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AMER ICAN EXPRESS COMPANY

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

REPORT OF INDEPENDENT
REGISTERED PUBLIC
ACCOUNTING FIRM
THE BOARD OF DIRECTORS AND SHAREHOLDERS
OF AMERICAN EXPRESS COMPANY:
In our opinion, the accompanying consolidated balance sheets

and the related consolidated statements of income, cash flows

and shareholders’ equity present fairly, in all material respects,

the financial position of American Express Company and its

subsidiaries at December 31, 2011 and 2010, and the results of

their operations and their cash flows for each of the years in the

three-year period ended December 31, 2011, in conformity with

accounting principles generally accepted in the United States of

America. Also in our opinion, the Company maintained, in all

material respects, effective internal control over financial

reporting as of December 31, 2011, based on criteria established

in Internal Control — Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway

Commission (COSO). The Company’s management is

responsible for these financial statements, for maintaining

effective internal control over financial reporting and for its

assessment of the effectiveness of internal control over financial

reporting, included in the accompanying Management’s Report

on Internal Control Over Financial Reporting. Our responsibility

is to express opinions on these financial statements and on the

Company’s internal control over financial reporting based on

our integrated audits. We conducted our audits in accordance

with the standards of the Public Company Accounting Oversight

Board (United States). Those standards require that we plan and

perform the audits to obtain reasonable assurance about whether

the financial statements are free of material misstatement and

whether effective internal control over financial reporting was

maintained in all material respects. Our audits of the financial

statements included examining, on a test basis, evidence

supporting the amounts and disclosures in the financial

statements, assessing the accounting principles used and

significant estimates made by management, and evaluating the

overall financial statement presentation. Our audit of internal

control over financial reporting included obtaining an

understanding of internal control over financial reporting,

assessing the risk that a material weakness exists, and testing and

evaluating the design and operating effectiveness of internal

control based on the assessed risk. Our audits also included

performing such other procedures as we considered necessary in

the circumstances. We believe that our audits provide a

reasonable basis for our opinions.

As discussed in Note 1 to the consolidated financial

statements, the Company adopted new guidance in 2010 relating

to transfers of financial assets and consolidation of variable

interest entities.

A company’s internal control over financial reporting is a

process designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial

statements for external purposes in accordance with generally

accepted accounting principles. A company’s internal control

over financial reporting includes those policies and procedures

that (i) pertain to the maintenance of records that, in reasonable

detail, accurately and fairly reflect the transactions and

dispositions of the assets of the company; (ii) provide reasonable

assurance that transactions are recorded as necessary to permit

preparation of financial statements in accordance with generally

accepted accounting principles, and that receipts and

expenditures of the company are being made only in accordance

with authorizations of management and directors of the

company; and (iii) provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition, use,

or disposition of the company’s assets that could have a material

effect on the financial statements.

Because of its inherent limitations, internal control over

financial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future

periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree

of compliance with the policies or procedures may deteriorate.

New York, New York

February 24, 2012
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AMER ICAN EXPRESS COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following is a detail of other, net expense for the years ended

December 31:

(Millions) 2011 2010 2009

Occupancy and equipment $ 1,685 $ 1,562 $ 1,619

Communications 378 383 414

MasterCard and Visa settlements, net of

legal fees (562) (852) (852)

Other(a) 1,260 1,208 950

Total other, net expense $ 2,761 $ 2,301 $ 2,131

(a) Includes in 2009, (i) a $135 million benefit representing the correction of an

error related to the accounting for cumulative translation adjustments

associated with a net investment in foreign subsidiaries, (ii) a $45 million

benefit resulting from the change in the fair value of certain forward

exchange contracts, (iii) a $59 million benefit related to the completion of

certain account reconciliations and (iv) lower travel and entertainment and

other expenses due to the Company’s reengineering activities.

Other, net expense includes general operating expenses, gains

(losses) on sale of assets or businesses not classified as

discontinued operations, litigation and insurance costs or

settlements and Loyalty Partner expenses.

NOTE 20

STOCK PLANS

STOCK OPTION AND AWARD PROGRAMS
Under the 2007 Incentive Compensation Plan and previously

under the 1998 Incentive Compensation Plan, awards may be

granted to employees and other key individuals who perform

services for the Company and its participating subsidiaries.

These awards may be in the form of stock options, restricted

stock awards or units (RSAs), portfolio grants (PGs) or other

incentives, and similar awards designed to meet the requirements

of non-U.S. jurisdictions.

For the Company’s Incentive Compensation Plans, there were

a total of 38 million, 40 million and 37 million common shares

unissued and available for grant as of December 31, 2011, 2010

and 2009, respectively, as authorized by the Company’s Board of

Directors and shareholders.

The Company granted stock option awards to its Chief

Executive Officer (CEO) in November 2007 and January 2008

that have performance-based and market-based conditions.

These option awards are separately disclosed and are excluded

from the information and tables presented in the following

paragraphs.

A summary of stock option and RSA activity as of December 31,

2011, and changes during the year is presented below:

Stock Options RSAs

(Shares in thousands) Shares

Weighted-

Average

Exercise

Price Shares

Weighted-

Average

Grant

Price

Outstanding as of

December 31, 2010 56,963 $ 39.54 15,074 $ 28.97

Granted 1,197 $ 44.78 4,759 $ 45.11

Exercised/vested (14,813) $ 33.97 (4,986) $ 30.74

Forfeited (349) $ 29.24 (851) $ 31.44

Expired (541) $ 44.90 – $ –

Outstanding as of

December 31, 2011 42,457 $ 41.63 13,996 $ 33.69

Options vested and expected to

vest as of December 31, 2011 42,359 $ 41.64 – –

Options exercisable as of

December 31, 2011 35,275 $ 43.10 – –

The Company recognizes the cost of employee stock awards

granted in exchange for employee services based on the grant-

date fair value of the award, net of expected forfeitures. Those

costs are recognized ratably over the vesting period.

STOCK OPTIONS
Each stock option has an exercise price equal to the market price

of the Company’s common stock on the date of grant and a

contractual term of 10 years from the date of grant. Stock

options generally vest 25 percent per year beginning with the

first anniversary of the grant date.

The weighted-average remaining contractual life and the

aggregate intrinsic value (the amount by which the fair value of

the Company’s stock exceeds the exercise price of the option) of

the stock options outstanding, exercisable, and vested and

expected to vest as of December 31, 2011 were as follows:

Outstanding Exercisable

Vested and

Expected to

Vest

Weighted-average remaining

contractual life (in years) 4.7 4.2 4.7

Aggregate intrinsic

value (millions) $ 338 $ 239 $ 337
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AMER ICAN EXPRESS COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The intrinsic value for options exercised during 2011, 2010 and

2009 was $206 million, $130 million and $11 million,

respectively (based upon the fair value of the Company’s stock

price at the date of exercise). Cash received from the exercise of

stock options in 2011, 2010 and 2009 was $503 million, $619

million and $83 million, respectively. The tax benefit realized

from income tax deductions from stock option exercises, which

was recorded in additional paid-in capital, in 2011, 2010 and

2009 was $60 million, $35 million and $2 million, respectively.

The fair value of each option is estimated on the date of grant

using a Black-Scholes-Merton option-pricing model. The

following weighted-average assumptions are used for grants

issued in 2011, 2010 and 2009, the majority of which were

granted in the beginning of each year:

2011 2010 2009

Dividend yield 1.6% 1.8% 4.1%

Expected volatility(a) 40% 41% 36%

Risk-free interest rate 2.3% 2.8% 2.1%

Expected life of stock option (in years)(b) 6.2 6.2 4.8

Weighted-average fair value per option $ 16.21 $ 14.11 $ 4.54

(a) The expected volatility is based on weighted historical and implied

volatilities of the Company’s common stock price.

(b) In 2011 and 2010, the expected life of stock options was determined using

historical data and expectations of option exercise behavior. In 2009, the

expected life of stock options was determined using historical data.

STOCK OPTIONS WITH PERFORMANCE-BASED AND
MARKET-BASED CONDITIONS
On November 30, 2007 and January 31, 2008, the Company’s

CEO was granted in the aggregate 2,750,000 of non-qualified

stock option awards with performance-based and market-based

conditions. Both awards have a contractual term of 10 years and

a vesting period of 6 years.

The aggregate grant date fair value of options with

performance based conditions was approximately $33.8 million.

Compensation expense for these awards will be recognized over

the vesting period when it is determined it is probable that the

performance metrics will be achieved. No compensation expense

for these awards was recorded in 2011, 2010 and 2009.

The aggregate grant date fair value of options with market-

based conditions was approximately $10.5 million.

Compensation expense for these awards is recognized ratably

over the vesting period irrespective of the probability of the

market metric being achieved. Total compensation expense of

approximately $2.4 million was recorded in each of the years

2011, 2010 and 2009.

RESTRICTED STOCK AWARDS
RSAs are valued based on the stock price on the date of grant and

generally vest 25 percent per year, beginning with the first

anniversary of the grant date. RSA holders receive

non-forfeitable dividends or dividend equivalents. The total fair

value of shares vested during 2011, 2010 and 2009 was $221

million, $175 million and $44 million, respectively (based upon

the Company’s stock price at the vesting date).

The weighted-average grant date fair value of RSAs granted in

2011, 2010 and 2009, is $45.11, $38.63 and $18.04, respectively.

LIABILITY-BASED AWARDS
Certain employees are awarded PGs and other incentive awards

that can be settled with cash or equity shares at the Company’s

discretion and final Compensation and Benefits Committee

payout approval. These awards earn value based on performance

and service conditions and vest over periods of one to three

years.

PGs and other incentive awards are classified as liabilities and,

therefore, the fair value is determined at the date of grant and

remeasured quarterly as part of compensation expense over the

performance and service periods. Cash paid upon vesting of

these awards was $64 million, $64 million and $71 million in

2011, 2010 and 2009, respectively.

SUMMARY OF STOCK PLAN EXPENSE
The components of the Company’s total stock-based

compensation expense (net of cancellations) for the years ended

December 31 are as follows:

(Millions) 2011 2010 2009

Restricted stock awards(a) $ 176 $ 163 $ 135

Stock options(a) 40 58 55

Liability-based awards 83 64 38

Performance/market-based stock options 2 2 2

Total stock-based compensation expense(b) $ 301 $ 287 $ 230

(a) As of December 31, 2011, the total unrecognized compensation cost related

to unvested RSAs and options was $259 million and $39 million,

respectively. The unrecognized cost for RSAs and options will be recognized

ratably over the remaining vesting period. The weighted-average remaining

vesting period for both RSAs and options is 1.6 years.

(b) The total income tax benefit recognized in the Consolidated Statements of

Income for stock-based compensation arrangements for the years ended

December 31, 2011, 2010 and 2009 was $105 million, $100 million and $81

million, respectively.
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