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change in the Company’s method of accounting for certain asset management and account fees that 

reduced pre-tax income by $80 million.  Excluding this methodology change, pre-tax income would 

have declined by 36 percent, as higher revenues were more than offset by increased non-interest 

expenses. 

• Net revenues of $1.3 billion were up 21 percent from a year ago and reached their highest level in 

over four years.  The prior year period included a $107 million reduction in revenues resulting 

from the 2004 methodology change noted above.  Excluding the methodology change, net 

revenues would have increased 10 percent over last year.  Asset management, distribution and 

administration fees increased on higher client asset levels in fee-based accounts, while 

commissions declined reflecting lower transaction volumes.   

• Non-interest expenses were up 19 percent to $1.2 billion, driven by higher compensation expenses 

and sub-advisory fees related to higher net revenues, and higher costs associated with legal and 

regulatory matters.  

• During the quarter, total client assets declined by $2 billion to $617 billion.  Client assets in fee-

based accounts increased by $3 billion, or 2 percent, to a record $173 billion. 

 

FULL YEAR 

Retail Brokerage reported pre-tax income of $585 million, up 58 percent from last year’s $371 

million.  Excluding the effect of the accounting methodology change mentioned above and the $198 

million World Trade Center insurance settlement, pre-tax income would have declined by 14 percent.  

Net revenues for the year were $5.0 billion, a 9 percent increase over a year ago and the highest yearly 

revenues since 2000.  Excluding the methodology change, net revenues would have increased 6 

percent over last year.  Higher asset management, distribution and administration fees driven primarily 

by an increase in client assets in fee-based accounts more than offset lower commissions resulting 

from lower transaction volumes.  Total non-interest expenses were $4.4 billion, a 4 percent increase 

from a year ago.  Excluding the World Trade Center insurance settlement, non-interest expenses rose 9 

percent from 2004.  The increase was driven by higher compensation expenses, increased sub-

advisory fees related to higher net revenues and higher costs associated with legal and regulatory 

matters.  Non-compensation expenses for both years were adversely affected by significant charges 

related to legal and regulatory matters.  The year’s pre-tax margin was 12 percent compared with 8 

percent in 2004.  Excluding the World Trade Center settlement, the 2005 pre-tax margin would have 

been 8 percent.  The full year return on equity from continuing operations was 11 percent and 7 

percent in the prior year.  

  

Total client assets increased to $617 billion, up 2 percent from fiscal 2004 year-end.  Client assets in 

fee-based accounts rose 10 percent to a record $173 billion at fiscal year-end and increased as a 
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percentage of total client assets to 28 percent.  The number of global representatives at year-end was 

9,526 -- a decline of 1,436 from a year ago resulting largely from the sales force reduction announced 

during the year and attrition.   

 
ASSET MANAGEMENT 

FOURTH QUARTER 

Asset Management’s pre-tax income was $383 million, a 66 percent increase from $231 million in the 

fourth quarter of 2004.  Non-interest expenses increased 5 percent to $507 million.   

• The increase in pre-tax income reflected a 25 percent increase in net revenues to $890 million, 

driven by significantly higher investment gains within the Company’s Private Equity business.  

The largest gains were associated with the Company’s holdings in Triana Energy Holdings, LLC 

and Aventine Renewable Energy Holding, LLC.  Excluding the Private Equity business, net 

revenues increased 7 percent over last year’s fourth quarter. 

• The quarter’s pre-tax margin was 43 percent compared with 32 percent a year ago.  Excluding 

results from the Private Equity business, pre-tax income increased 6 percent over last year and the 

pre-tax margin was 27 percent compared with 28 percent a year ago.   

• Institutional assets rose $5 billion during the fourth quarter and $8 billion over the past twelve 

months to $232 billion.  Retail assets declined $2 billion during the quarter and $1 billion from a 

year ago to $199 billion.   

 

FULL YEAR 

Asset Management reported pre-tax income of $1,007 million, up 22 percent from last year’s $827 

million.  The year’s pre-tax margin was 35 percent compared with 30 percent a year ago.  Full year 

return on equity from continuing operations was 36 percent, up from 29 percent in the prior year.  

Net revenues increased 6 percent, reflecting higher private equity revenues and an increase in revenues 

from higher assets under management.  Non-interest expenses declined 1 percent to $1.9 billion as the 

benefit from the World Trade Center insurance settlement was offset by charges related to senior 

management severance and new hires.  Investment gains for the year were $326 million compared 

with $248 million a year ago.  The largest gains were associated with the Company’s holdings in 

Triana Energy Holdings, LLC and Aventine Renewable Energy Holding, LLC.  Excluding results 

from the Private Equity business, pre-tax income increased 16 percent over last year and the pre-tax 

profit margin was 29 percent compared with 26 percent a year ago.   

 

Assets under management or supervision at November 30, 2005 were $431 billion, up $7 billion, or 2 

percent, from a year ago.  The increase resulted from market appreciation partly offset by customer 

out-flows.  The percent of the Company’s long-term fund assets performing in the top half of the 




