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Financial

Highlights

(Millions, except percentage amounts) 2000 1999

FOR THE YEAR

Net income $ 29 $ 22

Return on average assets* .26% .19%

Return on average common equity* 4.50% 3.47%

AT YEAR-END

Available for sale securities – at fair value $ 2,513 $ 2,460

Loans 5,343 5,097

Total assets 11,539 11,555

Customers’ deposits 7,954 8,343

Long-term debt 530 574

Shareholder’s equity 756 693

Risk-based capital ratios:

Tier 1 10.1% 9.9%

Total 11.4% 12.0%

Leverage ratio 5.9% 5.6%

ROA and ROE are calculated excluding the effect of SFAS No. 115.*
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American Express Bank Ltd. 1

President’s

Letter

The year 2000 was a successful one for American Express Bank. Our strategy of refo-

cusing the business on more profitable activities and our efforts to reduce costs and

our risk profile helped produce positive results for the period, with net income

increasing 34 percent to $29 million from $22 million in 1999. 

Behind this performance was a continued emphasis on accelerating growth in our

Financial Institutions, Private Bank and Personal Financial Services (PSF) businesses

and greater commission and fee revenues. Operating expenses were lower reflecting

savings from reengineering initiatives and general cost control. These were partially

offset by a decline in net interest income, mainly due to higher funding costs, as well

as lower securities gains and joint venture income. Net financial revenue (excluding

the provision for credit losses) decreased to $648 million in 2000 from $673 million in

1999. Provisions for credit losses remained at $31 million, unchanged from 1999. 

The Bank remains well-capitalized as defined by regulatory guidelines. At year-end,

risk-based capital ratios stood at 10.1 percent for Tier 1 capital, up from 9.9 percent

in 1999 and 11.4 percent for total capital, down from 12.0 percent in 1999. 

The progress we made in 2000 is a testament to the hard work and dedication of our

employees around the world and the strong relationships we have built with our

clients over the years. 

In the Financial Institutions Group we significantly increased sales of payments and

trade finance products. We also made substantial progress in our newest business,

third party mutual fund sales. Here we market our American Express and World

Express Funds to financial institutions who then distribute them through their

branch and on-line networks to their consumer clients. In 2000, we added another 54

distributors to our network in Italy, launched new businesses in Spain and the U.K.

and laid the foundation for a 2001 launch in Germany. 

The Financial Institutions Group serves over 1,700 leading financial institutions, a

critical business for us given the increasingly close partnerships American Express is

developing with financial institutions around the world in cards, investments and

Travelers Cheques. 

The Private Bank also produced strong results with client holdings increasing 12

percent to more than $10.4 billion. In anticipation of client needs, AEB introduced

three new investment alternatives within the American Express Fund family: Global

Innovation and Focused U.S. Equity, both managed by American Express Financial

Advisors (AEFA), and a Global High-Yield Euro debt fund. Additionally, the Bank

launched a third portfolio in its offshore hedge fund family, the Global Long-Short

Fund-of-Funds. We also opened new facilities in Los Angeles and Vancouver to bet-

ter serve clients traveling to the west coast of North America. 

In our Personal Financial Services unit, continued investments in new products and

marketing helped increase client volumes by 19 percent to $4.1 billion. This business

serves about 500,000 affluent clients in 11 countries with a broad range of credit,

investment and savings, transaction and insurance products delivered through

phone, fax, mail and the Internet. In PFS markets, over 60 percent of the clients are

IN THE FINANCIAL INSTITUTIONS

GROUP WE SIGNIFICANTLY

INCREASED SALES OF PAYMENTS

AND TRADE FINANCE PRODUCTS.

WE ALSO MADE SUBSTANTIAL

PROGRESS IN OUR NEWEST BUSI-

NESS, THIRD PARTY MUTUAL 

FUND SALES.

W. Richard Holmes

President and 

Chief Executive Officer
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Cardmembers, a reflection of our successful efforts to deepen relationships with

clients. 

Global Trading continued to grow its business with financial institutions and pri-

vate banking clients and expanded its capabilities to meet the needs of other Ameri-

can Express units and clients.

Throughout the year, we continued to integrate the Bank’s activities with those of

other American Express units. We stepped up marketing of our Private Bank’s ser-

vices to a highly targeted group of Cardmembers outside the United States, while

the company’s international card business made Platinum Cards® available to qual-

ified AEB clients. In addition, we continued to see increased sales of our American

Express Funds and the American Express Offshore Alternative Investment Fund,

both of which have portfolios managed by American Express Financial Advisors.

We also market AEFA investment certificates, and operate a joint venture with AEFA

to market deposit products. 

These efforts were helped with the creation of the new Global Financial Services

(GFS) group in June. This internal American Express organization will help coordi-

nate the activities and resources of AEB, American Express Financial Advisors, the

company’s international card and network businesses and Global Brokerage and

Membership B@nking. For AEB clients this means increased availability of other

American Express products and for clients of other American Express units greater

access to the Bank’s expertise and products. For American Express shareholders, it

means AEB will be able to more effectively leverage the company’s operational

resources and expertise which will further help the Bank reduce costs. 

In our Corporate Banking unit we continued to reduce the size of our corporate

lending business. At year-end our corporate loan portfolio stood at $1.8 billion com-

pared to $1.9 billion at the end of 1999. This reduction is in line with our stated strat-

egy of emphasizing businesses that are core to American Express. 

Finally, I would like to thank John Ward who led the Bank as Chairman from 1996

through the middle of last year. His many contributions helped position the Bank

for the growth we are seeing today.

Looking ahead, we believe our strategy of focusing on building businesses that cater

to individual clients and financial institutions will continue to build value for Amer-

ican Express shareholders and will also enhance the high level of service our cus-

tomers expect from the American Express brand. It should be an exciting time for all

of us, and we certainly look forward to working with our clients to help them take

maximum advantage of the financial opportunities ahead. 

Sincerely, 

W. Richard Holmes

President and Chief Executive Officer

March 15, 2001

WE STEPPED UP MARKETING OF

OUR PRIVATE BANK’S SERVICES TO

A HIGHLY TARGETED GROUP OF

CARDMEMBERS OUTSIDE THE

UNITED STATES, WHILE THE COM-

PANY’S INTERNATIONAL CARD

BUSINESS MADE PLATINUM

CARDS® AVAILABLE TO QUALIFIED

AEB CLIENTS. IN ADDITION, WE

CONTINUED TO SEE INCREASED

SALES OF OUR AMERICAN

EXPRESS FUNDS AND THE AMERI-

CAN EXPRESS OFFSHORE ALTER-

NATIVE INVESTMENT FUND, BOTH

OF WHICH HAVE PORTFOLIOS

MANAGED BY AMERICAN EXPRESS

FINANCIAL ADVISORS.

American Express Bank Ltd.2
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Argentina
Buenos Aires
(54) 11 4312 9034

Austria
Vienna
(43) 1 515 670

Bangladesh
Dhaka
(880) 2 956 1751

Chittagong
(880) 31 714 905/8

Brazil
São Paulo
(55) 11 3846 6777

Banco Inter 
American Express
(55) 11 3030 3000

Belo Horizonte
Banco Inter 
American Express
(55) 31 261 8381

Porto Alegre
Banco Inter 
American Express
(55) 51 328 1694

Rio de Janeiro
Banco Inter 
American Express
(55) 21 554 7345

Canada
Vancouver
(1) 604 691 7708

Cayman Islands
George Town
(1) 345 949 8806

Channel Islands
Guernsey
(44) 1481 721787

Chile
Santiago
(56) 2 350 6700

China
Hong Kong (SAR)
(852) 2 844 0688

Beijing
(86) 10 6505 2838

Shanghai
(86) 21 5396 6611

Egypt
Cairo
(20) 2 760 8228

Egyptian 
American Bank
(20) 2 738 2994

Alexandria
(20) 3 495 0918

Giza
(20) 2 571 2948

Heliopolis
(20) 2 290 9528

Port Said
(20) 66 341 088

Zamalek
(20) 2 738 2118

France
Paris
(33) 1 47 14 50 00

Germany
Frankfurt
(49) 69 9797 0

Greece
Athens
(30) 1 322 4061 4

Maroussi
(30) 1 682 0191 4

Psychico
(30) 1 674 6512 3

Glyfada
(30) 1 894 3530

Piraeus
(30) 1 429 5120

India
Mumbai
(91) 22 232 1000

Calcutta
(91) 33 248 6281/84

Chennai
(91) 44 852 4313/ 
4320

New Delhi
(91) 11 332 7602/
3999

Indonesia
Jakarta
(62) 21 521 6000

Surabaya
(62) 31 535 2888

Italy
Milan
(39) 02 77901

Japan
Tokyo
(81) 3 3220 6900

Korea
Seoul
(82) 2 399 2929

Lebanon
Beirut
(961) 1 987 722

Luxembourg
Luxembourg
(352) 24 1891

Malaysia
Kuala Lumpur
(60) 3 2050 0130

Mexico
Mexico City
(52) 5 209 7299

Monaco
Monte Carlo
(377) 97 97 32 32

Nepal
Kathmandu
(977) 1 257616

Pakistan
Karachi
(92) 21 263 0343

Clifton, Karachi
(92) 21 583 2011

Islamabad
(92) 51 282 7053/55

Lahore
(92) 42 920 1097

Philippines
Manila
(63) 2 818 6731/33

Romania
Bucharest
(40) 1 310 42 62

Russia
Moscow
(7) 095 933 8448

Singapore
Singapore
(65) 538 4833

South Africa
Johannesburg
(27) 11 403 0052

Spain
Madrid
(34) 913 225 385

Sri Lanka
Colombo
(94) 1 682787

Switzerland
Geneva
(41) 22 319 08 08

Taiwan
Taipei
(886) 2 2715 1581

Kaohsiung
(886) 7 272 1011

Thailand
Bangkok
(66) 2 273 0066

Turkey
Istanbul
(90) 212 275 95 26

United Arab Emirates
Dubai
(971) 4 397 5000

United Kingdom
London
(44) 20 7 824 6000

Brighton
(44) 1273 693 555

Poole
(44) 20 7 824 6000

United States
New York, NY
(1) 212 640 5000

Los Angeles
(1) 310 203 1923

Miami
(1) 305 350 7750

San Francisco
(1) 415 227 2709/
2710

Uruguay
Montevideo
(598) 2 916 0000

Punta del Este
(598) 42 44 2004

Venezuela
Caracas
(58) 212 991 5122/
5844

Vietnam
Hanoi
(84) 4 824 3214
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Worldwide

Service

American Express Bank Ltd.4

FINANCIAL INSTITUTIONS
GROUP

THE PRIVATE BANK

PERSONAL FINANCIAL
SERVICES

GLOBAL TRADING

CORPORATE BANKING

Lines of Business and Services Operating Highlights 2000
Fee-based services such as 

payments, check clearing and letter of

credit reimbursements continued to

produce strong growth.

Trade Finance 

Bankers’ Acceptances 

Term Lending 

Payment Products  

Collections

Check Clearing

Client holdings grew by 

12 percent, helped by the performance

of our mutual funds and a larger 

relationship manager force.

Discretionary Asset Management 

Mutual Funds

Alternative Funds 

Capital Protection Products 

Deposits 

Trust and Estate Planning  

Secured Lending

The American Express® Card

Global Trading Products

The Bank’s Trade Banking Group 

continued to help Corporate and

Financial Institutions clients 

take advantage of growing trade 

flows around the world.

Trade Finance 

Corporate Finance 

Advisory Services 

Working Capital Loans 

Equipment Finance

Global Trading Products

The group continued to provide

superior risk management services

and products to clients across the

Financial Institutions Group, Private

Banking, Personal Financial Services

and Corporate Banking lines of

business.

Capital Markets Products 

Treasury Products 

Foreign Exchange 

Derivatives

New distribution channels and

products have helped produce a 19

percent increase in client volume. The

group also launched a new joint

venture company in Hong Kong,

offering consultancy services for a

wide range of property, financial

services and lifestyle needs,

leveraging innovative banking

technologies.

Mutual Funds 

Money Market Funds 

Savings 

Deposits 

Mortgages  

Installment Loans

Insurance

Lines of Credit

Direct Banking

The American Express® Card
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Year ended December 31, (Millions) 2000 1999 1998

Interest income:

Loans $ 415 $ 412 $ 527

Securities 195 199 206

Deposits with banks 122 120 115

Total 732 731 848

Interest expense:

Deposits 398 359 469

Short-term borrowings 17 19 24

Long-term debt 40 37 49

Total 455 415 542

Net interest expense from related party transactions 27 23 20

Net interest income 250 293 286

Provision for credit losses 31 31 242

Net interest income after provision for credit losses 219 262 44

Noninterest income:

Commissions, fees and other revenues 311 308 233

Foreign exchange income 87 72 151

Total 398 380 384

Net financial revenues 617 642 428

Noninterest expenses:

Salaries and employee benefits 274 288 274

Net occupancy and equipment 95 105 146

Professional fees 55 65 56

Travel and entertainment 22 24 27

Communications 12 15 14

Marketing and promotion 29 31 18

Other 96 87 28

Total 583 615 563

Income (loss) before income taxes 34 27 (135)

Income tax provision (benefit) 5 5 (51)

Net income (loss) $  29 $  22 $  (84)

See accompanying notes to consolidated financial statements.

Consolidated Statement of Operations

American Express Bank Ltd.6
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Consolidated Balance Sheet

December 31, (Millions) 2000 1999

ASSETS

Cash and noninterest-earning deposits with banks $ 284 $ 266

Interest-earning deposits with banks 1,831 2,113

Federal funds sold 63 174

Trading assets 418 421

Securities:

Available for sale – at fair value 2,513 2,460

Held to maturity – at cost 5 10

Loans 5,343 5,097

Reserve for credit losses (137) (169)

Customers’ acceptance liability 88 141

Due from American Express Company and subsidiaries 131 181

Accrued interest and other receivables 360 238

Land, buildings and equipment, net of accumulated 

depreciation and amortization (2000, $139; 1999, $155) 107 109

Other assets 533 514

$11,539 $11,555

Liabilities and Shareholder’s Equity

Customers’ deposits:

Noninterest-bearing $ 781 $ 839

Interest-bearing 7,173 7,504

Total 7,954 8,343

Short-term borrowings 666 181

Trading liabilities 254 171

Acceptances outstanding 88 141

Accounts payable 284 204

Long-term debt 530 574

Other liabilities 514 522

Due to American Express Company and subsidiaries 493 726

Total liabilities 10,783 10,862

Shareholder’s equity:

Common stock 46 46

Preferred stock 75 75

Additional paid-in capital 528 528

Retained earnings 189 160

Other comprehensive (loss) income, net of tax:

Net unrealized gains (losses) on available for sale securities 21 (19)

Foreign currency translation adjustments (103) (97)

Accumulated other comprehensive loss (82) (116)

Total shareholder’s equity 756 693

$11,539 $11,555

See accompanying notes to consolidated financial statements.

American Express Bank Ltd. 7
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Consolidated Statement of Changes in Shareholder’s Equity

Accumulated
Additional Other

Three Years ended Common Preferred Paid-in Comprehensive Retained
December 31,2000 (Millions) Total Stock Stock Capital (Loss) Income Earnings

Balances at December 31,1997 $ 830 $ 46 $ 75 $ 528 $ (53) $ 234

Comprehensive (loss) income:

Net loss (84) (84)

Change in net unrealized gains (losses) 

on available for sale securities 25 25

Foreign currency translation adjustments (16) (16)

Total comprehensive (loss) income (75)

Cash dividends declared: 

Common (11) (11)

Preferred (1) (1)

Balances at December 31,1998 743 46 75 528 (44) 138

Comprehensive (loss) income:

Net income 22 22

Change in net unrealized (losses) gains

on available for sale securities (68) (68)

Foreign currency translation adjustments (4) (4)

Total comprehensive (loss) income (50)

Balances at December 31,1999 693 46 75 528 (116) 160

Comprehensive income (loss):

Net income 29 29

Change in net unrealized gains (losses)

on available for sale securities 40 40

Foreign currency translation adjustments (6) (6)

Total comprehensive income (loss) 63

Balances at December 31,2000 $ 756 $ 46 $ 75 $ 528 $ (82) $ 189

See accompanying notes to consolidated financial statements.

American Express Bank Ltd.8
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Year ended December 31, (Millions) 2000 1999 1998

Cash flows from operating activities:

Net income (loss) $ 29 $ 22 $    (84)

Adjustments to reconcile net income (loss) to net cash 

provided by (used in) operating activities:

Provision for credit losses 31 31 242

Provision for depreciation and amortization 27 26 24

Accretion of unearned income (52) (52) (60)

Undistributed earnings of equity method affiliates (12) (19) (13)

Net realized (gains) losses on sales and other dispositions of assets (1) (7) 3

Net deferred income tax benefit (6) (42) (84)

Net change in trading assets 5 (10) 694

Net change in trading liabilities 86 (64) (670)

Net change in amounts with Amexco and subsidiaries, net 29 67 (16)

Net change in accrued interest and other receivables (149) 51 (8)

Net change in accounts payable 88 44 4

Net change in other liabilities 25 (13) (43)

Total adjustments 71 12 73

Net cash provided by (used in) operating activities 100 34 (11)

Cash flows from investing activities:

Net change in interest-earning deposits with banks 199 (289) (413)

Net change in federal funds sold 111 (18) 126

Proceeds from sales of available for sale securities 756 808 650

Principal collected on available for sale securities 762 1,059 1,426

Purchases of available for sale securities (1,541) (2,086) (2,326)

Principal collected on held to maturity securities 5 4 27

Net change in loans (385) 492 570

Net change in amounts with Amexco and subsidiaries, net (2) (10) 13

Proceeds from sales of land, buildings and equipment 2 2 3

Purchases of land, buildings and equipment (25) (32) (30)

Sale of branch 9 — —

Net change in other assets (56) (27) 148

Net cash (used in) provided by investing activities (165) (97) 194

Cash flows from financing activities: 

Net change in customers’ deposits (184) 188 (243)

Net change in short-term borrowings 519 (123) 67

Net change in amounts with Amexco and subsidiaries, net (204) 170 (96)

Principal repayments of long-term debt (36) (200) —

Cash dividends paid on common and preferred stock — — (12)

Net cash provided by (used in) financing activities 95 35 (284)

Effect of exchange rate changes on cash and

noninterest-earning deposits with banks (12) 15 (23)

Net change in cash and noninterest-earning deposits with banks 18 (13) (124)

Cash and noninterest-earning deposits with banks at the beginning of the year 266 279 403

Cash and noninterest-earning deposits with banks at the end of the year $    284 $    266 $    279

See accompanying notes to consolidated financial statements.

Consolidated Statement of Cash Flows

American Express Bank Ltd. 9

Amex 2000 PDF doc 3.0  3/21/01 11:17 AM  Page 11



Notes to Consolidated Financial Statements

Note 1 Summary of Significant

Accounting Policies

The accounting and reporting policies of American Express

Bank Ltd. and its subsidiaries conform to accounting princi-

ples generally accepted in the United States and prevailing

practices in the banking industry.

The following is a description of significant accounting poli-

cies and practices.

Basis of Presentation

The accompanying consolidated financial statements include

the accounts of American Express Bank Ltd. (a wholly-

owned direct subsidiary of American Express Banking Corp.

(AEBC)) and its majority-owned subsidiaries (AEB).  AEBC

is a New York investment company organized under Article

XII of the New York Banking Law and is a wholly-owned

direct subsidiary of American Express Company (Amexco).

All material intercompany accounts and transactions have

been eliminated in consolidation. These financial statements

encompass both the activities of AEB’s banking units, pri-

marily correspondent banking and investment services for

financial institutions, private banking, personal financial ser-

vices, global trading and corporate banking, and those of

AEB’s non-banking units, which provide products of

American Express Travel Related Services Company, Inc. (a

wholly-owned subsidiary of American Express Company)

under AEB banking licenses (credit and charge cards,

Travelers Cheques and other travel services). Financial state-

ments issued by American Express Company for use by its

shareholders do not include activities of the non-banking

units in AEB’s financial information reported therein.

Significant banking affiliates that are 20% to 50% owned are

accounted for under the equity method of accounting.

Certain prior years’ amounts in the accompanying con-

solidated financial statements and notes have been restated

to conform to the current year’s presentation.

The preparation of financial statements in conformity with

accounting principles generally accepted in the United States

requires management to make estimates and assumptions

that affect the amounts reported in the financial statements

and accompanying notes. Actual results could differ from

those estimates.

Securities

Debt securities classified as held to maturity are carried at

amortized cost. Other debt securities and all marketable

equity securities are classified as either available for sale or

trading and carried at fair value. Unrealized gains and losses

on securities classified as available for sale are reported, net

of income taxes, as a component of shareholder’s equity.

Trading securities, consisting primarily of debt securities, are

generally held for resale in the near term to benefit from

short-term market movements. Gains and losses, both real-

ized and unrealized, on trading securities are recognized in

other revenue. In the event of an other than temporary

decline in value, securities are carried at their estimated

realizable value with the amount of the write-down charged

against income.

Loans

Loans are stated at the principal amount outstanding net of

unearned income.

Loans other than certain consumer loans (including loans

impaired under Statement of Financial Accounting

Standards (SFAS) No. 114, “Accounting by Creditors for

Impairment of a Loan”) are placed on nonperforming status

when payments of principal or interest are 90 days past due

or if, in management’s opinion, the borrower is unlikely to

meet its contractual obligations. When loans are placed on

nonperforming status, all previously accrued but unpaid

interest is reversed against current interest income. Cash

receipts of interest on nonperforming loans are recognized

either as interest income or as a reduction of principal, based

on management’s judgment as to the ultimate collectibility

of principal. Generally, a nonperforming loan may be

returned to performing status when all contractual amounts

due are reasonably assured of repayment within a reason-

able period and the borrower shows sustained repayment

performance, in accordance with the contractual terms of the

loan or when the loan has become well secured and is in the

process of collection.

Credit and charge card receivables, interest-earning

advances under lines of credit and other similar consumer

loans are written off upon reaching specified contractual

delinquency stages, or earlier in the event of the borrower’s

personal bankruptcy or if the loan is otherwise deemed uncol-

lectible. Interest income on these loans generally accrues until

the loan is written off.

American Express Bank Ltd.10
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Reserve for Credit Losses 

AEB separately maintains and provides for reserves relating

to credit losses for loans, foreign exchange and derivative

contracts and other credit-related commitments. The reserve

is established by charging a provision for credit losses against

income. The amount charged to income is based on several

factors, including historical credit loss experience in relation

to outstanding credits, a continuous assessment of the col-

lectibility of each credit, and management evaluation of

exposures in each applicable country as related to current

and anticipated economic and political conditions.

Management’s assessment of the adequacy of the reserve is

inherently subjective, as significant estimates are required.

Amounts deemed to be uncollectible  are charged against the

reserve and subsequent recoveries, if any, are credited to the

reserve.

The reserve for credit losses related to loans is reported as a

reduction of loans. The reserve related to foreign exchange and

derivative contracts is reported as a reduction of trading assets

and the reserve related to other credit-related commitments is

reported in other liabilities. In the opinion of management the

reserve for credit losses is adequate to absorb credit losses

inherent in AEB’s portfolio. Included in the reserve for credit

losses is a valuation allowance for impaired loans. Impairment

is measured as the excess of the loan’s recorded investment

over either the present value of expected principal and inter-

est payments discounted at the loan’s effective interest rate or,

if more practical for collateral dependent loans, the fair value

of collateral. For floating rate impaired loans, the effective

interest rate is fixed at the rate in effect at the date the impair-

ment criteria are met. 

Land, Buildings and Equipment 

Buildings and equipment, including leasehold improve-

ments, are stated at cost net of accumulated depreciation and

amortization. Land is reported at cost. Depreciation is recog-

nized over the estimated useful lives of the related assets.

Leasehold improvements are amortized over the shorter of

the remaining lives of the respective leases or buildings or the

estimated useful lives of the improvements. Depreciation and

amortization are computed by the straight-line method.

Lending-related Fees and Costs

Material fees on extensions of credit and credit-related com-

mitments are offset by direct costs, with the resulting net fee

or cost deferred. Deferred net fees or costs are recognized as a

yield adjustment over the life of the related credit. Net fees or

costs deferred on unexercised commitments are recognized

in income upon expiration. Deferred net fees or costs are not

amortized during periods in which a credit is nonperforming.

Deferred net fees at December 31,2000 and 1999 were not

material.

Foreign Currency Translation 

Foreign currency denominated assets and liabilities are

translated into their U.S. Dollar equivalents based on foreign

exchange rates at the end of each year. Revenues and

expenses denominated in foreign currencies are translated at

foreign exchange rates prevailing during each year.

Aggregate gains and losses arising from translation of AEB’s

net investments in overseas operations with functional cur-

rencies other than the U.S. Dollar are excluded from income

and included, along with the effects of related hedge trans-

actions and income taxes, in shareholder’s equity. 

Foreign Exchange and Derivative Contracts 

Foreign exchange products used for trading purposes (pri-

marily spot, forward and option contracts) are reported at

fair value in trading assets or trading liabilities, as appropri-

ate with unrealized gains and losses recognized currently in

foreign exchange income. Unrealized gains and losses on

foreign exchange contracts that are designated and effective

as accounting hedges are reflected in the measurement of the

related hedged financial instrument for income statement

purposes. Premiums and discounts on forward foreign

exchange contracts that convert funding in one currency to

another are considered a component of net interest income

and are amortized over the terms of the respective contracts.

Interest rate trading contracts are reported in trading assets

or trading liabilities at fair value, with unrealized gains and

losses recognized currently in other revenues. Unrealized

gains and losses on interest rate and equity index contracts

specifically designated to manage existing exposures created

by financial assets and liabilities are treated as adjustments to

the yields of those financial instruments.

Accounting Changes 

In June 1998, the Financial Accounting Standards Board

(FASB) issued and subsequently amended SFAS No. 133,

“Accounting for Derivative Instruments and Hedging

Activities,” which AEB adopted on January 1, 2001. This

Statement establishes accounting and reporting standards for

derivative instruments, including some embedded in other

contracts, and hedging activities. It requires that an entity 

recognize all derivatives as either assets or liabilities on the

balance sheet and measure those instruments at fair value.

Changes in the fair value of a derivative will be recorded in

income or directly to shareholder’s equity, depending on the

instrument’s designated use. As of January 1, 2001, the cumu-

lative impact of applying the statement’s requirements to

AEB’s results of operations and shareholder’s equity is not 

significant.
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Note 2 Cash Flows

For purposes of reporting cash flows, cash and cash

equivalents include noninterest-earning deposits with banks.

Cash expended for interest and income taxes totaled:

Year ended December 31, (Millions) 2000 1999 1998

Interest $443 $432 $572

Income taxes 30 28 71

Cash expended for income taxes does not include amounts

received under a tax-sharing agreement with American

Express Company.

AEB is required to maintain reserve balances with various 

foreign central banks. The balances are primarily based upon

deposit liabilities. At December 31,2000 and 1999, required

reserves were $150 million and $214 million, respectively.

Note 3 Transactions with 

Related Parties

AEB has various transactions with Amexco and affiliated

companies in which AEB holds equity interests. These trans-

actions primarily relate to loans, deposits and borrowed

funds in 2000 and 1999 and technology initiatives in 1999.

Related party balances, including amounts with Amexco

which are presented in the Consolidated Balance Sheet, 

consisted of:

December 31, (Millions) 2000 1999

Assets:

Loans $ 77 $ 67

Investments in affiliates 187 166

Other assets 73 142

Total assets $337 $375

Liabilities:

Deposits and borrowed funds $469 $707

Other liabilities 39 64

Total liabilities $508 $771

The components of net interest expense from related party

transactions were: 

Year ended December 31, (Millions) 2000 1999 1998

Interest income(1) $ 2 $ 2 $ 2

Interest expense 29 25 22

Net interest expense from 

related party transactions $(27) $(23) $(20)

(1) Interest income on loans to Amexco is generally recorded net of interest
expense on deposits and borrowed funds.

Included in deposits and borrowed funds in the preceding

table are $100 million intercompany Subordinated Notes to

Amexco which mature December 15, 2007 and qualify as Tier

2 capital for U.S. bank regulatory purposes. The interest rate

at December 31, 2000 was 7.18% and will vary quarterly

based upon three month U.S. Dollar deposits of leading

banks in the London interbank market plus 1⁄2 of 1%.

Note 4 Trading Assets and 

Trading Liabilities

The components of these accounts, which are carried at fair

value, were as follows:

December 31, (Millions) 2000 1999

Foreign government obligations $ 36 $ 59

Commercial paper 26 83

Money market funds 26 10

Foreign exchange and derivative

contracts(1)(2) 282 228

Other trading assets 48 41

Total trading assets $418 $421

Foreign exchange and derivative

contracts(2) 254 171

Total trading liabilities $254 $171

(1) Net of reserves for credit losses related to trading assets of $14 million at
December 31, 2000 and $16 million at December 31, 1999.

(2) Reduced by the effects of master netting agreements, in accordance with
Financial Accounting Standards Board Interpretation No. 39, “Offsetting of
Amounts Related to Certain Contracts.” The effects of master netting agree-
ments were $122 million and $68 million at December 31, 2000 and 1999,
respectively.
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December 31,2000 Held to Maturity Available for Sale

Gross Gross Gross Gross
Unrealized Unrealized Fair Unrealized Unrealized Fair

(Millions) Cost Gains Losses Value Cost Gains Losses Value

U.S. government and agencies obligations $— $— $— $— $ 30 $ 2 $— $ 32

State and municipal obligations 5 — — 5 — — — —

Foreign government obligations — — — — 990 13 (4) 999

Other bonds and obligations — — — — 641 15 (1) 655

Mortgage-backed securities — — — — 818 11 (4) 825

Marketable equity securities — — — — 1 1 — 2

Total $ 5 $— $— $ 5 $2,480 $42 $ (9) $2,513

December 31,1999 Held to Maturity Available for Sale

Gross Gross Gross Gross
Unrealized Unrealized Fair Unrealized Unrealized Fair

(Millions) Cost Gains Losses Value Cost Gains Losses Value

U.S. government and agencies obligations $— $— $— $— $ 31 $— $ — $ 31

State and municipal obligations 10 — — 10 — — — —

Foreign government obligations — — — — 982 9 (15) 976

Other bonds and obligations — — — — 590 5 (9) 586

Mortgage-backed securities — — — — 886 1 (23) 864

Marketable equity securities — — — — 1 2 — 3

Total $10 $— $— $10 $2,490 $17 $(47) $2,460

The following table shows the remaining maturities for securities classified as held to maturity and available for sale 

distributed by type as of December 31,2000:

After one After five
Within year but years but After

one within within ten
(Millions) year five ten years Total

Held to Maturity (at cost)

State and municipal obligations $ 4 $ 1 $ — $— $ 5

Available for Sale (at fair value)

U.S. government and agencies obligations $ — $ 11 $ 21 $— $ 32

Foreign government obligations 262 530 202 5 999

Other bonds and obligations 177 384 94 — 655

$439 $925 $317 $ 5 $1,686

Mortgage-backed securities 825

Marketable equity securities 2

Total Available for Sale Securities $2,513

Note 5 Securities

The cost and fair value of securities classified as held to maturity and available for sale, distributed by type were as follows:
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The table below includes purchases, sales and maturities of

securities classified as held to maturity and available for sale.

Year ended December 31, (Millions) 2000 1999
Held to Available Held to Available

Maturity for Sale Maturity for Sale

Purchases $   — $1,541 $   — $2,086

Sales — 756 — 808

Maturities 5 762 4 1,059

Gross realized gains on sales of securities classified as avail-

able for sale amounted to $2 million, $9 million and $2

million for the years ended December 31,2000, 1999 and 1998,

respectively. Gross realized losses amounted to $4 million for

the year ended December 31, 1998. Gross realized losses were

immaterial for the years ended December 31, 2000 and 1999.

The specific identification method was used to determine the

realized gain or loss.

The change in net unrealized gains (losses) on available for

sale securities recognized in other comprehensive income

includes two components: (1) unrealized gains (losses) that

arose during the period from changes in market value  of

securities that were held during the period (holding gains

(losses)), and (2) gains or losses that were previously unreal-

ized, but have been recognized in current period net income

due to sales of available for sale securities (reclassification for

realized gains). This reclassification has no effect on total

comprehensive income or shareholder’s equity.

The following table presents these components of other com-

prehensive income (loss), net of tax:

December 31, (Millions, net of tax) 2000 1999 1998

Holding gains (losses) $  41 $  (63) $  24

Reclassification adjustment (1) (5) 1

Increase (decrease) in net

unrealized gains (losses)

on available for sale 

securities recognized in 

other comprehensive 

income (loss) $  40 $  (68) $  25

The Consolidated Balance Sheet included securities of 

$430 million and $476 million pledged primarily to various

domestic and foreign governmental agencies pursuant to their

requirements at December 31,2000 and 1999, respectively.

Note 6 Loans

The composition of loans by type of borrower, net of unearned

income of $11 million at both December 31,2000 and 1999, was

as follows:

December 31, (Millions) 2000 1999

Consumer and Private Banking loans(1): 

Loans secured by real estate $   361 $   255

Installment, revolving credit and other 1,839 1,600

2,200 1,855

Commercial loans:

Loans secured by real estate 157 141

Loans to businesses 1,397 1,545

Loans to banks and other 

financial institutions 1,519 1,475

Loans to governments and 

other institutions 34 37

All other loans 36 44

3,143 3,242

Total loans $5,343 $5,097

(1) After the sale and securitization of $370 million and $300 million of 
consumer loans at December 31, 2000 and 1999, respectively.

The following is a summary of loans considered to be

impaired under SFAS No. 114 and the related interest

income:  

December 31, (Millions) 2000 1999

Recorded investment in impaired 

loans not requiring an allowance $ 6 $ 11

Recorded investment in impaired loans

requiring an allowance 131 157

Total recorded investment in impaired 

loans $137 $168

Credit loss reserves for impaired loans $ 65 $ 62

December 31, (Millions) 2000 1999 1998

Average recorded investment in 

impaired loans $166 $200 $176

Interest income recognized on a 

cash basis 1 5 2
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AEB had other nonperforming assets totaling $24 million at

December 31, 2000 and $37 million at December 31, 1999.

These balances primarily represent matured foreign

exchange and derivative contracts which are included in

accrued interest and other receivables in the Consolidated

Balance Sheet.

An analysis of the reserve for credit losses follows:

(Millions) 2000 1999 1998

Balances – January 1, $ 189 $ 259 $ 137

Provision for credit losses 31 31 242

Write-offs (73) (112) (129)

Recoveries 11 11 13

Translation and other (5) — (4)

Balances – December 31, (1) $ 153 $ 189 $ 259

(1) Allocation*: 

Loans $ 137 $ 169 $ 215

Trading assets 14 16 43

Other liabilities 2 4 1

Balances – December 31, $ 153 $ 189 $ 259

*AEB has allocated its total reserve for credit losses as a

reduction of loans, a reduction of trading assets and as other

liabilities.

Note 7 Long-term Debt

Long-term debt consisted of:

December 31, (Millions) 2000 1999

Floating Rate Notes due 2001 $300 $300

Floating Rate Bonds, Egyptian Pounds

300 million, due 2001 80 88

Floating Rate Subordinated 

Notes due 2004 150 150

Other debt — 36

Total $530 $574

The $300 million Floating Rate Notes are unsecured obliga-

tions and unsubordinated debts of AEB. The interest rate at

December 31,2000 was 6.66%, and will vary quarterly based

upon three month U.S. Dollar deposits of leading banks in

the London interbank market plus 1⁄8 of 1%.

The 300 million Egyptian Pounds Floating Rate Bonds are

unsecured obligations of AEB. The bonds are redeemable at

par and with repayment of one installment on the final

maturity date, with an early redemption option at the end of

the 4th year from the Public Subscription date. The interest

rate at December 31,2000 was 9.09%, and will vary based on

the three month Egyptian Treasury bill rate.

The $150 million Floating Rate Subordinated Notes are also

unsecured obligations of AEB and qualify as Tier 2 capital

for U.S. bank regulatory purposes. The interest rate at

December 31,2000 was 6.94%, and will vary semi-annually

based upon the U.S. Dollar London interbank rate plus 1⁄10 of

1% with a minimum rate of 5%. AEB has entered into an

interest rate swap agreement in order to eliminate the inter-

est rate minimum. At December 31,2000 the effective interest

rate on the swap agreement was 7.54%.

At December 31,1999, other debt consisted of AEB’s obliga-

tions for its share of Amexco’s headquarters. This financing

is secured by certain mortgages on AEB’s interest in the

building. 

The aggregate annual maturities of long-term debt for the

years ending December 31 are (millions): 2001, $380; 2002, $0;

2003, $0; 2004, $150; 2005, $0; and thereafter, $0.
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The Class B noncumulative preferred stock, which is held by

Amexco, is at an adjustable rate and redeemable at $1,001 per

share. No dividends were declared or paid during 2000.

Note 9 Regulatory Capital

AEB is subject to various regulatory capital requirements

administered by the federal banking agencies. Under capital

adequacy guidelines, AEB must meet specific capital guide-

lines that involve quantitative measures of AEB’s assets,

liabilities and certain off-balance sheet items as calculated

under regulatory accounting practices. Failure to meet mini-

mum capital requirements can initiate certain mandatory

actions by regulators that, if undertaken, could have a direct

material effect on AEB’s financial statements. AEB’s capital

amounts and classification are also subject to qualitative judg-

ments by the regulators about components, risk weightings

and other factors.

Quantitative measures established by regulation to ensure

capital adequacy require AEB to maintain minimum ratios

(as set forth in the following table) of Tier 1, Total and

Leverage Capital. Management believes, as of December 31,

2000, that AEB meets all capital adequacy requirements to

which it is subject.

As of December 31,2000 and 1999, AEB is well capitalized

under the regulatory framework. To be categorized as well

capitalized AEB must maintain a Tier 1 Capital ratio of at least

6%, a Total Capital ratio of at least 10% and a Leverage ratio

of at least 5% and not be subject to a directive, order or writ-

ten agreement to meet and maintain specific capital levels. 

Capital Ratios

Minimum
Regulatory

December 31, 2000 1999 Requirements

Tier 1 Capital(a) 10.1% 9.9% 4.0%

Total Capital(a) 11.4% 12.0% 8.0%

Leverage Capital(b) 5.9% 5.6% 4.0%

(a) Tier 1 Capital or Total Capital divided by risk-weighted assets. Risk-
weighted assets represents the total of all on- and off-balance sheet assets
adjusted for risk-based factors as prescribed by the capital adequacy guide-
lines.

(b) Tier 1 Capital divided by adjusted quarterly average assets.

Note 8 Shareholder’s Equity

The composition of shareholder’s equity was as follows:

Issued
and

December 31, Par Authorized Outstanding
(Millions, except share data) 2000 1999 Value Shares Shares

Common stock $ 46 $ 46 $100 2,000,000 460,000

Preferred stock:

Class A — — 1 1,925,000 —

Class B 75 75 1 75,000 75,000

Additional paid-in capital 528 528 — — —

Retained earnings 189 160 — — —

Other comprehensive 

(loss) income, net of tax:

Net unrealized gains (losses) on

available for sale securities 21 (19) — — —

Foreign currency translation

adjustments (103) (97) — — —

Accumulated other comprehensive loss (82) (116) — — —

Total $ 756 $ 693 — — —
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Note 11 Foreign Currency

Income from foreign exchange transactions was $89 mil-

lion, $67 million and $146 million in 2000,1999 and 1998,

respectively. (Losses) gains from certain foreign currency

translation included in income were $(2) million in 2000

and $5 million in both 1999 and 1998.

An analysis of the foreign currency translation included in

shareholder’s equity follows:

(Millions) 2000 1999 1998

Balances – January 1, $ (97) $(93) $(77)

Net translation losses (6) (4) (16)

Balances – December 31, $(103) $(97) $(93)

The net income tax benefits allocated to net translation

losses during 2000,1999 and 1998 were $4 million, $2 mil-

lion and $8 million, respectively.

Note 12 Retirement Benefit Plans

Pension Plans

AEB employees in the United States are eligible to partici-

pate in the American Express Retirement Plan (the Plan), a

noncontributory defined benefit plan which is a qualified

plan under the Employee Retirement Income Security Act

of 1974, as amended (ERISA), under which the cost of

retirement benefits for eligible employees in the United

States is measured by length of service, compensation and

other factors and is currently being funded through a trust.

Funding of retirement costs for the Plan complies with the

applicable minimum funding requirements specified by

ERISA. Employees’ accrued benefits are based on record-

keeping account balances which are maintained for each

individual and are credited with additions equal to a per-

centage, based on age plus service, of base pay, certain

commissions and bonuses, overtime and shift differential,

each pay period. Employees’ balances are also credited daily

with a fixed rate of interest that is updated each January 1

and is based on the average of the daily five-year U.S.

Treasury Note yields for the previous October 1 through

November 30. Employees have the option to receive annuity

payments or a lump sum payout at vested termination or

retirement. 

In addition, American Express Company sponsors an

unfunded nonqualified Supplemental Retirement Plan (the

SRP) for certain highly compensated employees to replace

the benefit that cannot be provided by the Plan. The SRP gen-

erally parallels the Plan but offers different payment options.

Employees outside the United States, who represent the

majority of AEB’s work force, are primarily covered by local

retirement plans, some of which are funded, or receive pay-

ments at the time of retirement or termination under

applicable labor laws or agreements. 

Plan assets consist principally of equities and fixed income

securities.

Note 10 Commissions, Fees and Other Revenues

Commissions, fees and other revenues consisted of:

Year ended December 31, (Millions) 2000 1999 1998

Commissions and fees:

Letters of credit, acceptances, guarantees and credit lines $ 34 $ 36 $ 39

Asset management, fiduciary and client service fees 83 71 70

Other commissions and fees 126 98 84

243 205 193

Other revenues:

Equity in earnings of and dividends from affiliates 16 27 17

Trading account income (loss) 12 26 (14)

Other 40 50 37

Total $311 $308 $233

Other revenue included intercompany revenue of 

$21 million, $18 million and $19 million in 2000, 1999 and 

1998, respectively.
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The components of the net pension cost for all defined bene-

fit plans accounted for under SFAS No. 87, “Employers’

Accounting for Pensions,” are as follows:

(Millions) 2000 1999 1998

Service cost $ 6 $ 6 $ 4

Interest cost 11 11 11

Expected return on plan assets (11) (11) (10)

Amortization of prior service cost (1) (1) (1)

Amortization of transition obligation — 1 —

Recognized net actuarial loss — — 1

Settlement/Curtailment gain (5) (1) —

Net periodic pension benefit cost $— $ 5 $ 5

The funded status of AEB’s pension plans is based on valua-

tions as of September 30. The following tables provide a recon-

ciliation of the changes in the plans’ benefit obligation and fair

value of assets for all plans accounted for under SFAS No. 87:

Reconciliation of change in benefit obligation:

(Millions) 2000 1999

Benefit obligation, October 1 prior year $156 $171

Service cost 6 6

Interest cost 11 11

Benefits paid (6) (7)

Actuarial gain (1) (16)

Settlements/Curtailments (14) (4)

Foreign currency exchange rate changes (5) (5)

Benefit obligation at September 30, $147 $156

Reconciliation of change in fair value of plan assets:

(Millions) 2000 1999

Fair value of plan assets, October 1 prior year $142 $127

Actual return on plan assets 25 22

Employer contributions 2 7

Benefits paid (6) (8)

Settlements/Curtailments (12) (3)

Foreign currency exchange rate changes (4) (3)

Fair value of plan assets at September 30, $147 $142

The following table reconciles the plans’ funded status to the

amounts recognized in the Consolidated Balance Sheet:

Funded status
(Millions) 2000 1999

Funded status at September 30, $ — $(14)

Unrecognized net actuarial gain (31) (19)

Unrecognized prior service cost (2) (3)

Unrecognized net transition asset (1) —

Fourth quarter contributions 

(net of benefit payments) 1 1

Net amount recognized at December 31, $(33) $(35)

The following table provides the amounts recognized in the

Consolidated Balance Sheet as of December 31:

(Millions) 2000 1999

Accrued benefit liability $(46) $(46)

Prepaid benefit cost 11 10

Intangible asset 2 1

Net amount recognized at December 31, $(33) $(35)

The projected benefit obligation, accumulated benefit 

obligation and fair value of plan assets for the pension plans

with accumulated benefit obligations in excess of plan assets

were $45 million, $41 million and $2 million, respectively, 

as of December 31, 2000, and $40 million, $38 million and 

$2 million, respectively, as of December 31, 1999.

The prior service costs are amortized on a straight-line basis

over the average remaining service period of active partici-

pants. Gains and losses in excess of 10% of the greater of the

benefit obligation and the market related value of assets are

amortized over the average remaining service period of

active participants.

The weighted average assumptions used in AEB’s defined

benefit plans were:

2000 1999

Discount rates 7.4% 7.3%

Rates of increase in compensation levels 4.4% 4.3%

Expected long-term rates of return 

on assets 9.5% 9.4%

American Express Company also has a defined contribution

retirement plan (a 401(k) savings plan with a profit sharing

feature) covering most employees in the United States.

AEB’s defined contribution plan expense was $3 million, $4

million and $3 million in 2000, 1999 and 1998, respectively.

Other Postretirement Benefits 

American Express Company sponsors postretirement bene-

fit plans that provide health care, life insurance and other

postretirement benefits to retired U.S. employees. AEB does

not provide other postretirement benefits to retired non-

U.S. employees. Net periodic postretirement benefit

expenses were $1 million annually in 2000, 1999 and 1998.

The liabilities recognized in the Consolidated Balance Sheet

for AEB’s defined postretirement benefit plans (other than

pension plans) were $13 million at both December 31, 2000

and 1999.
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The current and deferred components of the provision (ben-

efit) for income taxes consisted of:

Year ended December 31, (Millions) 2000 1999 1998

Current $ 11 $ 47 $ 33

Deferred (6) (42) (84)

Total $ 5 $ 5 $(51)

AEB’s net deferred tax assets consisted of the following:

December 31, (Millions) 2000 1999

Gross deferred tax assets $ 80 $ 92

Gross deferred tax liabilities (15) (15)

Net deferred tax assets $ 65 $ 77

Gross deferred tax assets for 2000 and 1999 consisted pri-

marily of reserves not yet deducted for tax purposes of $59

million and $53 million, respectively. For 2000 and 1999, a

valuation allowance was not required with respect to such

assets. Gross deferred tax liabilities for 2000 and 1999 con-

sisted primarily of accelerated depreciation of $11 million

and $12 million, respectively. 

AEB’s intercompany income tax receivable from Amexco 

at December 31,2000 and 1999 totaled $23 million and

$46 million, respectively.

The aggregate income tax provision (benefit) in 2000,1999

and 1998 was different than that computed by using the U.S.

statutory income tax rate of 35%. The principal causes of the

difference in each year are presented below:

Year ended December 31, (Millions) 2000 1999 1998

Combined tax at U.S. statutory 

income tax rate $ 12 $  9 $(47)

(Decreases) increases in income 

taxes resulting from:

Tax-exempt interest income — — (1)

State and local income taxes 1 1 1

Foreign income taxed

at rates other than 

U.S. statutory rate (9) (6) (2)

Non deductible expenditures 1 1 —

All other — — (2)

Total $ 5 $  5 $(51)

Note 13 Lease Commitments and 

Other Contingent Liabilities

AEB leases certain office facilities and operating equipment

under cancelable and noncancelable agreements. Total rental

expense amounted to $27 million in both 2000 and 1999, and

$28 million in 1998. At December 31,2000, the minimum

aggregate rental commitments under all noncancelable oper-

ating leases, net of rentals to be received from noncancelable

subleases, were (millions): 2001, $17; 2002, $15; 2003, $12;

2004, $10; 2005, $9 and $51 for future years.

Certain of AEB’s leases provide for additional rentals based

upon increases in property taxes, the general cost of living

index, or payment of property taxes or other operating

expenses by the lessee. In addition, most leases contain

standard renewal clauses.

In December 1994, AEB entered into a ten year contract with

Electronic Data Systems Corporation (EDS) for the outsourc-

ing of AEB’s global systems support and development and

data processing functions. In 1999, AEB entered into an

Amended and Restated Agreement with EDS, for a term of

ten years, for data center processing and related activities.

The responsibility for global systems support and develop-

ment was insourced to Amexco.

Various legal actions and proceedings are pending against or

involve AEB. After reviewing with counsel all actions and

proceedings pending against or involving AEB, manage-

ment considers that the aggregate liability or loss, if any,

resulting from them would not be material.

Note 14 Income Taxes

AEB is included in the consolidated U.S. federal income tax

return of Amexco. Under an agreement with Amexco, 

AEB receives income tax benefits for net operating losses,

future tax deductions and foreign tax credits that are recog-

nizable on a stand-alone basis, or a share, derived by

formula, of such losses, deductions and credits that are rec-

ognizable on Amexco’s consolidated reporting basis.

The provision (benefit) for income taxes consisted of:

Year ended December 31, (Millions) 2000 1999 1998

Federal $(29) $(24) $(89)

Foreign 32 28 35

State and local 2 1 3

Total $ 5 $ 5 $(51)
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concentration limits by counterparty and country, reviewing

credit ratings and requiring collateral where appropriate.

For its trading activities with clients, AEB requires collateral,

generally cash, when it is not willing to assume credit expo-

sure to counterparties for either contract mark-to-market or

settlement risk. AEB also uses master netting agreements,

which allow AEB to settle multiple contracts with a single

counterparty in one net receipt or payment in the event of

counterparty default. 

Credit risk approximates the fair market value of contracts in

a gain position (asset) and totaled (unadjusted for the effects

of master netting agreements and reserve for credit losses)

$462 million and $357 million at December 31, 2000 and 1999,

respectively. The fair value represents the replacement cost

and is determined by market values, dealer quotes or pricing

models. In addition, management evaluates these portfolios

periodically to determine whether the reserve for credit

losses is adequate to absorb losses in such portfolios.

Derivative Financial Instruments 

The following tables present information on AEB’s deriva-

tives activities for 2000 and 1999. The contractual or notional

principal amounts represent neither amounts at risk nor

potential future cash requirements. The tables include con-

tracts with Amexco.

The items composing comprehensive income (loss) in the

Consolidated Statement of Shareholder’s Equity are pre-

sented net of income tax provision (benefit). The changes in

net unrealized gains (losses) on available for sale securities

are presented net of income tax provision (benefit) of $22

million, $(37) million and $13 million for 2000, 1999 and

1998, respectively. Foreign currency translation adjustments

are presented net of income tax benefit of $4 million, $2 mil-

lion and $8 million for 2000, 1999 and 1998, respectively.

Note 15 Derivatives and 

Financial Instruments with 

Off-Balance Sheet Risk

AEB enters into derivative contracts both to meet the needs

of its clients and, to a limited extent, for proprietary trading

purposes. In addition, AEB uses derivative financial instru-

ments for nontrading purposes to manage its exposure to

interest and foreign exchange rates, financial indices and its

funding costs.

There are a number of risks associated with derivatives.

Market risk represents the potential loss due to the decrease

in the value of a derivative financial instrument caused pri-

marily by changes in interest rates or foreign exchange rates,

or the prices of equities or commodities (or related indices).

AEB is not exposed to market risk related to derivatives held

for nontrading purposes beyond that inherent in cash mar-

ket transactions. In addition, AEB is generally not subject to

market risk when it enters into a contract with a client, as it

usually enters into an offsetting contract or uses the position

to offset an existing exposure. AEB takes proprietary posi-

tions within approved limits. These positions are monitored

daily at the local and headquarters levels against Value at

Risk (VaR) limits. AEB does not enter into derivative con-

tracts with features that would leverage or multiply its

market risk.

Credit risk related to derivatives and other off-balance sheet

financial instruments is the possibility that the counterparty

will not fulfill the terms of the contract. This risk is monitored

through established approval procedures, including setting
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Nontrading

December 31,2000 Notional Carrying Value Fair Value

(Millions) Amount Asset Liability Asset Liability

Foreign Exchange Products

Foreign exchange spot and forward contracts $  3,017 $  25 $  10 $  42 $  27

Foreign currency options purchased 12 — — 1 —

Interest Rate Products

Interest rate swaps 175 5 5 — 3

Equity Index Options Purchased 64 — — 1 —

December 31,1999

Foreign Exchange Products

Foreign exchange spot and forward contracts $  2,162 $   6 $  16 $  44 $  37

Foreign currency options purchased 13 — — — —

Interest Rate Products

Interest rate swaps 198 4 5 — 4

Equity Index Options Purchased 52 — — 1 —

Trading(1)

December 31,2000 Notional Fair Value Average Fair Value

(Millions) Amount Asset Liability Asset Liability

Foreign Exchange Products

Foreign exchange spot and forward contracts $17,185 $329 $300 $270 $225

Foreign currency options purchased 1,642 42 — 38 —

Foreign currency options written 1,550 — 38 — 36

Interest Rate Products

Interest rate swaps 2,238 44 35 47 40

Forward rate agreements and futures 1,027 1 1 — 1

Interest rate options purchased 1,068 1 — 1 —

Interest rate options written 1,116 — 1 — 2

Equity Products

Equity options purchased 64 1 — — —

Equity options written 64 — 1 — —

December 31,1999

Foreign Exchange Products

Foreign exchange spot and forward contracts $13,939 $210 $153 $205 $167

Foreign currency options purchased 1,272 45 — 37 —

Foreign currency options written 1,263 — 39 — 37

Interest Rate Products

Interest rate swaps 2,259 55 45 55 45

Forward rate agreements and futures 125 — — — —

Interest rate options purchased 136 2 — 1 —

Interest rate options written 185 — 2 — 4

(1) Derivatives trading contracts are predominantly contracts with clients and the related hedges of those contracts. AEB’s net trading foreign currency exposure
was $72 million and $93 million at December 31, 2000 and 1999, respectively. Total foreign currency exposure, including exposure related to unhedged net
investments in foreign branches and subsidiaries, was approximately $192 million and $208 million, respectively. 
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The average aggregate fair values of derivative financial

instruments held for trading purposes were computed 

based on monthly information. Net trading gains on these

instruments recognized in noninterest income were $94 mil-

lion and $81 million for 2000 and 1999, respectively, and

were primarily due to foreign exchange spot and forward

contracts. 

Foreign Exchange Products

AEB enters into foreign exchange spot and forward contracts

and foreign currency options both to meet the needs of its

clients and, to a limited extent, to enter into proprietary posi-

tions. In addition, AEB uses foreign exchange products,

primarily foreign exchange spot and forward contracts, to

hedge certain net investments in branches and subsidiaries

with non-U.S. Dollar functional currencies and to manage

currency exposure created by transactions denominated in

foreign currencies. 

Foreign currency exposures are hedged, where practical and

economical, through foreign exchange spot and forward

contracts. Foreign exchange contracts involve the purchase

and sale of a designated currency at an agreed upon rate for

settlement on a specified date. Foreign exchange forward

contracts generally mature within one year, whereas foreign

exchange spot contracts generally settle within two days.

AEB purchases and writes both call and put options on for-

eign currencies. Foreign currency options represent contracts

that convey a right to the purchaser, and may impose an

obligation on the writer, to buy or sell foreign currencies at a

specified price within a specified period of time. At

December 31, 2000 the majority of these contracts had

remaining maturities within one year.

Interest Rate Products

Interest rate swaps are generally entered into with clients,

with offsetting positions taken with major financial service

institutions. AEB may take limited proprietary positions in

interest rate swaps, forward rate agreements, futures and

exchange traded interest rate options as well. In addition,

AEB uses interest rate products, principally interest rate

swaps, to hedge balance sheet positions, including long-term

debt and loans. The termination dates of these swaps are

generally matched with the maturity dates of the underlying

assets and liabilities. Interest rate swaps represent agree-

ments between two parties to exchange periodic interest

payments, most often fixed vs. floating, based on a notional

principal amount. Cross currency interest rate swaps involve

an exchange of principal balances denominated in two dif-

ferent currencies at the inception of the contract, exchange of

interest payments during the life of the contract, and re-

exchange of the principal at a specified future date.

All client positions are entered into under the approved credit

limits under the same policies and procedures used for lend-

ing activities to ensure that exposure to all clients is actively

monitored and controlled.

Other Off-Balance Sheet Financial

Instruments

AEB’s other off-balance sheet financial instruments princi-

pally relate to extending credit to satisfy the needs of its

clients. The contractual amount of these instruments, includ-

ing those with Amexco which were immaterial, reflect AEB’s

maximum exposure to credit loss:

December 31, (Millions) 2000 1999

Commitments to extend credit $670 $735

Standby letters of credit 

and guarantees:

Financial 739 693

Performance 223 358

Commercial and other letters of credit 447 358

Commitments to extend credit represent both conditional

and unconditional agreements to lend. These commitments

primarily carry floating interest rates. The contractual

amounts of these commitments do not necessarily represent

future cash requirements, as some credit facilities will expire

without being drawn. Lending commitments expose AEB to

credit loss arising from the obligation to fund a loan in

accordance with the terms of the commitment. AEB may

require collateral or other security in support of these com-

mitments, depending on the creditworthiness of the client.
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The fair value of the remaining financial instruments was as follows:

December 31, (Millions) 2000 1999

Carrying Value Fair Value Carrying Value Fair Value

Financial Assets

Securities $2,518 $2,518 $2,470 $2,470

Trading assets (see Note 4) 418 418 421 421

Loans, net of reserve for credit losses 5,206 5,270 4,928 5,018

Derivative financial instruments, net 57 56 62 77

Financial Liabilities

Interest-bearing customers’ deposits 7,173 7,177 7,504 7,397

Long-term debt 530 530 574 570

Trading liabilities (see Note 4) 254 254 171 171

Standby letters of credit and guarantees are commitments

issued by AEB to insure the financial or nonfinancial per-

formance of its clients to third parties. The average tenor of

these commitments is generally one year or less. The credit

risk arising from these commitments results from the poten-

tial need to satisfy, in whole or in part, the obligations of

another party when certain specified future events occur.

AEB held or obtained collateral or other security amounting

to $687 million at December 31,2000 (financial related: $481

million, performance related: $206 million) and $935 million

at December 31,1999 (financial related: $623 million, perfor-

mance related: $312 million). The collateral or other security

was predominantly represented by customers’ deposits and

guarantees.

AEB issues commercial and other letters of credit to facilitate

the short-term trade-related activities of its clients. These let-

ters of credit normally expire within six months. Commercial

and other letters of credit represent contingent assets and lia-

bilities until drawn and possess essentially similar credit risk

as that of commitments to extend credit. AEB often obtains

collateral or other security based on an evaluation of each

client. At December 31,2000 and 1999, AEB was in possession

of or had rights to $239 million and $192 million, respec-

tively, of collateral or other security, consisting primarily of

guarantees and customers’ deposits.

Note 16 Fair Values of 

Financial Instruments

The fair value of a financial instrument is the amount for

which the instrument could be exchanged in a current trans-

action between willing parties, other than in a forced or

liquidation sale. The following table discloses fair value infor-

mation for on- and off-balance sheet financial instruments.

Certain items, such as employee benefit obligations and

investments accounted for under the equity method are

excluded. The fair values of financial instruments are esti-

mates based upon market conditions and perceived risks at

December 31, 2000 and 1999 and require management judge-

ment. These figures may not be indicative of their future fair

values.

For certain classes of financial instruments with short matu-

rities, the carrying amounts of the instruments approximate

their fair values. These financial instruments, for which fair

values are not separately disclosed, are cash and deposits

with banks, federal funds sold, customers’ acceptance liabili-

ties, noninterest-bearing customers’ deposits, short-term

borrowings, acceptances outstanding, trade receivables and

payables, AEB’s receivables and payables with other

American Express Company entities and certain other assets

and liabilities.
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The carrying and fair values of other off-balance sheet finan-

cial instruments are not material as of December 31, 2000

and 1999. See Note 15 for carrying and fair value informa-

tion on derivative financial instruments. The following

methods were used to estimate the fair values of financial

assets and financial liabilities:

Financial Assets

For variable loan rates that mature or reprice within six

months, fair values are based on carrying values as long as

there had been no significant change in borrower credit wor-

thiness.

The fair value of all other loans, except those with significant

credit deterioration, are estimated using discounted cash

flow analysis, based on current interest rates for loans with

similar terms to borrowers of similar credit quality. For loans

with significant credit deterioration, fair values are based on

estimates of future cash flows discounted at rates commen-

surate with the risk inherent in the revised cash flow

projections, or for collateral dependent loans, on the fair

value of the collateral.

Financial Liabilities

For interest-bearing deposit liabilities that mature or reprice

within six months, fair values are based on carrying values.

The fair value of all other interst-bearing liabilities were esti-

mated by discounting the contractual future cash flows at

the current interest rates AEB would pay for deposits with

the same remaining maturities.

For variable rate long-term debt, fair values are based on car-

rying values. The fair value of the remaining long-term debt

was determined using discounted cash flows, based on

changes in the underlying interest rate indices since the debt

was issued.

Note 17 Credit Concentrations

Concentrations of credit risk exist if a number of counterpar-

ties are engaged in similar activities or activities in the same

geographical region or have similar economic characteristics

that would cause their ability to meet contractual obligations

to be affected similarly by changes in economic or other con-

ditions. AEB’s business activities generate significant

investments in certain on- and off-balance sheet financial

instruments. The counterparties to these financial instru-

ments, which were primarily unrelated to AEB, operate

mainly in Asia/Pacific and Europe.

The maximum credit exposure, which excludes the effect 

of any collateral or security, associated with AEB’s on- and

off-balance sheet financial instruments distributed by indus-

try segment was as follows:

primarily represented by the contractual amounts of letters

of credit (standby and commercial), commitments and guar-

antees.  

December 31, (Millions) 2000 1999
On- Off- On- Off-

Balance Balance Balance Balance
Sheet Sheet Total Sheet Sheet Total

Banks and other financial

institutions $  4,927 $ 721 $ 5,648 $  5,147 $   663 $  5,810

Other businesses 1,992 526 2,518 2,602 725 3,327

Foreign governments 1,110 7 1,117 1,077 8 1,085

Individuals 2,286 800 3,086 1,489 696 2,185

Real estate 982 22 1,004 1,004 25 1,029

All other 52 3 55 45 27 72

Total $11,349 $2,079 $13,428 $11,364 $2,144 $13,508

The credit risk associated with these on-balance sheet finan-

cial instruments was principally reflected by the book values

of loans, securities and deposits with banks. Total credit risk

related to the off-balance sheet financial instruments was
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Foreign Net 12/31/00 12/31/99
Exchange and Guarantees and Total Total

Country Loans Derivatives Contingents Other(a) Exposure(b) Exposure(b)

Hong Kong $ 0.6 $ — $ 0.1 $ 0.1 $ 0.7 $ 0.8

Indonesia 0.1 — 0.1 0.1 0.3 0.4

Singapore 0.5 — 0.1 0.1 0.7 0.6

Korea 0.2 — — 0.2 0.4 0.3

Taiwan 0.2 — — — 0.3 0.4

China — — — — — —

Japan 0.1 — — 0.1 0.1 0.1

Thailand — — — — — —

Other 0.1 — — 0.1 0.2 0.3

Total Asia/Pacific Region(b) 1.8 0.1 0.3 0.6 2.9 2.9

Chile 0.2 — — 0.1 0.3 0.3

Brazil 0.2 — — 0.1 0.3 0.3

Mexico 0.1 — — — 0.1 0.1

Peru 0.1 — — — 0.1 —

Argentina 0.1 — — — 0.1 0.1

Other 0.2 — 0.2 0.1 0.5 0.5

Total Latin America(b) 0.9 — 0.2 0.3 1.4 1.2

India 0.3 — 0.1 0.3 0.7 0.7

Pakistan 0.1 — — 0.1 0.3 0.3

Other 0.1 — — 0.1 0.2 0.2

Total Subcontinent(b) 0.4 — 0.2 0.6 1.2 1.2

Egypt 0.2 — — 0.2 0.5 0.5

Other 0.2 — — — 0.2 0.2

Total Middle East & Africa(b) 0.4 — 0.1 0.2 0.7 0.8

Total Europe(c) 1.5 0.1 0.5 2.4 4.5 4.7

Total North America 0.4 0.1 0.3 1.4 2.1 2.0

Total Worldwide(b) $ 5.3 $ 0.3 $ 1.6 $ 5.5 $ 12.7 $ 12.7

Includes cross-border and local exposure and does not net local funding or liabilities against any local exposure. In addition the above excludes the activities of
AEB’s non-banking units.

(a) Includes cash, placements and securities
(b) Individual items may not add to totals due to rounding
(c) Total exposure at 12/31/00 includes $3 million of exposures to Russia, which decreased from $11 million at 12/31/99

In an ongoing effort to mitigate the effects of these risks, as

well as AEB’s decision to shift its business focus from corpo-

rations to individuals, AEB has reduced its wholesale credit

exposure in 2000 particularly with respect to its Asia/Pacific

commercial loan portfolio. AEB continues to carefully moni-

tor its credit exposures. 

The following table presents AEB’s worldwide credit expo-

sures at December 31, 2000 and 1999 (billions):

At December 31, 2000, AEB had exposures throughout the

Asia/Pacific region, including in Hong Kong, Singapore,

Taiwan, Indonesia and Korea, among other countries. AEB

had approximately $1.8 billion outstanding in loans in the

entire Asia/Pacific region at year-end. In addition to these

loans, there are other banking activities, such as forward

contracts, various contingencies and market placements,

which added another approximately $1.1 billion to the credit

exposures in the region at year-end. 
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Latin
North Middle East/ Asia/ America

America Europe Africa Pacific(a) and Other Consolidated

2000
Total Assets $1,838 $3,137 $ 897 $4,150 $1,517 $11,539

Net Revenues(b) 30 201 56 275 86 648

Pretax Income (Loss) (31) (4) 21 — 48 34

1999
Total Assets $2,209 $2,922 $ 877 $3,981 $1,566 $11,555

Net Revenues(b) 37 207 61 288 80 673

Pretax Income (Loss) (18) (21) 29 1 36 27

1998
Total Assets $1,678 $3,140 $1,027 $4,224 $1,723 $11,792

Net Revenues(b) 34 175 75 320 66 670

Pretax (Loss) Income (29) 5 40 (174) 23 (135)

(a) Includes the Subcontinent
(b) Excludes provision for credit losses

Note 18 Geographical Operations

AEB operates in the financial services business on a global

basis, primarily providing correspondent banking and invest-

ment services for financial institutions, private banking,

personal financial services, global trading and corporate bank-

ing. These services are subject to significant competition in

highly regulated markets.

It is not practical to precisely disaggregate operations by 

geographical region. Accordingly, the presentation set forth 

in the accompanying table is based upon internal allocations

and adjustments which reflect certain management judgments.

Assets and the related revenues and expenses have been 

distributed to geographical regions primarily on the basis of

the domicile of the customer.

The following table presents selected financial informa-

tion regarding AEB’s operations in different geographical

regions at December 31,2000,1999 and 1998, and for the years

then ended (millions):
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Report of Ernst & Young LLP

Independent Auditors

The Board of Directors

American Express Bank Ltd.

We have audited the accompanying consolidated balance

sheet of American Express Bank Ltd. as of December 31,2000 

and 1999, and the related consolidated statements of opera-

tions, changes in shareholder’s equity and cash flows, for

each of the three years in the period ended December 31,

2000. These financial statements are the responsibility of the

management of American Express Bank Ltd. Our responsi-

bility is to express an opinion on these financial statements

based on our audits.

We conducted our audits in accordance with auditing 

standards generally accepted in the United States. Those

standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit

includes examining, on a test basis, evidence supporting the

amounts and disclosures in the financial statements. An audit

also includes assessing the accounting principles used and

significant estimates made by management, as well as evalu-

ating the overall financial statement presentation. We believe

that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above

present fairly, in all material respects, the consolidated

financial position of American Express Bank Ltd. at

December 31, 2000 and1999, and the consolidated results of

its operations and its cash flows for each of the three years in

the period ended December 31,2000, in conformity with

accounting principles generally accepted in the United

States.

New York, New York

February 8, 2001
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