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Report of Independent Auditors

The Board of Directors and Stockholder
American Enterprise Investment Services, Inc.

We have audited the accompanying statement of financial condition of American
Enterprise Investment Services, Inc. (the Company) as of December 31, 2004. This
statement of financial condition is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this statement of financial condition based on
our audit.

We conducted our audit 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 statement of financial condition is free of
material misstatement. An audit includes consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the statement of financial condition, assessing the accounting
principles used and significant estimates made by management, and evaluating the
overall statement of financial condition presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of the Company at December 31, 2004, in
conformity with accounting principles generally accepted in the United States.

Sarct + LLP

February 24, 2005
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American Enterprise Investment Services, Inc.

Statement of Financial Condition

December 31, 2004
(Dollars in thousands, except share data)

Assets
Cash and cash equivalents $
Cash and investments segregated under federal and other regulations
Receivables:
Customers
Brokers, dealers and clearing organizations
Affiliates
Other
Securities borrowed
Accrued interest and dividends receivable
Furniture, equipment, capitalized software and leasehold improvements (less
accumulated depreciation and amortization of $2,574)
Deposits with clearing organizations
Securities owned, at fair value
Other assets

Total assets $

Liabilities and stockholder's equity
Liabilities:
Payables:
Customers $
Brokers, dealers and clearing organizations
Affiliates
Other
Securities loaned
Accrued interest and dividends payable
Accrued expenses
Securities sold, not yet purchased, at fair value
Total liabilities

Stockholder's equity:
Common stock, $1 par value:
Authorized shares - 100
Issued and outstanding shares - 100
Additional paid-in capital
Retained earnings
Total stockholder's equity

Total liabilities and stockholder's equity $

See accompanying notes.

79,249
915,012

289,561
22,026
7,136
2,863
212,687
8,636

2,890
3,694

867
1,275

1,545,896

1,199,364
34,887
11,928

1,978
157,174
4,177
2,814
2,535

1,414,857

84,875
46,164
131,039

1,545,896
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American Enterprise Investment Services, Inc.

Notes to Statement of Financial Condition

December 31, 2004
(In thousands)

1. Organization and Summary of Significant Accounting Policies
Organization

American Enterprise Investment Services, Inc. (the Company) is a wholly-owned subsidiary of
American Express Financial Corporation (the Parent), which is a wholly-owned subsidiary of
American Express Company. The Company executes and clears trades for accounts introduced
by American Express Financial Advisors, Inc. (AEFA), an affiliated company. The Company also
executes trades for the American Express Funds and other affiliates. The Company is a
broker/dealer registered with the Securities and Exchange Commission (SEC) and is a member
of the National Association of Securities Dealers (NASD) and the Securities Investor Protection
Corporation (SIPC).

Significant Accounting Policies
Securities Transactions and Other Revenue Recognition

Securities owned and securities sold, not yet purchased are stated at fair value. Fair value
generally is based on published market prices or other relevant factors, including dealer price
guotations and valuation pricing models, which take into account time value and volatility factors
underlying the securities. Customers’ securities transactions are recorded on a settlement date
basis.

Collateralized Financing Agreements and Securities Borrowed and Loaned

Securities purchased under agreements to resell (resale agreements), which are included in cash
and investments segregated under federal and other regulations, are recorded at the amount at
which the securities will be subsequently resold. These financial instruments are collateralized by
U.S. government securities. The Company purchased certain securities under agreements to
resell; however, based on the nature of the resale agreements, an independent third party takes
possession of the securities on behalf of the Company. The Company’s agreements with third
parties specify its right to request additional collateral if the fair value of the underlying security,
including accrued interest, decreases in comparison to the related receivable. Collateral is valued
daily and additional collateral is obtained from counterparties when appropriate.

Securities borrowed and loaned result from transactions with other brokers and dealers or
financial institutions and are recorded at the amount of cash collateral advanced or received.
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1. Organization and Summary of Significant Accounting Policies (continued)

Securities borrowed transactions require the Company to deposit cash or other collateral with the
lender. Securities loaned transactions require the borrower to deposit cash or other collateral with
the Company. The Company monitors the market value of securities borrowed and loaned on a
daily basis, with additional collateral obtained or refunded as necessary.

Interest is accrued on resale contract amounts, as well as on securities borrowed and loaned
transactions, and is included in accrued interest receivable or payable on the statement of
financial condition.

Fixed Assets

Furniture, equipment, capitalized software and leasehold improvements are recorded at cost.
Depreciation and amortization are provided on a straight-line basis over the estimated useful
lives.

Cash and Cash Equivalents

The Company defines cash equivalents as liquid or readily marketable investments with
maturities of three months or less at date of acquisition.

Deposits with Clearing Organizations
Deposits with clearing organizations are carried at cost which approximates fair value.
Use of Estimates

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. Management
believes that the estimates utilized in preparing its financial statements are reasonable and
prudent. Actual results could differ from those estimates.

2. Cash and Investments Segregated Under Federal and Other Regulations

Cash and investments segregated under federal and other regulations, primarily resale
agreements, of $915,012 have been segregated in the special reserve bank account for the
benefit of customers under Rule 15c3-3 of the Securities and Exchange Commission. Resale
agreements, which are with three national bank counterparties, are accounted for as
collateralized financing transactions and are recorded at the contractual amounts, which
approximate fair value. The collateral consists of U.S. government backed securities allowed
under Rule 15c¢3-3.
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3. Related Party Transactions

The Company executes and clears trades for accounts introduced by AEFA and executes trades
for other affiliates.

The Company receives certain support services from the Parent. The costs related to these
services include salaries and employee benefits, occupancy and equipment rental.

The Company provides banking services to clients through a partnership with an affiliate,
American Express Bank, FSB (AEB). Banking regulations require the Company to make a
deposit greater than the daily amount of money presented to AEB on each day. As of December
31, 2004, the net amount of the deposit made by the Company and inter-company payable from
AEB was $7,000. This deposit is reflected in receivables from affiliates in the statement of
financial condition.

4. Customer Receivables and Payables

Customer receivables include amounts due in cash and margin transactions. Customer
receivables are primarily collateralized by securities with market values in excess of the amounts
due. At December 31, 2004, less than 2% of receivables from customers are unsecured. The
Company establishes allowances for any potential losses based upon an evaluation of customer
accounts. In addition, appropriate deductions are made in the Company’'s net capital
computation. It is the policy of the Company to monitor the market value of the collateral and
request additional collateral when required. Such collateral is not reflected in the accompanying
statement of financial condition.

Customer payables represent free credit balances and funds deposited by customers and funds
accruing to customers as a result of trades or contracts.

5. Receivables From and Payables to Brokers, Dealers and Clearing Organizations

The components of receivables from and payables to brokers, dealers and clearing organizations
as of December 31, 2004, are as follows:

Receivables:
Securities failed to deliver $ 16,179
Funds due from clearing organizations and other financial institutions 5,847
$ 22,026
Payables:
Securities failed to receive $ 25,155
Funds due to other financial institutions 9,732
$ 34,887

Broker receivables and payables arise primarily from securities transactions executed by the
Company for its customers. Broker receivables are generally collected within 30 days and are
collateralized by securities in physical possession, on deposit or receivable from customers or
other brokers.
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5. Receivables From and Payables to Brokers, Dealers and Clearing Organizations
(continued)

Broker payables represent amounts due upon the receipt of securities. Should the broker or
clearing organization fail to deliver the securities to the Company, the Company may be required
to purchase identical securities on the open market. The value of such securities at December 31,
2004 approximates the amounts owed.

The Company monitors the credit standing of each broker or clearing organization with which it
conducts business. In addition, the Company monitors the market value of collateral held. It is the
policy of the Company to request and receive additional collateral when required.

6. Short-Term Borrowing

The Company has credit agreements with a bank totaling $75,000, comprised of a $50,000
secured bank credit line which is collateralized by customers’ excess margin securities, and a
$25,000 unsecured line. In addition, the Company has an unsecured credit agreement with its
Parent for $50,000. There were no advances against these lines at December 31, 2004.

7. Securities Owned and Securities Sold, Not Yet Purchased

As of December 31, 2004, securities owned by the Company and securities sold, not yet
purchased by the Company, were $867 and $2,535, respectively. Securities sold, not yet
purchased represent obligations of the Company to deliver the specified security at the
contracted price and, thereby, create a liability to purchase the security in the market at prevailing
prices. Accordingly, these transactions result in off-balance-sheet risk, as the Company’s ultimate
obligation to satisfy the sale of securities sold, not yet purchased may exceed the amount
reflected in the statement of financial condition. Securities owned and securities sold, not yet
purchased are the result of temporary holdings based on adjustments made for client trading.
Most holdings are equity and mutual fund positions.

8. Financial Instruments

Financial instruments recorded at fair value on the Company’s statement of financial condition
include securities owned and securities sold, not yet purchased. Other financial instruments are
recorded by the Company at contract amounts and include receivables from and payables to
brokers, dealers and clearing organizations, securities purchased under agreements to resell and
amounts receivable from and payable to affiliates and customers. Financial instruments carried at
contract amounts, which approximate fair value, either have short-term maturities (one year or
less), are repriced frequently or bear market interest rates and, accordingly, are carried at
amounts approximating fair value.
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8. Financial Instruments (continued)

The Company’s customer activities involve the execution, settlement and financing of various
securities transactions. These activities are transacted on either a cash or margin basis. In
margin transactions, the Company extends credit to the customer, subject to various regulatory
and internal margin requirements, collateralized by cash and securities in the customer’s account.
Such transactions may expose the Company to off-balance-sheet risk in the event that margin
requirements are not sufficient to cover losses that customers incur, or contra brokers are unable
to meet the terms of the contracted obligations.

In the event a customer or broker fails to satisfy its obligations, the Company may be required to
purchase or to sell financial instruments at prevailing market prices in order to fulfill the
customer’s obligations. The Company seeks to control the risk associated with its customer
activities by requiring customers to maintain collateral in compliance with various regulatory and
internal guidelines. The Company monitors required margin levels daily and, pursuant to such
guidelines, requires customers to deposit additional collateral, or reduce positions, when
necessary.

The Company enters into resale agreements and securities borrowing transactions that may
result in credit exposure in the event the counter-party to the transaction is unable to fulfill its
contractual obligations. The Company minimizes credit risk associated with these activities by
monitoring counter-party credit exposure and collateral values on a daily basis and requiring
additional collateral to be deposited with or returned by the Company when deemed necessary.

In the normal course of business, the Company obtains securities under resale, securities
borrowed and custody agreements on terms which permit it to pledge or resell the securities to
others. At December 31, 2004, the Company obtained securities with a fair value of
approximately $511,500 on such terms, for which $249,079 have been either pledged or
otherwise transferred to others in connection with the Company’s financing activities.

9. Net Capital Provisions

As a registered broker/dealer, the Company is subject to the SEC’s net capital rule (Rule15c3-1).
The Company computes its net capital requirements under the alternative method provided for in
Rule15c3-1, which requires that the Company maintain net capital equal to 2% of aggregate
customer-related debit items, as defined.

At December 31, 2004, the Company’s net capital was $98,318 or 22% of aggregate debit
balances and $89,479 in excess of required net capital.

Advances to affiliates, dividend payments and other equity withdrawals are subject to certain
notification and other provisions of the net capital rule of the SEC and other regulatory bodies.
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10. Employee Retirement and Benefit Plans

The Company participates in the retirement, defined benefit, and defined contribution plans of
American Express Company. These plans cover all permanent employees who have met certain
employment requirements. Funding of retirement costs for the defined benefit plan complies with
the applicable minimum funding requirements specified by ERISA. The Company’s contribution to
the defined contribution plans is a percentage of either each employee’s eligible compensation or
basic contribution.

The Company participates in defined benefit health care plans of the Parent that provide health
care and life insurance benefits to retired employees. The plans include participant contributions
and service related eligibility requirements. Upon retirement, such employees are considered to
have been employees of the Parent.

11. Income Taxes

The Company is included in consolidated income tax returns filed by American Express
Company. The provision for current income taxes is determined on a separate entity basis,
except that any benefit for losses is recognized only to the extent that it can be utilized in the
consolidated return. It is the policy of the Parent to reimburse subsidiaries for any current tax
benefits recognized. Deferred taxes are recorded to reflect the tax consequences on future years
of temporary differences between the tax bases of assets and liabilities and their financial
reporting amounts at each year-end. Such temporary differences consist primarily of
compensation items. State taxes are allocated to subsidiaries based on related contributions
using apportionment factors. Generally, state taxes are not significant to the Company.

The Company is required to establish a valuation allowance for any portion of the deferred tax
assets that management believes will not be realized. In the opinion of management, it is more
likely than not that the Company will realize the benefit of the deferred tax assets and, therefore,
no such valuation allowance has been established. As of December 31, 2004, the Company held
deferred tax assets and liabilities of $783 and $310, respectively. These items primarily relate to
accrued liabilities and accelerated depreciation of fixed assets for tax purposes.

12. Commitments and Contingencies

From time to time in the normal course of business, the Company is named as a defendant in
lawsuits, arbitration and administrative claims. It is the opinion of management, after consultation
with counsel, that resolution of such matters will not have a material adverse effect on the
financial condition of the Company.
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12. Commitments and Contingencies (continued)

The Company applies the provisions of the Financial Accounting Standards Board Interpretation
No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others (“FIN 45"), which provides accounting and disclosure
requirements for certain guarantees. In the normal course of business, the Company provides
guarantees to securities clearinghouses and exchanges. These guarantees are generally
required under the standard membership agreements such that members are required to
guarantee the performance of other members. To mitigate these performance risks, the
exchanges and clearinghouses often require members to post collateral. The Company’s
obligation under such guarantees could exceed the collateral amounts posted, however the
potential for the Company to be required to make payments under such guarantees is deemed
remote.

13. Subsequent Events

On February 1, 2005, American Express announced plans to pursue a tax-free spin-off of the
common stock of AEFC through a special dividend to American Express common shareholders.
The final transaction, which is subject to certain conditions including receipt of a favorable tax
ruling and approval by American Express’ Board of Directors, is expected to close in the third
guarter of 2005.



American Enterprise Investment Services, Inc. has filed a Statement of Financial
Condition pursuant to Rule 17a-5 of the Securities Exchange Act of 1934, with the
Chicago regional office of the Securities and Exchange Commission. This Statement is
also available for inspection at the principal office of the Company.

American Enterprise Investment Services, Inc.

Member, Securities Investor Protection Corporation (SIPC)

802 AXP Financial Center Minneapolis, MN 55474
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