Edgar Filing: AMERICAN EXPRESS CO - Form 10-Q

AMERICAN EXPRESS CO
Form 10-Q
May 04, 2011



Edgar Filing: AMERICAN EXPRESS CO - Form 10-Q

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarterly Period Ended March 31, 2011
or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Transition Period from to

Commission file number 1-7657
AMERICAN EXPRESS COMPANY
(Exact name of registrant as specified in its charter)

New York 13-4922250

(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

World Financial Center, 200 Vesey Street, New 10285
York, NY
(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code (212) 640-2000
None

Former name, former address and former fiscal year, if changed since last report.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes b No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes b No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of large accelerated filer , accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer p Accelerated filer o Non-accelerated filer o Smaller reporting
company o
(Do not check if a smaller
reporting company)
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes o No p
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable
date.

Class Outstanding at April 29, 2011

Common Shares (par value $.20 per share) 1,202,154,248 shares
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PART 1. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
AMERICAN EXPRESS COMPANY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

Three Months Ended March 31 (Millions, except per share amounts)
Revenues

Non-interest revenues

Discount revenue

Net card fees

Travel commissions and fees

Other commissions and fees

Other

Total non-interest revenues

Interest income

Interest and fees on loans

Interest and dividends on investment securities
Deposits with banks and other

Total interest income

Interest expense

Deposits

Short-term borrowings

Long-term debt and other

Total interest expense

Net interest income

Total revenues net of interest expense
Provisions for losses

Charge card

Cardmember loans

Other

Total provisions for losses

Total revenues net of interest expense after provisions for losses
Expenses

Marketing, promotion, rewards and cardmember services

Salaries and employee benefits
Professional services

Table of Contents

2011

$ 3,902
537
454
529
475

5,897
1,619
88
20

1,727

137
456
593
1,134
7,031
198
(120)

19

97
6,934
2,450

1,522
663

2010

$3,422
521
385
500
425
5,253
1,775
117

13

1,905

128
469
598
1,307
6,560
227
688
28
943
5,617
1,987

1,327
561
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Other, net 567 490
Total 5,202 4,365
Income before income tax provision 1,732 1,252
Income tax provision 5585 367
Net income $1,177 $ 885
Earnings per Common Share: (Note 13)@

Basic $ 0.98 $ 0.74
Diluted $ 0.97 $ 073
Average common shares outstanding for earnings per common share:

Basic 1,192 1,185
Diluted 1,198 1,191
Cash dividends declared per common share $ 0.18 $ 0.18

(a) Represents net income less earnings allocated to participating share awards and other items of $14 million and
$12 million for the three months ended March 31, 2011 and 2010, respectively.
See Notes to Consolidated Financial Statements.
1
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AMERICAN EXPRESS COMPANY
CONSOLIDATED BALANCE SHEETS

(Unaudited)
March December

31, 31,
(Millions, except per share data) 2011 2010
Assets
Cash and cash equivalents
Cash and cash due from banks $ 1,927 $ 2,145
Interest-bearing deposits in other banks (including securities purchased under
resale agreements: 2011, $434; 2010, $372) 19,549 13,557
Short-term investment securities 551 654
Total 22,027 16,356
Accounts receivable
Cardmember receivables (includes gross receivables available to settle
obligations of a consolidated variable interest entity: 2011, $7,256; 2010,
$8,192), less reserves: 2011, $421; 2010, $386 37,229 36,880
Other receivables, less reserves: 2011, $145; 2010, $175 3,557 3,554
Loans
Cardmember loans, (includes gross loans available to settle obligations of a
consolidated variable interest entity: 2011, $32,033; 2010, $34,726), less
reserves: 2011, $2,921; 2010, $3,646 54,842 57,204
Other loans, less reserves: 2011, $20; 2010, $24 390 412
Investment securities 10,502 14,010
Premises and equipment  at cost, less accumulated depreciation: 2011, $4,682;
2010, $4,483 2,987 2,905
Other assets (includes restricted cash of consolidated variable interest entities:
2011, $330; 2010, $3,759) 12,445 15,368
Total assets $ 143,979 $ 146,689
Liabilities and Shareholders Equity
Liabilities
Customer deposits $ 31,756 $ 29,727
Travelers Cheques outstanding 5,274 5,618
Accounts payable 10,118 9,691
Short-term borrowings 3,375 3,414
Long-term debt (includes debt issued by consolidated variable interest entities:
2011, $17,611; 2010, $23,341) 60,730 66,416
Other liabilities 15,244 15,593
Total liabilities 126,497 130,459
Contingencies (Note 15)
Shareholders Equity

240 238
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Common shares, $0.20 par value, authorized 3.6 billion shares; issued and
outstanding 1,202 million shares as of March 31, 2011 and 1,197 million
shares as of December 31, 2010

Additional paid-in capital 12,189 11,937
Retained earnings 5,902 4,972
Accumulated other comprehensive (loss) income

Net unrealized securities gains, net of tax: 2011, $(16); 2010, $(19) 58 57
Net unrealized derivatives losses, net of tax: 2011, $3; 2010, $4 3) @)
Foreign currency translation adjustments, net of tax: 2011, $525; 2010, $405 437) (503)
Net unrealized pension and other postretirement benefit losses, net of tax:

2011, $232; 2010, $226 467) (464)
Total accumulated other comprehensive loss (849) 917)
Total shareholders equity 17,482 16,230
Total liabilities and shareholders equity $ 143,979 $ 146,689

See Notes to Consolidated Financial Statements.
2
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AMERICAN EXPRESS COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Three Months Ended March 31 (Millions) 2011 2010
Cash Flows from Operating Activities
Net income $ 1,177 $ 885
Adjustments to reconcile net income to net cash provided by operating activities:
Provisions for losses 97 943
Depreciation and amortization 227 221
Deferred taxes and other (129) 149
Stock-based compensation 76 64
Changes in operating assets and liabilities, net of effects of acquisitions and dispositions:
Other receivables 29 278
Other assets 171) (25)
Accounts payable and other liabilities 157) 202
Travelers Cheques outstanding (398) (455)
Net cash provided by operating activities 751 2,262
Cash Flows from Investing Activities
Sale of investments 589 720
Maturity and redemption of investments 3,204 3,917
Purchase of investments (272) (2,293)
Net decrease in cardmember loans/receivables 2,522 2,636
Purchase of premises and equipment, net of sales: 2011, $2; 2010, $6 (255) (147)
Acquisitions/Dispositions, net of cash acquired (577) (254)
Net decrease in restricted cash 3,452 3,101
Net cash provided by investing activities 8,663 7,680
Cash Flows from Financing Activities
Net increase in customer deposits 2,011 1,823
Net decrease in short-term borrowings (122) (379)
Issuance of long-term debt 117
Principal payments on long-term debt (5,731) (5,127)
Issuance of American Express common shares 229 121
Dividends paid 217) (216)
Net cash used in financing activities (3,830) (3,661)
Effect of exchange rate changes on cash 87 28
Net increase in cash and cash equivalents 5,671 6,309
Cash and cash equivalents at beginning of period 16,356 16,599
Cash and cash equivalents at end of period $22,027 $22,908
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See Notes to Consolidated Financial Statements.
3
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Basis of Presentation
The Company
American Express is a global service company that provides customers with access to products, insights and
experiences that enrich lives and build business success. The Company s principal products and services are charge
and credit payment card products and travel-related services offered to consumers and businesses around the world.
The Company has also recently focused on generating alternative sources of revenue on a global basis in areas such as
online and mobile payments and fee-based services. The Company s various products and services are sold globally to
diverse customer groups, including consumers, small businesses, mid-sized companies and large corporations. These
products and services are sold through various channels, including direct mail, on-line applications, targeted direct and
third-party sales forces and direct response advertising.
The accompanying Consolidated Financial Statements should be read in conjunction with the financial statements
incorporated by reference in the Annual Report on Form 10-K of American Express Company (the Company) for the
year ended December 31, 2010 (2010 Form 10-K).
The interim consolidated financial information in this report has not been audited. In the opinion of management, all
adjustments necessary for a fair statement of the consolidated financial position and the consolidated results of
operations for the interim periods have been made. All adjustments made were of a normal, recurring nature. Results
of operations reported for interim periods are not necessarily indicative of results for the entire year.
Beginning the first quarter of 2011, certain payments to business partners previously expensed in other, net expense
have been reclassified as contra-revenue within total non-interest revenues or as marketing and promotion expense.
These partner payments are primarily related to certain co-brand contracts where upfront payments are amortized over
the life of the contract. Amounts in prior periods for this item and certain other amounts have been reclassified to
conform to the current presentation and are insignificant to the affected line items. In addition, the Company
reclassified $353 million, reducing both cash and cash due from banks, and other liabilities, on the December 31, 2010
Consolidated Balance Sheet from amounts previously reported to correct for the effect of a misclassification. Also,
refer to Note 1 to the Consolidated Financial Statements included in the Company s Form 10-Q for the quarter ended
June 30, 2010 for a description of changes made to certain line items in the Consolidated Statement of Cash Flows for
the three months ended March 31, 2010 to correct the effects of certain misclassifications.
Accounting estimates are an integral part of the Consolidated Financial Statements. These estimates are based, in part,
on management s assumptions concerning future events. Among the more significant assumptions are those that relate
to reserves for cardmember losses relating to loans and charge card receivables, reserves for Membership Rewards
costs, fair value measurement, goodwill and income taxes. These accounting estimates reflect the best judgment of
management, but actual results could differ.
4
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
2. Acquisitions
During the first quarter of 2011, the Company completed the acquisition of a controlling interest in Loyalty Partner
(March 1, 2011) for total consideration of $616 million ($585 million plus $31 million in cash acquired). In addition,
the Company may acquire the remaining noncontrolling equity interest (NCI) over the next five years at a price based
on business performance, which currently has an estimated fair value of $150 million. Loyalty Partner is a leading
marketing services company known for the loyalty programs it operates in Germany, Poland and India. Loyalty
Partner also provides market analysis, operating platforms and consulting services that help merchants grow their
businesses.
The Company purchased Accertify (November 10, 2010) and Revolution Money (January 15, 2010) for total
consideration of $151 million and $305 million, respectively. Accertify is an on-line fraud solution provider, and
Revolution Money, which was subsequently rebranded by the Company as Serve, is a provider of secure
person-to-person payment services through an internet-based platform. These acquisitions did not have a significant
impact on either the Company s consolidated results of operations or the segments in which they are reflected for the
three months ended March 31, 2011 and 2010.
The following table summarizes the assets acquired and liabilities assumed for these acquisitions as of the acquisition
dates:

Loyalty Revolution
(Millions) Partner @ Accertify Money
Goodwill $ 496 $ 131 $ 184
Definite-lived intangible assets 332 15 119
All other assets 216 11 7
Total assets 1,044 157 310
Total liabilities (including NCI) 428 6 5
Net assets acquired $ 616 $ 151 $ 305
Corporate

Reportable operating segment ICS GNMS & Other

(a) The purchase price allocation will be finalized in a subsequent quarter.
3. Fair Values
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (an exit price) in
an orderly transaction between market participants at the measurement date, and is based on the Company s principal
or most advantageous market for the specific asset or liability.
U.S. generally accepted accounting principles (GAAP) provide for a three-level hierarchy of inputs to valuation
techniques used to measure fair value, defined as follows:

Level 1 Inputs that are quoted prices (unadjusted) for identical assets or liabilities in active markets.

Level 2 Inputs other than quoted prices included within Level 1 that are observable for the asset or liability,

either directly or indirectly, for substantially the full term of the asset or liability, including:
- Quoted prices for similar assets or liabilities in active markets

Table of Contents 13
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- Quoted prices for identical or similar assets or liabilities in markets that are not active
- Inputs other than quoted prices that are observable for the asset or liability
- Inputs that are derived principally from or corroborated by observable market data by correlation or other

means
5
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Level 3 Inputs that are unobservable and reflect the Company s own assumptions about the assumptions market
participants would use in pricing the asset or liability based on the best information available in the
circumstances (e.g., internally derived assumptions surrounding the timing and amount of expected cash
flows).
Financial Assets and Financial Liabilities Carried at Fair Value
The following table summarizes the Company s financial assets and financial liabilities measured at fair value on a
recurring basis, categorized by GAAP s valuation hierarchy (as described in the preceding paragraphs), as of
March 31, 2011 and December 31, 2010:

2011 2010
(Millions) Total Level 1 Level 2 Total Level 1 Level 2
Assets:
Investment securities:®
Equity securities $ 528 $ 528 $ $ 475 $ 475 $
Debt securities and other 9,974 9,974 13,535 13,535
Derivatives® 930 930 1,089 1,089
Total assets $11,432 $ 528 $10,904 $ 15,099 $ 475 $ 14,624
Liabilities:
Derivatives® $ 280 $ $ 280 $ 419 $ $ 419
Total liabilities $ 280 $ $ 280 $ 419 $ $ 419

(a) Refer to Note 6 for the fair values of investment securities on a further disaggregated basis.

(b) Refer to Note 9 for the fair values of derivative assets and liabilities on a further disaggregated basis and the
netting of derivative assets and derivative liabilities when a legally enforceable master netting agreement exists
between the Company and its derivative counterparty. These balances have been presented gross in the table
above.

The Company did not measure any financial instruments at fair value using significantly unobservable inputs (Level

3) during the three months ended March 31, 2011 or during the year ended December 31, 2010, nor were there

transfers between Level 1 and Level 2 of the valuation hierarchy during those periods.

GAAP requires disclosure of the estimated fair value of all financial instruments. A financial instrument is defined as

cash, evidence of an ownership in an entity, or a contract between two entities to deliver cash or another financial

instrument or to exchange other financial instruments. The disclosure requirements for the fair value of financial
instruments exclude leases, equity method investments, affiliate investments, pension and benefit obligations,
insurance contracts and all non-financial instruments.

Valuation Techniques Used in Measuring Fair Value

For the financial assets and liabilities measured at fair value on a recurring basis (categorized in the valuation

hierarchy table above) the Company applies the following valuation techniques to measure fair value:

Investment Securities
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When available, quoted market prices in active markets are used to determine fair value. Such investment
securities are classified within Level 1 of the fair value hierarchy.

When quoted prices in an active market are not available, the fair values for the Company s investment securities
are obtained primarily from pricing services engaged by the Company, and the Company receives one price for
each security. The fair values provided by the pricing services are estimated using pricing models, where the
inputs to those models are based on observable market inputs. The inputs to the valuation techniques applied by
the pricing services vary depending on the type of security being priced but are typically benchmark yields,
benchmark security prices, credit spreads, prepayment speeds, reported trades and broker-dealer quotes, all with
reasonable levels of transparency. The pricing
6
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

services did not apply any adjustments to the pricing models used. In addition, the Company did not apply any

adjustments to prices received from the pricing services. The Company classifies the prices obtained from the

pricing services within Level 2 of the fair value hierarchy because the underlying inputs are directly observable

from active markets or recent trades of similar securities in inactive markets. However, the pricing models used

do entail a certain amount of subjectivity and therefore differing judgments in how the underlying inputs are

modeled could result in different estimates of fair value.
The Company reaffirms its understanding of the valuation techniques used by its pricing services at least annually. In
addition, the Company corroborates the prices provided by its pricing services to test their reasonableness by
comparing their prices to valuations from different pricing sources as well as comparing prices to the sale prices
received from sold securities. Refer to Note 6 for additional fair value information.
Derivative Financial Instruments
The fair value of the Company s derivative financial instruments, which could be assets or liabilities on the
Consolidated Balance Sheets, is estimated by a third-party valuation service that uses proprietary pricing models, or
by internal pricing models. The pricing models do not contain a high level of subjectivity as the valuation techniques
used do not require significant judgment, and inputs to those models are readily observable from actively quoted
markets. The pricing models used are consistently applied and reflect the contractual terms of the derivatives,
including the period of maturity, and market-based parameters such as interest rates, foreign exchange rates, equity
indices or prices, and volatility.
Credit valuation adjustments are necessary when the market parameters, such as a benchmark curve, used to value
derivatives are not indicative of the credit quality of the Company or its counterparties. The Company considers the
counterparty credit risk by applying an observable forecasted default rate to the current exposure. Refer to Note 9 for
additional fair value information.
Financial Assets and Financial Liabilities Carried at Other Than Fair Value
The following table discloses the estimated fair value for the Company s financial assets and financial liabilities that
are not carried at fair value, as of March 31, 2011 and December 31, 2010:

2011 2010

Carrying Fair Carrying Fair
(Billions) Value Value Value Value
Financial Assets:
Assets for which carrying values equal or approximate
fair value $ 64 $ 64@ $ 61 $ 61®
Loans, net $ 55 $ 56@ $ 58 $§ 580
Financial Liabilities:
Liabilities for which carrying values equal or
approximate fair value $ 46 $ 46 $ 43 $ 43
Certificates of deposit $ 11 $ 11 $ 13 $ 13
Long-term debt $ 61 $ 63@ $ 66 $ 690

(a) Includes fair values of cardmember receivables and loans of $7.2 billion and $30.9 billion, respectively, available
to settle obligations of consolidated variable interest entities (VIE) and long-term debt of $17.9 billion issued by
consolidated VIEs as of March 31, 2011. Refer to the Consolidated Balance Sheets for the related carrying
values.
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(b) Includes fair values of cardmember receivables and loans of $8.1 billion and $33.2 billion, respectively, available
to settle obligations of consolidated VIEs and long-term debt of $23.6 billion issued by consolidated VIEs as of
December 31, 2010. Refer to the Consolidated Balance Sheets for the related carrying values.

7
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
The fair values of these financial instruments are estimates based upon the market conditions and perceived risks as of
March 31, 2011 and December 31, 2010, and require management judgment. These figures may not be indicative of
their future fair values. The fair value of the Company cannot be reliably estimated by aggregating the amounts
presented.
The following methods were used to determine estimated fair values:
Financial Assets for Which Carrying Values Equal or Approximate Fair Value
Financial assets for which carrying values equal or approximate fair value include cash and cash equivalents,
cardmember receivables, accrued interest and certain other assets. For these assets, the carrying values approximate
fair value because they are short term in duration or variable rate in nature.
Financial Assets Carried at Other Than Fair Value
Loans, net
Loans are recorded at historical cost, less reserves, on the Consolidated Balance Sheets. In estimating the fair value for
the Company s loans the principal market is assumed to be the securitization market, and the Company uses the
hypothetical securitization price to determine the fair value of the portfolio. The securitization price is estimated from
the assumed proceeds of the hypothetical securitization in the current market, adjusted for securitization uncertainties
such as market conditions and liquidity.
Financial Liabilities for Which Carrying Values Equal or Approximate Fair Value
Financial liabilities for which carrying values equal or approximate fair value include accrued interest, customer
deposits (excluding certificates of deposit, which are described further below), Travelers Cheques outstanding,
short-term borrowings and certain other liabilities for which the carrying values approximate fair value because they
are short term in duration, variable rate in nature or have no defined maturity.
Financial Liabilities Carried at Other Than Fair Value
Certificates of Deposit
Certificates of deposit (CDs) are recorded at their historical issuance cost on the Consolidated Balance Sheets. Fair
value is estimated using a discounted cash flow methodology based on the Company s current borrowing rates for
similar types of CDs.
Long-term Debt
Long-term debt is recorded at historical issuance cost on the Consolidated Balance Sheets. Fair value is estimated
using either quoted market prices or discounted cash flows based on the Company s current borrowing rates for similar
types of borrowings.
8
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
4. Accounts Receivable and Loans
The Company s charge and lending payment card products result in the generation of cardmember receivables (from
charge payment products) and cardmember loans (from lending payment products) described below.
Cardmember and Other Receivables
Cardmember receivables, representing amounts due from charge payment product customers, are recorded at the time
a cardmember enters into a point-of-sale transaction with a merchant. Charge card customers generally must pay the
full amount billed each month. Each charge card transaction is authorized based on its likely economics reflecting a
cardmember s most recent credit information and spend patterns. Global limits are established to limit maximum
exposure for high risk and some high spend charge cardmembers. Accounts of high risk, out-of-pattern charge
cardmembers can be monitored even if they are current.
Cardmember receivable balances are presented on the Consolidated Balance Sheets net of reserves for losses (refer to
Note 5), and include principal and any related accrued fees.
Accounts receivable as of March 31, 2011 and December 31, 2010 were as follows:

(Millions) 2011 2010
U.S. Card Services® $17,614 $19,155
International Card Services 6,547 6,673
Global Commercial Services® 13,287 11,259
Global Network & Merchant Services(©) 202 179
Cardmember receivables, gross@ 37,650 37,266
Less: Cardmember reserve for losses 421 386
Cardmember receivables, net $37,229 $36,880
Other receivables, net(® $ 3,557 $ 3,554

(a) Includes $6.7 billion and $7.7 billion of gross cardmember receivables available to settle obligations of a
consolidated VIE as of March 31, 2011 and December 31, 2010, respectively.

(b) Includes $0.6 billion and $0.5 billion of gross cardmember receivables available to settle obligations of a
consolidated VIE as of March 31, 2011 and December 31, 2010.

(c) Includes receivables primarily related to the Company s International Currency Card portfolios.

(d) Includes approximately $12.2 billion and $11.7 billion of cardmember receivables outside the United States as
of March 31, 2011 and December 31, 2010, respectively.

(e) Other receivables primarily represent amounts for tax-related receivables, amounts due from the Company s
travel customers and suppliers, purchased joint venture receivables, third-party issuing partners, amounts due
from certain merchants for billed discount revenue, accrued interest on investments and other receivables due
to the Company in the ordinary course of business.

Cardmember and Other I.oans
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Cardmember loans, representing amounts due from lending payment product customers, are recorded at the time a
cardmember enters into a point-of-sale transaction with a merchant or when a charge card customer enters into an
extended payment arrangement. The Company s lending portfolios primarily include revolving loans to cardmembers
obtained through either their credit card accounts or the lending on charge feature of their charge card accounts. These
loans have a range of terms such as credit limits, interest rates, fees and payment structures, which can be adjusted
over time based on new information about cardmembers and in accordance with applicable regulations and the
respective product s terms and conditions. Cardmembers holding revolving loans are typically required to make
monthly payments greater than or equal to certain pre-established amounts. The amounts that cardmembers choose to
revolve are subject to finance charges. When cardmembers fall behind their required payments, their accounts will be
monitored.
9
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AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
Cardmember loans are presented on the Consolidated Balance Sheets net of reserves for losses and unamortized net
card fees and include accrued interest receivable and fees. The Company s policy generally is to cease accruing for
interest receivable on a cardmember loan at the time the account is written off. The Company establishes reserves for
interest that the Company believes will not be collected.
Loans as of March 31, 2011 and December 31, 2010 consisted of:

(Millions) 2011 2010
U.S. Card Services® $ 49,196 $51,565
International Card Services 8,524 9,255
Global Commercial Services 43 30
Cardmember loans, gross® 57,763 60,850
Less: Cardmember loans reserve for losses 2,921 3,646
Cardmember loans, net $ 54,842 $57,204
Other loans, net(© $ 390 $ 412

(a) Includes approximately $32.0 billion and $34.7 billion of gross cardmember loans available to settle
obligations of a consolidated VIE as of March 31, 2011 and December 31, 2010, respectively.

(b) Cardmember loan balance is net of unamortized net card fees of $135 million and $134 million as of March 31,
2011 and December 31, 2010, respectively.

(c) Other loans primarily represent small business installment loans, a store card portfolio whose billed business is
not processed on the Company s network and small business loans associated with the 2008 acquisition of
Corporate Payment Services.

Cardmember Loans and Cardmember Receivables Aging

Generally a cardmember account is considered past due if payment is not received within 30 days after the billing
statement date. The following table represents the aging of cardmember loans and receivables as of March 31, 2011
and December 31, 2010:

30-59 60-89 90+
Days Days Days
Past Past Past

2011 (Millions) Current Due Due Due Total
Cardmember Loans:
U.S. Card Services $ 48,288 $ 250 $ 196 $ 462 $ 49,196
International Card Services 8,324 67 41 92 8,524
Cardmember Receivables:
U.S. Card Services $17,297 $ 113 $ 74 $ 130 $17,614
International Card Services® (b) (b) (b) 66 6,547
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Global Commercial Services®

2010 (Millions)

Cardmember Loans:

U.S. Card Services
International Card Services
Cardmember Receivables:
U.S. Card Services
International Card Services®
Global Commercial Services®

(b)

$50,508
9,044

$ 18,864
(b)
(b)

(b)

$ 282
66

$ 104
(b)
(b)

(b)

$ 226
48

(b)
(b)

97

$ 549

$

97

132
64
96

13,287

$51,565
9,255

$19,155
6,673
11,259

(a) For cardmember receivables in International Card Services (ICS) and Global Commercial Services (GCS),
delinquency data is tracked based on days past billing status rather than days past due. A cardmember account
is considered 90 days past billing if payment has not been received within 90 days of the cardmember s billing
statement date. In addition, if the Company initiates collection procedures on an account prior to the account
becoming 90 days past billing the associated cardmember receivable balance is considered as 90 days past

billing. These amounts are shown above as 90+ Days Past Due for presentation purposes.

(b) Historically, data for periods prior to 90 days past billing are not available due to system constraints. Therefore,

it has not been utilized for risk management purposes. The balances that are current

derived as the difference between the Total and the 90+ Days Past Due balances.

10

89 days past due can be

Table of Contents

23



Edgar Filing: AMERICAN EXPRESS CO - Form 10-Q

Table of Contents

AMERICAN EXPRESS COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Credit Quality Indicators for L.oans and Receivables

The following table presents the key credit quality indicators as of or for the three months ended March 31:

2011 2010
30 Days 30 Days
Net Past Due Net Past Due
Write-Off as a % of Write-Off as a % of
Rate Total Rate Total
U.S. Card Services Cardmember Loans 3.7 % 1.8% 7.2% 3.3%
U.S. Card Services Cardmember Receivables 1.7 % 1.8% 1.7% 1.9%
International Card Services Cardmember Loans 3.2% 2.4% 5.5% 3.3%
2011 2010
Net Net
Loss Loss
Ratio Ratio
as 90 Days as 90 Days
Past Past
a % of Billing a % of Billing
Charge as a % of Charge as a % of
Volume Receivables Volume @  Receivables
International Card Services Cardmember
Receivables 0.15% 1.0% 0.53% 1.0%
Global Commercial Services Cardmember
Receivables 0.06 % 0.7 % 0.28% 0.8%

(a) In the first quarter of 2010, the Company modified its reporting in the ICS and GCS segments to write-off past
due cardmember receivables when 180 days past due or earlier, versus its prior methodology of writing them
off when 360 days past billing or earlier. This change is consistent with bank regulatory guidance and the
write-off methodology adopted for the cardmember receivables portfolio in the U.S. Card Services
(USCS) segment in the fourth quarter of 2008. This change resulted in approximately $60 million and
$48 million of net write-offs for ICS and GCS, respectively, being included in the first quarter of 2010, which
increased the net loss ratios and decreased the 90 days past billing metrics for these segments, but did not have
a substantial impact on provisions for losses.

Refer to Note 5 for other factors, including external environmental factors, that management considers as part of its
evaluation process for reserves for losses.

Impaired Loans and Receivables

Impaired loans and receivables are defined by GAAP as individual larger balance or homogeneous pools of smaller
balance restructured loans and receivables for which it is probable that the lender will be unable to collect all amounts
due according to the original contractual terms of the loan and receivable agreement. The Company considers
impaired loans and receivables to include: (i) loans over 90 days past due still accruing interest, (ii) non-accrual loans,
and (iii) loans and receivables modified in a troubled debt restructuring (TDR).
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The Company may modify cardmember loans and receivables in instances where the cardmember is experiencing
financial difficulty to minimize losses to the Company while providing cardmembers with temporary or permanent
financial relief. Such modifications may include reducing the interest rate or delinquency fees on the loans and
receivables and/or placing the cardmember on a fixed payment plan not exceeding 60 months. If the cardmember does
not comply with the modified terms, then the loan or receivable agreement generally reverts back to its original terms.
The Company has classified such cardmember loans and receivables in these modification programs as TDRs.
The performance of a TDR is closely monitored to understand its impact on the Company s reserve for losses. Though
the ultimate success of these modification programs remains uncertain, the Company believes they improve the
cumulative loss performance of such loans and receivables.
Reserves for a TDR are determined by the difference between cash flows expected to be received from the
cardmember discounted at the original effective interest rates and the carrying value of the cardmember loan or
receivable balance.

11
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The following tables provide additional information with respect to the Company s impaired cardmember loans and
receivables as of or for the three months ended March 31, 2011 and as of or for the year ended December 31, 2010:

Loans
over
90 Loans
Days &
Past
Due Non- Receivables Total Unpaid Interest Related
&
Accruing  Accrual Modified Impaired Principal Income Averaghllowance
asa for
(Millions) Interest @  Loans ® TDR ©  Loans BalancR&ognized Balance TDRs
March 31, 2011
U.S. Card Services
Cardmember Loans $ 72 $ 536 $ 971 $ 1,579 $ 1,499 $ 18 $ 2,036 $ 245
International Card Services
Cardmember Loans 90 7 10 107 106 9 130 5
U.S. Card Services
Cardmember Receivables 136 136 129 118 72
Total ® $ 162 $ 543 $ 1,117 $ 1,822 $ 1,734 $ 27 $ 2,284 $ 322
December 31, 2010
U.S. Card Services
Cardmember Loans $ 90 $ 628 $ 1,076  $ 1,794 $ 1,704 e) $ 2255 $ 274
International Card Services
Cardmember Loans 95 8 11 114 112 (e) 142 5
U.S. Card Services
Cardmember Receivables 114 114 109 (e) 110 63
Total ® $ 185 $ 636 $ 1,201 $ 2,022 $ 1,925 $ 2,507 $ 342

(a) The Company s policy is generally to accrue interest through the date of charge-off (at 180 days past due). The
Company establishes reserves for interest that the Company believes will not be collected.

(b) Non-accrual loans not in modification programs include certain cardmember loans placed with outside
collection agencies for which the Company has ceased accruing interest.

(¢c) The total loans and receivables modified as a TDR include $619 million and $655 million that are non-accrual

and $7 million that are past due 90 days and still accruing interest as of March 31, 2011 and December 31,
2010, respectively. These amounts are excluded from the previous two columns.
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(d) Unpaid principal balance consists of cardmember charges billed and excludes other amounts charged directly
by the Company such as interest and fees.

(e) Detailed data for these loans and receivables classes were not required prior to 2011.

(f) These disclosures either do not apply or are not significant for cardmember receivables in ICS and GCS.
5. Reserves for Losses
Reserves for Losses Cardmember Receivables and Loans
Reserves for losses relating to cardmember loans and receivables represent management s best estimate of the losses
inherent in the Company s outstanding portfolio of loans and receivables. Management s evaluation process requires
certain estimates and judgments.
Reserves for these losses are primarily based upon models that analyze portfolio performance and reflect
management s judgment regarding overall reserve adequacy. The analytic models take into account several factors,
including average losses and recoveries over an appropriate historical period. Management considers whether to adjust
the analytic models for specific factors such as increased risk in certain portfolios, impact of risk management
initiatives on portfolio performance and concentration of credit risk based on factors such as tenure, industry or
geographic regions. In addition, management adjusts the reserves for losses on cardmember loans for other external
environmental factors including leading economic and market indicators such as the unemployment rate, Gross
Domestic Product (GDP), home price indices, non-farm payrolls, personal consumption expenditures index, consumer
confidence index, purchasing managers index, bankruptcy filings and the legal and regulatory environment. Generally,
due to the short-term nature of cardmember receivables, the impact of additional external factors on the inherent losses
within the cardmember receivable portfolio is not significant. As part of this evaluation process, management also

12
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considers various reserve coverage metrics, such as reserves as a percentage of past due amounts, reserves as a
percentage of cardmember receivables or loans and net write-off coverage.
Cardmember receivables balances are written off when management deems amounts to be uncollectible and is
generally determined by the number of days past due, which is generally no later than 180 days past due. Receivables
in bankruptcy or owed by deceased individuals are written off upon notification. Recoveries are recognized on a cash
basis.
Changes in Cardmember Receivables Reserve for Losses
The following table presents changes in the cardmember receivables reserve for losses for the three months ended
March 31:

(Millions) 2011 2010

Balance, January 1 $ 386 $ 546

Additions:

Cardmember receivables provisions® 160 184

Cardmember receivables provisions — othép) 38 43

Total provision 198 227

Deductions:

Cardmember receivables net write-offs(© (132) (244)
Cardmember receivables  othé®) 3D 3D
Balance, March 31 $ 421 $ 498

(a) Represents loss provisions for cardmember receivables consisting of principal (resulting from authorized
transactions) and fee reserve components.

(b) Primarily represents loss provisions for cardmember receivables resulting from unauthorized transactions.

(c) Represents write-offs consisting of principal (resulting from authorized transactions) and fee components, less
recoveries of $84 million and $101 million for 2011 and 2010, respectively.

(d) These amounts include net write-offs of cardmember receivables resulting from unauthorized transactions and
foreign currency translation adjustments.
The following table presents cardmember receivables evaluated separately and collectively for impairment and related
reserves as of March 31, 2011 and December 31, 2010:

(Millions) 2011 2010
Cardmember receivables evaluated separately for impairment(® $ 136 $ 114
Reserves on cardmember receivables evaluated separately for impairment(® $ 72 $ 63
Cardmember receivables evaluated collectively for impairment $37,514 $37,152
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Reserves on cardmember receivables evaluated collectively for impairment $ 349 $ 323

(a) Represents receivables modified in a TDR and related reserves. Refer to the Impaired Loans and Receivables
discussion in Note 4 for further information.
13
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Changes in Cardmember Loans Reserve for Losses
The following table presents changes in the cardmember loans reserve for losses for the three months ended March 31:

(Millions) 2011 2010

Balance, January 1 $3,646 $ 3,268

Reserves established for consolidation of a variable interest entity® 2,531

Total adjusted balance, January 1 3,646 5,799

Additions:

Cardmember loans provisions® (139) 670

Cardmember loans provisions  othéf) 19 18

Total provision (120) 688

Deductions:

Cardmember loans net write-offs  principdd (535) (1,035)
Cardmember loans net write-offs  interest and fedd (61) (114)
Cardmember loans  othé®) 9) 24)
Balance, March 31 $2,921 $ 5314

(a) Represents establishment of cardmember reserves for losses for cardmember loans issued by the American
Express Credit Account Master Trust (the Lending Trust) which was consolidated under accounting guidance
for consolidation of VIEs effective January 1, 2010.

(b) Represents loss provisions for cardmember loans consisting of principal (resulting from authorized
transactions), interest and fee reserves components.

(c) Primarily represents loss provisions for cardmember loans resulting from unauthorized transactions.

(d) Cardmember loans net write-offs  principal for 2011 and 2010 include recoveries of $150 million and
$139 million, respectively. Recoveries of interest and fees were de minimis.

(e) These amounts include net write-offs related to unauthorized transactions and foreign currency translation
adjustments.
The following table presents cardmember loans evaluated separately and collectively for impairment and the related
reserves as of March 31, 2011 and December 31, 2010:

(Millions) 2011 2010
Cardmember loans evaluated separately for impairment® $ 981 $ 1,087
Reserves on cardmember loans evaluated separately for impairment(® $ 250 $ 279
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Cardmember loans evaluated collectively for impairment $56,782 $59,763
Reserves on cardmember loans evaluated collectively for impairment $ 2,671 $ 3,367

(a) Represents loans modified in a TDR and related reserves. Refer to the Impaired Loans and Receivables
discussion in Note 4 for further information.
14
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6. Investment Securities
Investment securities include debt and equity securities and are classified as available for sale. The Company s
investment securities, principally debt securities, are carried at fair value on the Consolidated Balance Sheets with
unrealized gains (losses) recorded in Accumulated Other Comprehensive Income (AOCI), net of income tax
provisions (benefits). Realized gains and losses are recognized in results of operations upon disposition of the
securities using the specific identification method on a trade date basis. Refer to Note 3 for a description of the
Company s methodology for determining the fair value of its investment securities.
The following is a summary of investment securities as of March 31, 2011 and December 31, 2010:

2011 2010
Gross Gross Estimated Gross Gross Estimated

Unrealized Unrealized Fair Unrealized Unrealized Fair
(Millions) Cost Gains Losses Value Cost Gains Losses Value
State and municipal
obligations $ 5683 $ 22 $ (4100 $ 5295 $ 6,140 $ 24 $ (B67) $ 5797
U.S. Government
agency obligations 1,302 6 1,308 3,402 12 (D 3,413
U.S. Government
treasury obligations 1,887 5 1,892 2,450 6 2,456
Corporate debt
securities® 1,025 15 a1 1,039 1,431 15 (D 1,445
Mortgage-backed
securities® 282 4 2) 284 272 6 2) 276
Equity securities© 98 430 528 98 377 475
Foreign government
bonds and obligations 89 5 94 95 4 99
Other(@ 62 62 49 49
Total $10428 $ 487 $ (413) $ 10,502 $13,937 $ 444 $ (371) $ 14,010

(a) The March 31, 2011 and December 31, 2010 balances include, on a cost basis, $0.9 billion and $1.3 billion,
respectively, of corporate debt obligations issued under the Temporary Liquidity Guarantee Program
(TLGP) that are guaranteed by the Federal Deposit Insurance Corporation (FDIC).

(b) Represents mortgage-backed securities guaranteed by Fannie Mae, Freddie Mac or Ginnie Mae.
(c) Represents the Company s investment in Industrial and Commercial Bank of China (ICBC).
(d) Other is comprised of investments in various mutual funds.

Other-Than-Temporary Impairment
Realized losses are recognized upon management s determination that a decline in fair value is other than temporary.

The determination of other-than-temporary impairment is a subjective process, requiring the use of judgments and
assumptions regarding the amount and timing of recovery. The Company reviews and evaluates its investments at
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least quarterly and more often, as market conditions may require, to identify investments that have indications of
other-than-temporary impairments. It is reasonably possible that a change in estimate could occur in the near term
relating to other-than-temporary impairment. Accordingly, the Company considers several factors when evaluating
debt securities for other-than-temporary impairment including the determination of the extent to which the decline in
fair value of the security is due to increased default risk for the specific issuer or market interest rate risk. With respect
to increased default risk, the Company assesses the collectibility of principal and interest payments by monitoring
issuers credit ratings, related changes to those ratings, specific credit events associated with the individual issuers as
well as the credit ratings of a financial guarantor, where applicable, and the extent to which amortized cost exceeds
fair value and the duration and size of that difference. With respect to market interest rate risk, including benchmark
interest rates and credit spreads, the Company assesses whether it has the intent to sell the securities and whether it is
more likely than not that the Company will not be required to sell the securities before recovery of any unrealized

losses.
15
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The following table provides information about the Company s investment securities with gross unrealized losses and
the length of time that individual securities have been in a continuous unrealized loss position as of March 31, 2011

and December 31, 2010:

2011

Less than 12

2010

Less than 12

months 12 months or more months 12 months or more
Gross Gross Gross Gross
(Millions) Estimated Unrealized Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Fair Fair Fair

Description of Securities ~ Value Losses Value Losses Value Losses Value Losses
State and municipal
obligations $2412 $ (173) $1,040 $ (237) $2,535 $ (156) $1,076 $ (211)
U.S. Government agency
obligations 299 (D
Corporate debt securities 3 1) 3 (D
Mortgage-backed
securities 2) 71 2)
Total $2,518 $ (175 $1,043 $ (238 $2905 $ (159) $1,079 $ (212

The following table summarizes the gross unrealized losses due to temporary impairments by ratio of fair value to
amortized cost as of March 31, 2011 and December 31, 2010:

Less than 12 months 12 months or more Total
Gross Gross Gross
Number Number Number
(Millions) ofEstimatédhrealized ofEstimatédhrealized ofEstimatédhrealized
Fair Fair Fair
Ratio of Fair Value to Amortized Cdecurities  Value LosSscurities  Value LosSscurities  Value Losses
2011:
90%-100% 429 $1993 $ 99) 21 $ 50 $ (4 450 $2,043 $ (103)
Less than 90% 78 525 (76) 121 993 (234) 199 1,518 (310)
Total as of March 31, 2011 507 $2,518 $ (175) 142 $1,043 $ (238) 649 $ 3,561 $ (413)
2010:
90%-100% 457 $2554 $(113) 31 $ 79 $ (7)) 488 $2,633 $ (120)
Less than 90% 48 351 46) 115 1,000 (205) 163 1,351 (251)
Total as of December 31, 2010 505 $2905 $(159) 146 $1,079 $ (212) 651 $3,984 $ (371)
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The gross unrealized losses on state and municipal securities and all other debt securities can be attributed to higher
credit spreads generally for state and municipal securities, higher credit spreads for specific issuers, changes in market
benchmark interest rates, or a combination thereof, all as compared to those prevailing when the investment securities
were acquired.
In assessing default risk on these investment securities, the Company has qualitatively considered the key factors
identified above and determined that it expects to collect all of the contractual cash flows due on the investment
securities.
Overall, for the investment securities in gross unrealized loss positions identified above, (a) the Company does not
intend to sell the investment securities, (b) it is more likely than not that the Company will not be required to sell the
investment securities before recovery of the unrealized losses, and (c) the Company expects that the contractual
principal and interest will be received on the investment securities. As a result, the Company recognized no
other-than-temporary impairments during the periods presented.
Supplemental Information
Gross realized gains on the sales of investment securities, included in other non-interest revenues for the three months
ended March 31, 2010, were $1 million (there were no gross realized gains for the three months ended March 31,
2011). The Company did not have any gross realized losses on the sales of investment securities during either of these
periods.

16
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Contractual maturities of investment securities, excluding equity securities and other securities, as of March 31, 2011
were as follows:

Estimated
(Millions) Cost Fair Value
Due within 1 year $ 3,545 $ 3,559
Due after 1 year but within 5 years 760 776
Due after 5 years but within 10 years 272 279
Due after 10 years 5,691 5,298
Total $10,268 $ 9912

The expected payments on state and municipal obligations and mortgage-backed securities may not coincide with
their contractual maturities because the issuers have the right to call or prepay certain obligations.
7. Asset Securitizations
Charge Trust and I.ending Trust
The Company periodically securitizes cardmember receivables and loans arising from its card business through the
transfer of those assets to securitization trusts. The trusts then issue securities to third-party investors, collateralized by
the transferred assets.
Cardmember receivables are transferred to the Charge Trust and cardmember loans are transferred to the Lending
Trust. The Charge Trust and the Lending Trust are consolidated by American Express Travel Related Services
Company, Inc. (TRS), which is a consolidated subsidiary of the Company. The trusts are considered VIEs as they
have insufficient equity at risk to finance their activities, which are to issue securities that are collateralized by the
underlying cardmember receivables and loans.
TRS, in its role as servicer of the Charge Trust and the Lending Trust, has the power to direct the most significant
activity of the trusts, which is the collection of the underlying cardmember receivables and loans in the trusts. In
addition, TRS owns approximately $1.0 billion of subordinated securities issued by the Lending Trust as of March 31,
2011. These subordinated securities have the obligation to absorb losses of the Lending Trust and provide the right to
receive benefits from the Lending Trust, both of which are significant to the VIE. TRS role as servicer for the Charge
Trust does not provide it with a significant obligation to absorb losses or a significant right to receive benefits.
However, TRS position as the parent company of the entities that transferred the receivables to the Charge Trust
makes it the party most closely related to the Charge Trust. Based on these considerations, TRS was determined to be
the primary beneficiary of both the Charge Trust and the Lending Trust.
The debt securities issued by the Charge Trust and the Lending Trust are non-recourse to the Company. Securitized
cardmember receivables and loans held by the Charge Trust and the Lending Trust are available only for payment of
the debt securities or other obligations issued or arising in the securitization transactions. The long-term debt of each
trust is payable only out of collections on their respective underlying securitized assets.

17
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There was approximately $4 million and $9 million of restricted cash held by the Charge Trust as of March 31, 2011
and December 31, 2010, respectively, and approximately $326 million and $3.7 billion of restricted cash held by the
Lending Trust as of March 31, 2011 and December 31, 2010, respectively, included in other assets on the Company s
Consolidated Balance Sheets. These amounts relate to collections of cardmember receivables and loans to be used by
the trusts to fund future expenses, and obligations, including interest paid on investor certificates, credit losses and
upcoming debt maturities.
Charge Trust and Lending Trust Triggering Events
Under the respective terms of the Charge Trust and the Lending Trust agreements, the occurrence of certain events
could result in establishment of reserve funds, or in a worst-case scenario, early amortization of investor certificates.
As of March 31, 2011, no triggering events have occurred resulting in funding of reserve accounts or early
amortization.
8. Customer Deposits
As of March 31, 2011 and December 31, 2010, customer deposits were categorized as interest-bearing or
non-interest-bearing deposits as follows:

(Millions) 2011 2010
U.S.:

Interest-bearing $31,054 $29,053
Non-interest-bearing 3 17
Non-U.S.:

Interest-bearing 682 640
Non-interest-bearing 17 17
Total customer deposits $31,756 $29,727

The customer deposits were aggregated by deposit type offered by the Company as of March 31, 2011 and
December 31, 2010 as follows:

(Millions) 2011 2010
U.S. retail deposits:

Savings accounts Direct $11,599 $ 7,725
Certificates of deposit

Direct 1,033 1,052
Third party 9,500 11,411
Sweep accounts Third party 8,922 8,865
Other deposits 702 674
Total customer deposits $ 31,756 $29,727

The scheduled maturities of all certificates of deposit as of March 31, 2011 were as follows:
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(Millions) U.S. Non-U.S. Total
2011 $ 3,726 $ 412 $ 4,138
2012 2,931 1 2,932
2013 2,297 2,297
2014 1,022 1,022
2015 122 122
After 5 years 435 435
Total $ 10,533 $ 413 $ 10,946
18
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As of March 31, 2011 and December 31, 2010, certificates of deposit in denominations of $100,000 or more were
as follows:

(Millions) 2011 2010
U.S. $ 676 $ 689
Non-U.S. 329 291
Total $1,005 $ 980

9. Derivatives and Hedging Activities
The Company uses derivative financial instruments (derivatives) to manage exposure to various market risks. Market
risk is the risk to earnings or value resulting from movements in market prices. The Company s market risk exposure is
primarily generated by:
Interest rate risk in its card, insurance and Travelers Cheque businesses, as well as its investment portfolios; and
Foreign exchange risk in its operations outside the United States.
General principles and the overall framework for managing market risk across the Company are defined in the Market
Risk Policy, which is the responsibility of the Asset-Liability Committee (ALCO). Market risk limits and escalation
triggers in that policy are approved by the ALCO and by the Enterprise-wide Risk Management Committee (ERMC).
Market risk is centrally monitored for compliance with policy and limits by the Market Risk Committee, which
reports into the ALCO and is chaired by the Chief Market Risk Officer. Market risk management is also guided by
policies covering the use of derivatives, funding and liquidity and investments. Derivatives derive their value from an
underlying variable or multiple variables, including interest rate, foreign exchange, and equity indices or prices. These
instruments enable end users to increase, reduce or alter exposure to various market risks and, for that reason, are an
integral component of the Company s market risk management. The Company does not engage in derivatives for
trading purposes.
The Company s market exposures are in large part byproducts of the delivery of its products and services. Interest rate
risk arises through the funding of cardmember receivables and fixed-rate loans with variable-rate borrowings as well
as through the risk to net interest margin from changes in the relationship between benchmark rates such as Prime and
LIBOR.
Interest rate exposure within the Company s charge card and fixed-rate lending products is managed by varying the
proportion of total funding provided by short-term and variable-rate debt and deposits compared to fixed-rate debt and
deposits. In addition, interest rate swaps are used from time to time to effectively convert fixed-rate debt to
variable-rate or to convert variable-rate debt to fixed rate. The Company may change the mix between variable-rate
and fixed-rate funding based on changes in business volumes and mix, among other factors.
Foreign exchange risk is generated by cardmember cross-currency charges, foreign currency balance sheet exposures,
foreign subsidiary equity, and foreign currency earnings in units outside the United States. The Company s foreign
exchange risk is managed primarily by entering into agreements to buy and sell currencies on a spot basis or by
hedging this market exposure to the extent it is economically justified through various means, including the use of
derivatives such as foreign exchange forward and cross-currency swap contracts, which can help lock in the value of
the Company s exposure to specific currencies.
Derivatives may give rise to counterparty credit risk, which is the risk that a derivative counterparty will default on, or
otherwise be unable to perform pursuant to, an uncollateralized derivative exposure. The Company manages this risk
by considering the current exposure, which is the replacement cost of contracts on the measurement date, as well as
estimating the maximum potential value of the contracts over the next 12 months, considering such factors as the
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volatility of the underlying or reference index. To mitigate derivative credit r