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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended August 31, 2010

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number 001-33378

DISCOVER FINANCIAL SERVICES

(Exact name of registrant as specified in its charter)

Delaware 36-2517428
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification No.)
2500 Lake Cook Road,
Riverwoods, Illinois 60015 (224) 405-0900
(Address of principal executive offices, including zip code) (Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ~
Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act.) Yes © No x

As of September 30, 2010, there were 544,589,409 shares of the registrant s Common Stock, par value $0.01 per share, outstanding.

Table of Contents 2



Edgar Filing: Discover Financial Services - Form 10-Q

Table of Conten

DISCOVER FINANCIAL SERVICES

Quarterly Report on Form 10-Q

for the quarterly period ended August 31, 2010

TABLE OF CONTENTS
Part I. FINANCIAL INFORMATION 1
Item 1.  Financial Statements 1
Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations 43
Item 3. uantitative and Qualitative Disclosures About Market Risk 81
Item 4.  Controls and Procedures 82
Part II. OTHER INFORMATION 83
Item 1. Iegal Proceedings 83
Item 1A. Risk Factors 83
Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds 84
Item 3.  Defaults Upon Senior Securities 84
Item 4. (Removed and Reserved) 84
Item 5. Other Information 84
Item 6. Exhibits 84

Except as otherwise indicated or unless the context otherwise requires, Discover Financial Services, Discover, ~DFS, we, us, our,
Company refer to Discover Financial Services and its subsidiaries.

We own or have rights to use the trademarks, trade names and service marks that we use in conjunction with the operation of our business,

including, but not limited to: Discover®, PULSE®, Cashback Bonus®, Discover” More” Card, Discover” Motiva™ Card, Discover” Open
Road® Card, Discover® Network and Diners Club International®. All other trademarks, trade names and service marks included in this quarterly
report on Form 10-Q are the property of their respective owners.
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Part 1. FINANCIAL INFORMATION

Item 1. Financial Statements

Condensed Consolidated Statements of Financial Condition

Assets

Cash and cash equivalents

Restricted cash special dividend escrow
Restricted cash for securitization investors
Other short-term investments

Investment securities:

Available-for-sale (amortized cost of $1,134,898 and $2,743,729 at August 31, 2010 and November 30, 2009,

respectively)

Held-to-maturity (fair value of $73,029 and $1,953,990 at August 31, 2010 and November 30, 2009, respectively)

Total investments securities

Loan receivables:

Student loans held for sale

Loan portfolio:

Credit card restricted for securitization investors
Other credit card

Total credit card loan receivables
Other

Total loan portfolio

Total loan receivables
Allowance for loan losses

Net loan receivables

Amounts due from asset securitization
Premises and equipment, net
Goodwill

Intangible assets, net

Other assets

Total assets

Liabilities and Stockholders Equity
Deposits:

Interest-bearing deposit accounts
Non-interest bearing deposit accounts

Total deposits
Long-term borrowings:
Long-term borrowings owed to securitization investors
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DISCOVER FINANCIAL SERVICES

August 31,
2010

(unaudited)

November 30,

2009

(dollars in thousands, except

per share amounts)

$ 7,916,091
691,698
375,000

1,151,689
74,058

1,225,747
1,437,592

34,789,458
10,458,708

45,248,166
3,444,906

48,693,072

50,130,664
(3,743,721)

46,386,943
456,943
255,421

190,639
2,559,071

$ 60,057,553

$ 34,148,932
97,872

34,246,804

14,869,265

$

$

13,020,719
643,311

1,350,000

2,645,481
2,389,816

5,035,297

20,230,302

20,230,302
3,394,782

23,625,084

23,625,084
(1,757,899)

21,867,185
1,692,051
499,303
255,421
195,636
1,462,064

46,020,987

32,028,506
64,506

32,093,012
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Other long-term borrowings

Total long-term borrowings
Special dividend Morgan Stanley
Accrued expenses and other liabilities

Total liabilities

Commitments, contingencies and guarantees (Note 13)

Stockholders Equity:

Preferred stock, par value $.01 per share; 200,000,000 shares authorized, 0 and 1,224,558 shares issued and
outstanding at August 31, 2010 and November 30, 2009, respectively

Common stock, par value $.01 per share; 2,000,000,000 shares authorized; 546,991,067 and 544,799,041 shares issued
at August 31, 2010 and November 30, 2009, respectively

Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss

Treasury stock, at cost; 2,440,632 and 1,876,795 shares at August 31, 2010 and November 30, 2009, respectively

Total stockholders equity

Total liabilities and stockholders equity

Table of Contents

See Notes to the Condensed Consolidated Financial Statements.

2,839,488

17,708,753

1,990,699

53,946,256

5,470

3,428,089

2,787,822
(82,297)
(27,787)

6,111,297

$ 60,057,553

2,428,101

2,428,101
808,757
2,255,570

37,585,440

1,158,066

5,448
3,573,231
3,873,262

(154,818)
(19,642)

8,435,547

$ 46,020,987
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Interest income:
Credit card loans
Other loans
Investment securities
Other interest income

Total interest income
Interest expense:
Deposits

Short-term borrowings
Long-term borrowings

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Other income:

Securitization income

Discount and interchange revenue
Fee products

Loan fee income

Transaction processing revenue
Merchant fees

Gain (loss) on investment securities
Antitrust litigation settlement
Other income

Total other income

Other expense:

Employee compensation and benefits
Marketing and business development
Information processing and communications
Professional fees

Premises and equipment

Other expense

Total other expense

Income before income tax expense
Income tax expense

Net income
Net income allocated to common stockholders

Basic earnings per share
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Condensed Consolidated Statements of Income

For the Three Months For the Nine Months
Ended August 31, Ended August 31,
2010 2009 2010 2009

(unaudited)

$1,455907 $ 761,477
67,588 43,397
5,574 18,062
6,870 10,281

1,535,939 833,217
279,137 289,518

10
110,000 14,873
389,137 304,401

1,146,802 528,816
712,565 380,999
434,237 147,817

567,288

273,932 51,641
104,132 78,875
92,465 75,528
40,184 31,839
7,220 10,716
18,951 (7,422)
472,167

27,260 35,328
564,144 1,315,960
204,210 208,528
130,532 77,814
62,357 67,679
85,289 83,746
17,722 18,437
66,128 67,634
566,238 523,838
432,143 939,939
171,526 362,485
$ 260,617 $ 577,454
$ 258,194 $ 552,928

047 $ 1.08

$ 4,423,654
183,150
15,966
24,101

4,646,871
882,921

324,561

1,207,482

3,439,389
2,824,035

615,354

805,209
309,590
267,483
109,570
23,091
19,131

88,790

1,622,864

602,510
313,175
190,862
239,169

53,273
155,601

1,554,590

683,628
268,482

$ 415,146

$ 321,613

$ 0.59

(dollars in thousands, except per share amounts)

$2,276,152
119,271
51,606
59,965

2,506,994

894,767
2,538
39,821

937,126

1,569,868
1,962,673

(392,805)

1,310,435
208,802
228,899
195,843

93,309
35,289
(9,239)

1,419,783

103,915

3,587,036
636,167
292,169
217,017
228,419

54,732
215,085

1,643,589

1,550,642
626,994

$ 923,648

$ 876,506

$ 1.78
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Diluted earnings per share $ 047 $ 1.07 $ 058 $ 1.78

Dividends paid per share of common stock $ 002 $ 0.02 $ 0.06 $ 0.10
See Notes to the Condensed Consolidated Financial Statements.
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Condensed Consolidated Statements of Changes in Stockholders Equity

Balance at November 30, 2008
Adoption of the measurement date
provision of ASC 715 (FASB Statement
No. 158), net of tax

Comprehensive income:

Net income

Adjustments related to investment
securities, net of tax

Adjustment related to pension and
postretirement benefits, net of tax

Other comprehensive income

Total comprehensive income

Purchase of treasury stock

Common stock issued under employee
benefit plans

Common stock issued and stock-based
compensation expense

Income tax deficiency on stock-based
compensation plans

Issuance of common stock

Dividends paid common stock
Issuance of preferred stock

Accretion of preferred stock discount
Dividends preferred stock

Special dividend Morgan Stanley

Balance at August 31, 2009

Balance at November 30, 2009
Adoption of ASC 810 (FASB Statement
No. 167), net of tax
Comprehensive income:

Net income

Adjustments related to investment
securities, net of tax

Adjustments related to cash flow
hedges, net of tax

Adjustments related to pension and
postretirement benefits, net of tax

Other comprehensive loss

Total comprehensive income
Purchase of treasury stock

Common stock issued under employee
benefit plans
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Preferred Stock
Shares Amount
$
1,225 1,148,691
6,048
1,225 $ 1,151,739
1,225 $ 1,158,066

Common Stock
Additional
Paid-in Retained
Shares Amount Capital Earnings
(unaudited)

Accumulated

Other

Comprehensive

Income
(Loss)

(dollars and shares in thousands)
$ (66,338) $ (8,257) $ 5,915,823

480,517 $ 4,805 $2,938,657 $ 3,046,956
(1,110)
923,648
99 1 913
3,885 40 33,803 120
(18,494)
60,054 600 533,240
(48,885)
75,867
(6,048)
(28,573)
(180,500)

544,555 $ 5,446 $3,563,986 $ 3,705,608

544,799 $ 5448 $3,573,231 $ 3,873,262
(1,411,117)

415,146

67 1 867

41,605

(239)

41,366

(10,348)

Total

Treasury Stockholders
Stock

Equity

(1,110)

923,648

41,366

965,014
(10,348)

914
33,963
(18,494)
533,840
(48,885)
1,224,558

(28,573)
(180,500)

$ (24972) $(18,605) $ 8,386,202

$ (154,818) $(19,642) $ 8,435,547

78,561

(6,276)
158

78

(6,040)

(8,145)

(1,332,556)

415,146

(6,040)

409,106
(8,145)

868



Common stock issued and stock based
compensation expense

Income tax deficiency on stock-based
compensation plans

Dividends paid common stock
Accretion of preferred stock discount
Dividends preferred stock
Redemption of preferred stock
Repurchase of stock warrant

Special dividend Morgan Stanley

Balance at August 31, 2010
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2,125 21 29,402
(3,411)
(32,923)
66,492 (66,492)
(23,811)
(1,225)  (1,224,558)
(172,000)
33,757
$ 546,991 $ 5470 $3,428,089 $ 2,787,822 $

See Notes to Condensed Consolidated Financial Statements.

29,423

(3411)
(32,923)

(23,811)

(1,224,558)

(172,000)
33,757

(82,297) $(27,787) $ 6,111,297
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DISCOVER FINANCIAL SERVICES

Condensed Consolidated Statements of Cash Flows

For the Nine Months Ended
August 31,
2010 2009
(unaudited)

(dollars in thousands)
Cash flows from operating activities

Net income $ 415,146 $ 923,648

Adjustments to reconcile net income to net cash provided by operating activities:

Net principal disbursed on loans originated for sale (147,058)

Proceeds from sale of loans originated for sale 28,501

(Gain) loss on sale of student loans (439)

(Gain) loss on investment securities (19,131) 9,239

Loss on disposal of equipment 1,930 377

Stock-based compensation expense 29,554 34,877

Income tax deficiency on stock-based compensation expense (3,411) (18,494)
Deferred income taxes 63,131 (124,460)
Depreciation and amortization on premises and equipment 68,130 73,391

Other depreciation and amortization 57,947 94,199

Amortization of deferred revenues (137,492) (109,761)
Provision for loan losses 2,824,035 1,962,673

Changes in assets and liabilities:

(Increase) decrease in amounts due from asset securitization 296,817

(Increase) decrease in other assets (230,385) (90,970)
Increase (decrease) in accrued expenses and other liabilities (243,696) (455,387)
Net cash provided by operating activities 2,706,762 2,596,149

Cash flows from investing activities

Maturities of other short-term investments 1,350,000

Purchases of other short-term investments (375,000)

Maturities of available-for-sale investment securities 540,526 150,520

Purchases of available-for-sale investment securities (1,239,631) (478,888)
Maturities of held-to-maturity investment securities 19,779 59,056

Purchases of held-to-maturity investment securities (549) (1,269)
Net principal disbursed on loans held for investment (2,035,023) (5,652,2006)
Proceeds from securitization 2,246,100

Decrease (increase) in restricted cash special dividend escrow 643,311 (502,292)
Decrease in restricted cash for securitization investors 547,064

Proceeds from sale of equipment 146 1,247

Purchases of premises and equipment (29,538) (41,653)
Net cash used for investing activities (578,915) (4,219,385)
Cash flows from financing activities

Proceeds from issuance of preferred stock 1,148,691

Redemption of preferred stock (1,224,558)

Proceeds from issuance of warrant 75,867

Repurchase of warrant (172,000)

Proceeds from issuance of securitized debt 1,000,000

Maturities of securitized debt (8,560,528)

Proceeds from issuance of other long-term borrowings 1,003,427 400,000

Net (decrease) in short-term borrowings (500,000)
Maturities of other long-term borrowings (590,676) (339,298)
Proceeds from issuance of common stock 533,840

Purchase of treasury stock (8,145) (10,348)
Net increase in deposits 1,177,096 1,046,320

Proceeds from acquisition of deposits 976,627

Dividend paid to Morgan Stanley (775,000)
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Dividends paid on common and preferred stock
Excess tax benefits related to stock-based compensation

Net cash (used for) provided by financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, at beginning of period

Cash and cash equivalents, at end of period

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for:
Interest expense

Income taxes, net of income tax refunds

Non-cash transactions:
Special dividend Morgan Stanley
Acquisition of certificated beneficial interests in DCENT and DCMT, net of maturities

See Notes to the Condensed Consolidated Financial Statements.
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(59,455)
737

(7,232,475)

(5,104,628)
13,020,719

$ 7,916,091

$ 1,125,181

$ 112,027

$ 33,757

(74,737)

2,280,335

657,099
10,171,143

$ 10,828,242

$ 929,542

$ 531,826

(180,500)
1,647,783

@ P
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Notes to the Condensed Consolidated Financial Statements

(unaudited)

1. Background and Basis of Presentation

Description of Business. Discover Financial Services ( DFS orthe Company ) is a leading credit card issuer in the United States and an electronic
payment services company. The Company is a bank holding company under the Bank Holding Company Act of 1956 and a financial holding
company under the Gramm-Leach-Bliley Act. The Company is subject to oversight, regulation and examination by the Board of Governors of

the Federal Reserve System (the Federal Reserve ). Through its Discover Bank subsidiary, a Delaware state-chartered bank, the Company offers
its customers credit cards, other consumer loans and deposit products. Through its DFS Services LLC subsidiary and its subsidiaries, the

Company operates the Discover Network, the PULSE Network ( PULSE ) and Diners Club International ( Diners Club ). The Discover Network
provides credit card transaction processing for Discover card-branded and third-party issued credit cards. PULSE operates an electronic funds
transfer network, providing financial institutions issuing debit cards on the PULSE network with access to ATMs domestically and

internationally, as well as point of sale terminals at retail locations throughout the U.S. for debit card transactions. Diners Club is a global

payments network that grants rights to licensees, which are generally financial institutions, to issue Diners Club branded credit cards and/or to
provide card acceptance services. The Diners Club business also offers transaction processing and marketing services to licensees globally.

The Company s business segments are Direct Banking and Payment Services. The Direct Banking segment includes Discover card-branded
credit cards issued to individuals and small businesses on the Discover Network and other consumer products and services, including personal
loans, student loans, prepaid cards and other consumer lending and deposit products offered through the Company s Discover Bank subsidiary.
The Payment Services segment includes PULSE, Diners Club and the Company s third-party issuing business, which includes credit, debit and
prepaid cards issued on the Discover Network by third parties.

Basis of Presentation. The accompanying condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States ( GAAP ) for interim financial information and with the instructions to Form 10-Q and Article
10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete consolidated
financial statements. In the opinion of management, the financial statements reflect all adjustments which are necessary for a fair presentation of
the results for the quarter. All such adjustments are of a normal, recurring nature. The preparation of financial statements in conformity with
GAAP requires the Company to make estimates and assumptions that affect the amounts reported in the condensed consolidated financial
statements and related disclosures. These estimates are based on information available as of the date of the condensed consolidated financial
statements. The Company believes that the estimates used in the preparation of the condensed consolidated financial statements are reasonable.
Actual results could differ from these estimates. These interim condensed consolidated financial statements should be read in conjunction with
the Company s 2009 audited consolidated financial statements filed with the Company s annual report on Form 10-K for the year ended
November 30, 2009.

Recently Issued Accounting Pronouncements

The application of the following guidance will only affect disclosures and therefore will not impact the Company s financial condition, results of
operations or cash flows.

In July 2010, the FASB issued ASU No. 2010-20, Disclosures about the Credit Quality of Financing Receivables and the Allowance for Credit
Losses. ASU No. 2010-20 requires a greater level of disaggregation in disclosures relating to the credit quality of the Company s financing
receivables and allowance for loan losses. Furthermore, ASU 2010-20 also requires enhanced disclosures around nonaccrual and past due
financing receivables, impaired loans and loan modifications. The standard is effective for the first interim or annual reporting periods ending on
or after December 15, 2010, and will apply beginning with the Company s Form 10-Q for the quarter ending February 28, 2011.
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In January 2010, the FASB issued ASU No. 2010-06, Fair Value Measurements and Disclosures (Topic 820): Improving Disclosures about Fair
Value Measurements. ASU 2010-06 revises two disclosure requirements concerning fair value measurements and clarifies two others. It requires
separate presentation of significant transfers into and out of Levels 1 and 2 of the fair value hierarchy and disclosure of the reasons for such
transfers. It will also require the presentation of purchases, sales, issuances and settlements within Level 3 on a gross basis rather than a net
basis. The amendments also clarify that disclosures should be disaggregated by class of asset or liability and that disclosures about inputs and
valuation techniques should be provided for both recurring and non-recurring fair value measurements. The Company s disclosures about fair
value measurements, including the new disclosures which were applicable to the Company beginning in the second quarter 2010, are presented
in Note 15: Fair Value Disclosures. The disclosures concerning gross presentation of Level 3 activity are effective for fiscal years beginning
after December 15, 2010.

In December 2008, the FASB issued FASB Staff Position No. FAS 132(R)-1, Employers Disclosures about Postretirement Benefit Plan Assets
(codified within Accounting Standards Codification ( ASC ) Topic 715, Compensation-Retirement Benefits). This standard provides guidance on
an employer s disclosures about plan assets of a defined benefit pension or other postretirement plan. Required disclosures include a description
of how investment allocation decisions are made, the inputs and valuation techniques used to measure the fair value of plan assets and

significant concentrations of risk. The standard is effective for fiscal years ending after December 15, 2009 and will first apply to the Company s
Form 10-K for the year ending November 30, 2010.

2.  Change in Accounting Principle

In June 2009, the FASB issued Statement of Financial Accounting Standards No. 166, Accounting for Transfers of Financial Assets-an
amendment of FASB Statement No. 140 ( Statement No. 166 , codified within ASC Topic 860, Transfers and Servicing) and Statement of
Financial Accounting Standards No. 167, Amendments to FASB Interpretation No. 46(R) ( Statement No. 167 , codified within ASC Topic 810,
Consolidation).

Statement No. 166 amended the accounting for transfers of financial assets. Under Statement No. 166, the trusts used in the Company s
securitization transactions are no longer exempt from consolidation. Statement No. 167 prescribes an ongoing assessment of the Company s
involvement in the activities of the trusts and the Company s rights or obligations to receive benefits or absorb losses of the trusts that could be
potentially significant in order to determine whether those variable interest entities ( VIEs ) will be required to be consolidated in the Company s
financial statements. In accordance with Statement No. 167, the Company concluded it is the primary beneficiary of the Discover Card Master
Trust I ( DCMT ) and the Discover Card Execution Note Trust ( DCENT ) (the trusts ) and accordingly, the Company began consolidating the trusts
on December 1, 2009. Using the carrying amounts of the trust assets and liabilities as prescribed by Statement No. 167, the Company recorded a
$21.1 billion increase in total assets, a $22.4 billion increase in total liabilities and a $1.3 billion decrease in stockholders equity (comprised of a
$1.4 billion decrease in retained earnings offset by a $0.1 billion increase in accumulated other comprehensive income). These amounts were
comprised of the following transition adjustments, which were treated as noncash activities for purposes of preparing the condensed

consolidated statement of cash flows:

Consolidation of $22.3 billion of securitized loan receivables and the related debt issued from the trusts to third-party investors;

Consolidation of $0.1 billion of cash collateral accounts and the associated debt issued from the trusts;

Reclassification of $2.3 billion of held-to-maturity investment securities to loan receivables;

Reclassification of $2.3 billion of available-for-sale investment securities to loan receivables and reversal of $0.1 billion, net of tax,
of related unrealized losses previously recorded in other comprehensive income;
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Recording of a $2.1 billion allowance for loan losses, not previously required under GAAP, for the newly consolidated and
reclassified credit card loan receivables;

Reversal of all amounts recorded in amounts due from asset securitization through (i) derecognition of the remaining $0.1 billion
value of the interest-only strip receivable, net of tax, (ii) reclassification of $0.8 billion of cash collateral accounts and $0.3 billion of
accumulated collections to restricted cash, (iii) reclassification of $0.2 billion to unbilled accrued interest receivable, and

(iv) reclassification of $0.3 billion of billed accrued interest receivable to loan receivables; and

Recording of net deferred tax assets of $0.8 billion, largely related to establishing an allowance for loan losses on the newly
consolidated and reclassified credit card loan receivables.
The assets of the consolidated VIEs include restricted cash and certain credit card loan receivables, which are restricted to settle the obligations
of those entities and are not expected to be available to the Company or its creditors. Liabilities of the consolidated VIEs include secured
borrowings for which creditors or beneficial interest holders do not have recourse to the general credit of the Company.

The Company s statements of income for the three months and nine months ended August 31, 2010 no longer reflect securitization income, but
instead report interest income, net charge-offs and certain other income associated with all securitized loan receivables, and interest expense
associated with debt issued from the trusts to third-party investors, in the same line items in the Company s statement of income as
non-securitized credit card loan receivables and corporate debt. Additionally, the Company no longer records initial gains on new securitization
activity since securitized credit card loans no longer receive sale accounting treatment. Also, there are no gains or losses recorded on the
revaluation of the interest-only strip receivable as that asset is not recognizable in a transaction accounted for as a secured borrowing. Because
the Company s securitization transactions are accounted for under the new accounting rules as secured borrowings rather than asset sales, the
cash flows from these transactions are presented as cash flows from financing activities rather than as cash flows from operating or investing
activities.

The Company s statement of income for the three and nine months ended August 31, 2009 and its statement of financial condition as of
November 30, 2009 have not been retrospectively adjusted to reflect Statements No. 166 and 167. Therefore, current period results and balances
will not be comparable to prior period amounts, particularly with regard to the following (and their related subtotals):

Investment securities;

Loan receivables (and the related delinquencies, charge-offs, and allowance and provision for loan losses);

Certain securitization assets recorded under prior GAAP;

Long-term borrowings;

Interest income;

Interest expense;

Other income; and
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3. Investment Securities
The Company s investment securities consist of the following (dollars in thousands):

August 31,
2010

U.S. Treasury securities $ 1,552
U.S. government agency securities 1,004
States and political subdivisions of states 51,759
Other securities:
Certificated retained interests in DCENT and DCMT""’
Credit card asset-backed securities of other issuers 1,149,666
Asset-backed commercial paper notes
Residential mortgage-backed securities 10,630
Other debt and equity securities 11,136
Total other securities 1,171,432
Total investment securities $ 1,225,747

November 30,
2009

$

68,553

4,501,108
381,705
58,792
12,929
12,210

4,966,744

$ 5,035,297

(1) Upon adoption of Statements No. 166 and 167 on December 1, 2009, the amount outstanding at November 30, 2009 was reclassified to loan receivables. See

Note 2: Change in Accounting Principle for more information.

The amortized cost, gross unrealized gains and losses, and fair value of available-for-sale and held-to-maturity investment securities are as

follows (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses
At August 31, 2010
Available-for-Sale Investment Securities'
Credit card asset-backed securities of other issuers $1,132,877 $ 16,807 $ (18)
Equity securities 15 2
U.S. government agency securities 1,004
U.S. Treasury securities 1,002
Total available-for-sale investment securities $ 1,134,898 $ 16,809 $ (18)
Held-to-Maturity Investment Securities'”
U.S. Treasury securities® $ 550 $ $
States and political subdivisions of states 51,759 441 (2,375)
Residential mortgage-backed securities 10,630 905
Other debt securities” 11,119
Total held-to-maturity investment securities $ 74,058 $ 1346 $ (2,375
At November 30, 2009
Available-for-Sale Investment Securities'
Certificated retained interests in DCENT $2,330,000 $ 978 $ (126,009)
Credit card asset-backed securities of other issuers 362,377 19,362 (34)
Asset-backed commercial paper notes 51,337 7,455

Table of Contents

Fair Value

$ 1,149,666
17

1,004

1,002

$ 1,151,689
$ 550
49,825
11,535

11,119

$ 73,029

$2,204,969
381,705
58,792
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Equity securities 15
Total available-for-sale investment securities $2,743,729

Held-to-Maturity Investment Securities”

Certificated retained interests in DCENT and DCMT $2,296,139
States and political subdivisions of states 68,553
Residential mortgage-backed securities 12,929
Other debt securities'*’ 12,195
Total held-to-maturity investment securities $2,389,816

(1) Available-for-sale investment securities are reported at fair value.
(2) Held-to-maturity investment securities are reported at amortized cost.

$ 27,795
$

19

972

$ 991

$(126,043)

$ (430,655)
(6,162)

$(436,817)

15

$ 2,645,481
$ 1,865,484
62,410
13,901

12,195

$ 1,953,990

(3) Amount represents U.S. Treasury securities pledged as collateral to a government-related merchant for which transaction settlement occurs beyond the normal

24-hour period.

(4) Included in other debt securities at August 31, 2010 and November 30, 2009 are commercial advances of $8.3 million and $9.4 million, respectively, related

to the Company s Community Reinvestment Act strategies.
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At August 31, 2010, the Company had 13 investments in credit card asset-backed securities of other issuers and 3 investments in state and
political subdivisions of states in an unrealized loss position. The following table provides information about investment securities with
aggregate gross unrealized losses and the length of time that individual investment securities have been in a continuous unrealized loss position
as of August 31, 2010 and November 30, 2009 (dollars in thousands):

Less than 12 months More than 12 months
Fair Unrealized Fair Unrealized
Value Losses Value Losses
At August 31, 2010
Available-for-Sale Investment Securities
Credit card asset-backed securities of other issuers $ 117,404 $ (18) $ $
Held-to-Maturity Investment Securities
State and political subdivisions of states $ $ $ 28,760 $ (2,375)
At November 30, 2009
Available-for-Sale Investment Securities
Certificated retained interests in DCENT $1,149,143 $(115,857) $ 889,848 $ (10,152)
Credit card asset-backed securities of other issuers $ 127509 $ (34) $ $
Held-to-Maturity Investment Securities
Certificated retained interests in DCENT and DCMT $1,865,484  $(430,655) $ $
State and political subdivisions of states $ $ $ 51,778 $ (6,162)

During the nine months ended August 31, 2010 and 2009, the Company received $560.3 million and $209.6 million of proceeds related to
maturities, redemptions or liquidation of investment securities, respectively. During the same periods, the Company had no sales of investment
securities.

The Company records 