundreds of co-brand and affinity cards we have around the world.  
 
Reward programs also add value to our merchant network as they increase cardmember 
insistence at the point of sale and contribute to our merchant value proposition. 
 
For both these reasons, over the last few years we’ve ramped up our efforts to expand 
reward-linked products across our global card base.  For example our reward penetration 
across our U.S. consumer and small business cards in force base has increased from 31% in 
1998 to 60% today. 
 
Given the breadth of our incentives, the penetration of our base, and the fundamental 
margin advantage of our premium economics, we believe we are the leader in the rewards 
arena, and intend to keep a strong focus on further leveraging this competitive advantage. 
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The benefits of this strategy, and our recent growth investments, are evident within a 
number of key metrics, where we compare favorably to our competitors. 
 
In volume growth, we have performed better than the industry average, delivering higher 
growth than all but one competitor.  Considering the weak travel-related spending 
environment during the first half of 2003, we are particularly pleased with our overall 
growth. 
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The strong momentum within our business is even more evident when you look at second 
quarter comparisons. 
 
All of our major competitors saw a decline in growth rates from the first quarter, while we 
were able to maintain our momentum. 
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Although our business model is less reliant on growth in loan balances versus the 
competition, related finance charge revenue is still an important driver for us.  Here, we 
have enjoyed industry-leading levels of growth in outstandings. 
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Lastly, our card-related lending credit performance has also outpaced the competition. 
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At Financial Advisors, we also have a number of advantages that we’re looking to leverage 
against our growth opportunities.  
 
While we have substantial scale within both our distribution system and our 
manufacturing operation, where we produce a broad array of mutual fund, annuity, and 
insurance-related products, the real strength of AEFA’s franchise revolves around their 
financial planning and advice positioning. 
 
AEFA’s business model has been built around financial planning and advice for some 20 
years.  Today, this positioning is as relevant to clients as it has ever been. 
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Financial planning produces product diversity, persistency, and low client attrition. 
 
We’ve generated high returns across our client base because clients hold multiple products 
and stay with us longer. 
 
Clients with a plan invest more over time with low redemption rates and more persistency.  
As an example, based on redemption rates, our clients hold long-term mutual funds nearly 
twice as long on average versus the industry. 
 
Advisor productivity also improves through the planning relationship. 
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To better understand the power of our model, let’s look at our financial returns compared 
to the industry.  
 
There are few firms like Financial Advisors, since we are an asset manager, an insurance 
and annuity company, as well as a broker dealer.  
 



On this slide, we analyzed the competitive performance of these three industries between 
1992 and 2002. 
 
• Broker/Dealers’ averaged a return on equity of 19%. 
 
• Asset managers generated a 25% return over this period. 
 
• And, lastly, the insurance and annuity industry realized a 10% return. 
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We then took the liberty of creating a similar firm to Financial Advisors for comparative 
purposes, by using our business segment weightings. 
 
This resulted in an industry composite generating a 15% return on equity. 
 
By comparison, Financial Advisors actually generated an 18% return over the same 
period.  
 
And, even though AEFA’s return last year was reduced to 11.6%, our analysis indicates 
that AEFA’s return exceeded the industry composite.  [NOTE:  AEFA's return on equity for 
the 12 months ended December 31, 2002 excludes the effect on shareholders' equity of unrealized 
gains or losses related to SFAS No. 115 and No. 133 (approximately 0.7%). On a GAAP basis, 
AEFA's return on equity for such period was approximately 10.9%.] 
  
As I indicated, we believe this higher return differential is linked to better advisor 
retention, higher product persistency, deeper planning relationships with clients – all due 
in large part to the associated benefits of our planning model.  
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As you know, results in the industry and at AEFA have suffered over the past few years 
due to the difficult market environment. 
 
But, overall, AEFA has performed reasonably well. 
 
This slide shows that their client asset levels have moved in a manner consistent with the 
competition.  This would appear to reflect both the persistency benefits of our planning 
model as well as our efforts to improve the breadth of our product offerings and our 
proprietary investment management results. 
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AEFA has the fourth largest number of advisors across our three platforms.  While many 
of our competitors have seen substantial reductions in their field force, we have remained 
relatively steady, or more recently added advisors.  This likely reflects not only a paradigm 
shift in what investors want from their financial services firm – personal relationships and 
a long-term perspective – but also the persistency benefits of our planning approach. 
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Overall, AEFA’s earnings have performed relatively well versus the competition.   
 
Some of our competitors posted particularly favorable year-over-year comparisons due to 
various unusual items, including investment portfolio losses last year coupled, in some 
cases, with gains during the same period this year. 
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I’d like to move the discussion now from our recent results to our long-term objectives. 
 
Environmental challenges and intense competitive activity require companies to fully 
leverage all of the assets at their disposal to be successful.   
 
While the advantages of our models have helped our results over the last year and a half, 
we believe their greatest benefit will come over the moderate to long-term. 
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Over the moderate to long-term we continue to believe our financial targets of 12-15 
percent EPS growth, 8 percent revenue growth, and 18-20 percent Return on Equity, on 
average and over time, are appropriate.  
 
This view is based on a number of factors, including: 
 
• The underlying global payments and retail financial services industry opportunities; 
 
• The strengths within our proprietary business models which position us to realize those 

opportunities; and, 
 
• The actions we initiated and implemented over the last three years that have increased 

the flexibility and adaptability of the organization. 
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As we prepared our outlook and assessed our plans, we used what we consider to be modest 
assumptions:  
 
• Billings growth of 6 percent to 10 percent; 
 
• Growth in the average S&P of 8 percent; and, 
 
• Reengineering benefits that drive improved margins. 
 
In coming up with these assumptions we’ve essentially ha lved the robust historical growth 
rates we saw in billed business over the last 20 years and in the S&P 500 average in the 
later half of the 1990’s. Applying these assumptions against our improved economics, our 
models show us being positioned to achieve 12 percent to 15 percent EPS growth over the 
next 3 to 5 years.  
 
In addition to our earnings objective, our models also indicate that the Company is 
positioned to deliver Return on Equity within our long-term targeted range of 18 to 20 
percent. 
 
Our business momentum and investment focus also underscore the fact that our future 
growth will continue to be driven by the substantial organic growth opportunities that we 
have historically relied upon.  It doesn’t mean we won’t pursue acquisitions that are 
targeted and appropriately valued, but it does mean we’re not dependent on acquisitions to 
achieve our earnings target.  We can look to our more stable organic sources of historical 
growth and augment them through acquisitions as appropriate. 
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First, the basics in terms of billed business growth potential.  
 
Consumer payments have shown strong growth over the last few years.  And while cash 
and checks continue to be a large proportion of spend, plastic – and more specifically 
charge and credit products – is gaining greater acceptance. In fact, as a source of payment, 
credit cards grew 29% between 1995 and 1998, and 32% between ’98 and 2001. 
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Looking at it on an industry or merchant category basis, the components of the spend 
opportunity firm up even more. 
  
With the size of the circles approximating the size of the total spending within each 
industry group, you can see that the largest opportunity to gain plastic spend is in the 
group of industries growing the fastest.  



 
Spend within this emerging portfolio, which includes telecom, healthcare, and professional 
services, is growing at rates in excess of 20%, and yet has very low plastic penetration. As 
people begin to put their insurance payments, wireless phone bills and monthly rent on our 
cards our transaction growth potential is significant.  
 
As a result, we should continue to gain financial benefits on both the top-line and across 
our expense base as the scale of our business grows.  
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While these opportunities would broadly benefit all payment providers, projections also 
show that growth in spend volumes will accelerate, and continue to outpace outstandings 
growth.  
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The 8% average S&P 500 growth rate is consistent with the long-term performance of the 
markets. 
 
Top-line growth, combined with reengineering, should position us to achieve our objective 
to deliver 12-15% EPS growth. 
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Our ultimate goal is to build shareholder value by managing our resources in a manner 
that maximizes the Company’s free capital generation over a long period of time. 
 
We seek to do this by growing our business while maintaining consolidated returns at 
attractive levels. 
 
If we are successful, we will generate an increasingly large pool of capital to return to 
shareholders into the future. 
 
This chart compares the average returns for our peer group, for the eight years ended 
2002, adjusting each competitor’s return to the average leverage for the group. 
 
As you can see, our comparative returns are quite attractive. 
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These returns, which are driven by our unique mix of businesses, position us to distribute 
large amounts of capital to shareholders. 



 
History shows that the company has returned a significant portion of capital generated 
over time back to shareholders through dividends and share repurchases.  In fact, 67% has 
been returned since 1995. 
 
Assuming we meet our financial targets, on average and over time, and we continue to 
manage capital effectively, we will seek to fund our business growth by reinvesting, on 
average, approximately 35% of capital generated annually back into the business and 
return 65% to shareholders.  Obviously, in any particular year, the actual level returned 
would depend on other uses of capital that may be warranted, like an acquisition. 
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That’s a quick review of our recent results and our business objectives and shareholder 
value creation goals. 
 
Just to summarize: 
 
• Our recent results illustrate the strengths within our business models, the benefits of the 

fundamental changes made over the last three years, and the strong momentum 
resulting from the business-building investments over the past year. 

 
• We believe we are well positioned to continue to be a strong competitor and leverage 

the attractive growth opportunities available to us. 
 
• And, if successful, we believe we can produce attractive financial results and create 

substantial value for our shareholders. 
 
With that, I’m ready to respond to your questions. 
 



NOTE RELATING TO NON-GAAP FINANCIAL DISCLOSURES

This presentation contains certain non-GAAP financial disclosures, which are disclosed on a "managed" 
basis. Managed basis (a) assumes no securitization transactions in the TRS business segment, i.e., all 
securitized loans and related income effects are reflected as if they were in the Company's balance sheet 
and income statement, respectively, and (b) presents aggregate revenues in the AEFA business segment on 
a basis that is net of provisions for losses and benefits. Information relating to comparable GAAP financial 
measures may be found on the relevant slides and on American Express Company's investor relations 
website at ir.americanexpress.com. 

INFORMATION RELATED TO FORWARD LOOKING STATEMENTS 

This presentation includes forward-looking statements, which are subject to risks and uncertainties. The 
words "believe," "expect," "anticipate," "optimistic," "intend," "plan," "aim," "will," "should," "could," 
"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 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, 
to actually spend such funds over the remainder of the year to the extent available, particularly if funds for 
discretionary spending are higher than anticipated, and 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 U.S. and internationally; 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 level of 
guaranteed minimum death benefits paid to clients; potential deterioration in AEFA’s high-yield and other 
investments, which could result in further losses in AEFA’s investment portfolio; 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 re-engineering 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 re-engineering 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 systems, 
of terrorist attacks, disasters or other catastrophic events in the future; the impact on the company’s 
businesses resulting from the recent war in Iraq and its aftermath and other 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 and revolving credit, 
sustain premium discount rates, increase merchant coverage, retain cardmembers after low introductory 

http://ir.americanexpress.com/


lending rates have expired, and expand the global network services business; the impact of severe acute 
respiratory syndrome (SARS) on consumer and business spending on travel, including its potential spread 
to the United States and other locales that have not, to date, been significantly affected; the ability to 
manage and expand cardmember benefits, including Membership Rewards®, in a cost effective manner; 
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; successfully 
cross-selling financial, travel, card and other products and services to the company’s customer base, both 
in the U.S. 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; 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; the ability to accurately interpret and 
apply FASB Interpretation No. 46, the recently issued accounting rule related to the consolidation of 
variable interest entities, including those involving collateralized debt obligations (CDOs) and secured 
loan trusts (SLTs) that the company manages and/or invests in, and the impact of the rule on both the 
company’s balance sheet and results of operations, which could be greater or less than that estimated by 
management to the extent that certain assumptions have to be revised, such as estimates of the valuations 
of the underlying collateral of the CDO or SLT structures, or the application of the rule to certain types of 
structures has to be re-evaluated; 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, 2002, and its other reports filed 
with the SEC. 

 


