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PART 1
Item 1. Financial Statements.

ALLIANCE DATA SYSTEMS CORPORATION
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

September 30, December 31,
2020 2019
(in millions, except per share amounts)
ASSETS

Cash and cash equivalents $ 3,078.4 $ 3,874.4
Accounts receivable, net, less allowance for doubtful accounts ($3.9 and $3.4 at September 30,
2020 and December 31, 2019, respectively) 376.9 451.1
Credit card and loan receivables:

Credit card receivables — restricted for securitization investors 10,536.2 13,504.2

Other credit card and loan receivables 5,062.5 5,958.9

Total credit card and loan receivables 15,598.7 19,463.1

Allowance for loan loss (2,080.9) (1,171.1)

Credit card and loan receivables, net 13,517.8 18,292.0
Credit card receivables held for sale — 408.0
Inventories, net 202.8 218.0
Other current assets 843.7 268.4
Redemption settlement assets, restricted 641.7 600.8

Total current assets 18,661.3 24,112.7
Property and equipment, net 251.7 282.3
Right of use assets - operating 247.2 264.3
Deferred tax asset, net 285.1 45.2
Intangible assets, net 89.3 153.3
Goodwill 969.4 954.9
Other non-current assets 608.9 682.1

Total assets $ 21,112.9 $ 26,494.8

LIABILITIES AND STOCKHOLDERS' EQUITY

Accounts payable $ 2767 $ 300.8
Accrued expenses 401.2 327.8
Current operating lease liabilities 21.9 22.6
Current portion of deposits 6,753.5 6,942.4
Current portion of non-recourse borrowings of consolidated securitization entities 2,120.4 3,030.8
Current portion of long-term and other debt 76.0 101.4
Other current liabilities 255.7 338.3
Deferred revenue 835.7 807.9

Total current liabilities 10,741.1 11,872.0
Deferred revenue 101.4 114.1
Deferred tax liability, net — 80.0
Long-term operating lease liabilities 275.8 291.7
Deposits 3,395.0 5,209.3
Non-recourse borrowings of consolidated securitization entities 2,223.9 4,253.2
Long-term and other debt 2,727.2 2,748.5
Other liabilities 3259 337.7

Total liabilities 19,790.3 24,906.5

Commitments and contingencies (Note 15)
Stockholders’ equity:
Common stock, $0.01 par value; authorized, 200.0 shares; issued, 115.1 and 115.0 shares at

September 30, 2020 and December 31, 2019, respectively 1.2 1.1
Additional paid-in capital 3,272.7 3,257.7
Treasury stock, at cost, 67.4 shares at each of September 30, 2020 and December 31, 2019,

respectively (6,733.9) (6,733.9)
Retained earnings 4,830.3 5,163.3
Accumulated other comprehensive loss 47.7) 99.9)
Total stockholders’ equity 1,322.6 1,588.3
Total liabilities and stockholders’ equity $ 21,1129  $ 26,494.8

See accompanying notes to unaudited condensed consolidated financial statements.




ALLIANCE DATA SYSTEMS CORPORATION

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Revenues
Services
Redemption, net
Finance charges, net
Total revenue
Operating expenses

Cost of operations (exclusive of depreciation and amortization

disclosed separately below)
Provision for loan loss
General and administrative
Depreciation and other amortization
Amortization of purchased intangibles
Loss on extinguishment of debt
Total operating expenses
Operating income
Interest expense
Securitization funding costs
Interest expense on deposits
Interest expense on long-term and other debt, net
Total interest expense, net
Income from continuing operations before income taxes
Provision for income taxes
Income from continuing operations
Loss from discontinued operations, net of taxes
Net income (loss)

Basic income (loss) per share (Note 3):
Income from continuing operations
Loss from discontinued operations
Net income (loss) per share

Diluted income (loss) per share (Note 3):
Income from continuing operations
Loss from discontinued operations
Net income (loss) per share

Weighted average shares (Note 3):
Basic

Diluted

Three Months Ended
September 30,

Nine Months Ended
September 30,

2020

2019

2020

2019

(in millions, except per share amounts)

$ 247 $ 579 $ 1092 $ 1976

113.1 143.9 318.6 409.5
9127 12358 209837 35132
1,050.5 1,437.6 34115 41203
482.7 687.5 1,474.7 1,982.6
207.7 297.3 1,113.7 806.8
29.0 31.8 732 127.4
18.4 19.9 56.2 59.8
217 25.0 64.1 73.4
— 71.9 — 71.9
759.5 11334  2,7819  3,121.9
291.0 304.2 629.6 998.4
375 514 130.1 160.3
52.9 62.5 172.1 164.4
24.7 26.1 79.1 102.7
115.1 140.0 381.3 4274
175.9 164.2 2483 571.0
42.6 42.6 46.6 128.8

$ 1333 § 1216 $ 201.7 $ 4422

— (229.2) — 261.7)

$ 1333 § (107.6) $ 2017 $ 1805

$ 279 $§ 247 $ 423 $ 849

$ — $ (469 $ — $ (512

$ 279 § (222) $ 423 $§ 337

$ 279 $ 241 $ 423 $§ 850

$ — 3 (454 $ — $  (5.03)

$ 279 § (213) $ 423 § 347
47.7 48.8 47.7 51.1
47.8 50.4 477 52.1

See accompanying notes to unaudited condensed consolidated financial statements.




ALLIANCE DATA SYSTEMS CORPORATION
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019
(in millions)
Net income (loss) $ 1333 $ (107.6) $§ 201.7 $ 180.5
Other comprehensive income (loss):
Unrealized gain on securities available-for-sale 39 0.3 20.1 16.5
Tax benefit (expense) 0.1 (0.5) (1.1) (2.3)
Unrealized gain (loss) on securities available-for-sale, net of tax 4.0 0.2) 19.0 14.2
Unrealized gain on cash flow hedges 0.7 0.9 — 0.7
Tax expense (0.2) 0.2) — 0.2)
Unrealized gain on cash flow hedges, net of tax 0.5 0.7 — 0.5
Unrealized gain on net investment hedge — — — 6.5
Tax expense — — — (1.6)
Unrealized gain on net investment hedge, net of tax — — — 4.9
Foreign currency translation adjustments (inclusive of
deconsolidation of $26.8 million for the three and nine months
ended September 30, 2019 and $3.8 million for the nine months
ended September 30, 2020 related to sale of a business) 353 (0.8) 33.2 (3.5)
Other comprehensive income (loss), net of tax 39.8 0.3) 52.2 16.1
Total comprehensive income (loss), net of tax $ 1731 $ (107.9) $§ 2539 $ 196.6

See accompanying notes to unaudited condensed consolidated financial statements.




ALLIANCE DATA SYSTEMS CORPORATION
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated
Additional Other Total
Common Stock Preferred Stock Paid-In Treasury Retained  Comprehensive Stockholders’
Three Months Ended
September 30, 2020 Shares Amount Shares Amount Capital Stock Earnings Loss Equity
(in millions)
Balance at July 1, 2020 1151 $ 1.2 — $ — $3267.7 $(6,733.9) $4,707.1 $ 87.5) $ 1,154.6
Net income — — — — — — 133.3 — 133.3
Other comprehensive income — — — — — — — 39.8 39.8
Stock-based compensation — — — — 53 — — — 53
Dividends and dividend
equivalent rights declared
($0.21 per common share) — — — — — — (10.1) — (10.1)
Other — — — — (0.3) — — — (0.3)
Balance at September 30,
2020 1151 $ 1.2 — $ — $3272.7 $(6,733.9) $4,830.3 $ 47.7) $ 1,322.6
Accumulated
Additional Other Total
Common Stock Preferred Stock Paid-In Treasury Retained  Comprehensive Stockholders’
Three Months Ended
September 30, 2019 Shares  Amount Shares Amount Capital Stock Earnings Loss Equity
(in millions)
Balance at July 1, 2019 1133 § 1.1 02 § — $3259.6 $(5,980.6) $5.2333 $ 121.7) $ 2,391.7
Net loss — — — — — — (107.6) — (107.6)
Recognition of foreign
currency translation
adjustments upon sale of
business — — — — — — — 26.8 26.8
Other comprehensive loss — — — — — — — (27.1) (27.1)
Stock-based compensation — — — — 2.7 — — — 2.7
Repurchases of common
stock — — — — — (753.1) — — (753.1)
Dividends and dividend
equivalent rights declared
($0.63 per common share) — — — — — — (29.8) — (29.8)
Other 0.2 — — — (6.7) — — — 6.7)
Balance at September 30,
2019 1135 § 1.1 02 §$ — $32556 $(6,733.7) $5,0959 $ (122.0) $ 1,496.9

See accompanying notes to unaudited condensed consolidated financial statements.




ALLIANCE DATA SYSTEMS CORPORATION
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY - (CONTINUED)

Accumulated
Additional Other Total
Common Stock Preferred Stock Paid-In Treasury  Retained Comprehensive Stockholders’
Nine Months Ended
September 30, 2020 Shares Amount Shares Amount  Capital Stock Earnings Loss Equity
(in millions)
Balance at January 1, 2020 1150 $ 1.1 — $ — $3257.7 $(6,7339) $5,163.3 $ (99.9) § 1,588.3
Net income — — — — — — 201.7 — 201.7

Cumulative effect adjustment to

retained earnings in accordance with

ASU 2016-13 — — — — — — (485.0) — (485.0)
Recognition of foreign currency

translation adjustments upon sale of

business — — — — — — — 3.8 3.8
Other comprehensive income — — — — — — — 48.4 48 .4
Stock-based compensation — — — — 16.2 — — — 16.2

Dividends and dividend equivalent
rights declared ($0.63 per common
share for the three months ended
March 31, 2020 and $0.21 per
common share for both the three
months ended June 30, 2020 and

September 30, 2020) — — — — — — (49.7) — (49.7)
Other 0.1 0.1 — — (1.2) — — — (1.1)
Balance at September 30, 2020 1151 § 12 — §& — $32727 $(6,7339) $4.8303 § 47.7) § 13226
Accumulated
Additional Other Total
Common Stock Preferred Stock Paid-In Treasury  Retained Comprehensive Stockholders’
Nine Months Ended
September 30, 2019 Shares Amount Shares Amount _ Capital Stock Earnings Loss Equity
(in millions)

Balance at January 1, 2019 113.0 $ 1.1 — $ — $3,1724 $(57157) $5,0124 $ (138.1) $§ 23321
Net income — — — — — — 180.5 — 180.5
Recognition of foreign currency
translation adjustments upon sale of
business — — — — — — — 26.8 26.8
Other comprehensive loss — — — — — — — (10.7) (10.7)
Stock-based compensation — — — — 54.0 — — — 54.0
Issuance of preferred stock — — 0.2 — 42.1 (42.1) — — —
Repurchases of common stock — — — — — (975.9) — — (975.9)
Dividends and dividend equivalent
rights declared ($0.63 per common
share) — — — — — — (97.0) — (97.0)
Other 0.5 — — — (12.9) — — — (12.9)
Balance at September 30, 2019 1135 § 1.1 02 § — $3255.6 $(6,733.7) $5,0959 § (122.0) § 14969

See accompanying notes to unaudited condensed consolidated financial statements.




ALLIANCE DATA SYSTEMS CORPORATION

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

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

Depreciation and amortization

Deferred income taxes

Provision for loan loss

Non-cash stock compensation

Amortization of deferred financing costs

Gain on sale of business

Loss on extinguishment of debt

Asset impairment charges
Change in operating assets and liabilities, net of sale of business
Other

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Change in redemption settlement assets
Change in credit card and loan receivables
Proceeds from sale of business
Proceeds from sale of credit card portfolios
Purchase of credit card portfolios
Payments for acquired businesses, net of cash
Capital expenditures
Purchases of other investments
Maturities/sales of other investments
Other

Net cash provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings under debt agreements

Repayments of borrowings

Non-recourse borrowings of consolidated securitization entities

Repayments/maturities of non-recourse borrowings of consolidated securitization entities

Net (decrease) increase in deposits
Payment of debt extinguishment costs
Payment of deferred financing costs
Dividends paid
Purchase of treasury shares
Other

Net cash used in financing activities

Effect of exchange rate changes on cash, cash equivalents and restricted cash

Change in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid

Income taxes paid, net

Nine Months Ended

September 30,

2020 2019

(in millions)

$ 2017 $ 180.5
120.3 206.4
(157.7) (187.0)
1,113.7 806.8
16.2 54.3
26.6 326
(13.7) (512.2)
— 71.9
342 493
121.6 611.8
257 215.8
1,488.6 1,530.2
(31.3) (7.0)
3,107.8 (678.2)
26.7 4,369.6
289.5 980.0
— (924.8)
— (6.7)
(37.9) (119.2)
(22.5) (13.8)
575 46.7
(25.0) 3.9
3,364.8 3,650.5
1,150.0 2,092.3
(1,194.5) (4,979.8)
435.0 3,576.8
(3,380.0) (4,332.2)
(2,012.0) 709.4
— (46.1)
(16.2) (27.1)
(50.5) (97.4)
= (975.9)
3.9 (16.1)
(5,064.3) (4,096.1)
37 (0.6)
(207.2) 1,084.0
3,958.1 3,967.7
$ 37509 § 5,051.7
$ 3795 § 519.1
$ 1084 $ 224.0

The unaudited condensed consolidated statements of cash flows are presented with the combined cash flows from discontinued

operations with cash flows from continuing operations within each cash flow statement category.

See accompanying notes to unaudited condensed consolidated financial statements.
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ALLTANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The unaudited condensed consolidated financial statements included herein have been prepared by Alliance Data
Systems Corporation (“ADSC” or, including its consolidated subsidiaries and variable interest entities (“VIEs”), the
“Company”), without audit, pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC”).
Certain information and footnote disclosures normally included in financial statements prepared in accordance with
accounting principles generally accepted in the United States of America (“GAAP”) have been condensed or omitted
pursuant to such rules and regulations. However, the Company believes that the disclosures are adequate to make the
information presented not misleading. These unaudited condensed consolidated financial statements should be read in
conjunction with the consolidated financial statements and the notes thereto included in the Company’s Annual Report on
Form 10-K for the year ended December 31, 2019, filed with the SEC on February 28, 2020.

The unaudited condensed consolidated financial statements included herein reflect all adjustments (consisting of
normal, recurring adjustments) which are, in the opinion of management, necessary to state fairly the results for the interim
periods presented. The results of operations for the interim periods presented are not necessarily indicative of the operating
results to be expected for any subsequent interim period or for the fiscal year.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect (1) the reported amounts of assets; (2) liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements; and (3) the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Effective March 31, 2019, the Company’s divested Epsilon segment met the
criteria set forth in Accounting Standards Codification (“ASC”) 205-20, “Presentation of Financial Statements —
Discontinued Operations,” and was subsequently sold on July 1, 2019. The Company’s products and services are reported
under two segments—LoyaltyOne® and Card Services.

Recently Issued Accounting Standards

In December 2019, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2019-12, “Simplifying the Accounting for Income Taxes.” ASU 2019-12 eliminates certain exceptions within ASC 740,
“Income Taxes,” and clarifies certain aspects of ASC 740 to promote consistency among reporting entities. ASU 2019-12 is
effective for interim and annual reporting periods beginning after December 15, 2020, with early adoption permitted. Most
amendments within the standard are required to be applied on a prospective basis, while certain amendments must be
applied on a retrospective or modified retrospective basis. The Company does not expect the adoption of ASU 2019-12 to
have a material impact on its consolidated financial statements.

In March 2020, the FASB issued ASU 2020-04, “Facilitation of the Effects of Reference Rate Reform on Financial
Reporting.” This ASU provides optional expedients and exceptions for applying GAAP to contracts, hedging relationships,
and other transactions affected by reference rate reform if certain criteria are met. The amendments in this ASU apply only
to contracts and hedging relationships that reference the London Interbank Offered Rate (“LIBOR”) or another reference
rate expected to be discontinued due to reference rate reform. The expedients and exceptions provided by the amendments
do not apply to contract modifications made and hedging relationships entered into or evaluated after December 31, 2022.
This ASU is elective and is effective upon issuance for all entities. The Company is evaluating the impact that adoption of
ASU 2020-04 will have on its consolidated financial statements.
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ALLTANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Recently Adopted Accounting Standards

In June 2016, the FASB issued ASU 2016-13, “Measurement of Credit Losses on Financial Instruments,” or ASC 326.
This standard, referred to as Current Expected Credit Loss (“CECL”), required entities to utilize a financial instrument
impairment model to establish an allowance based on expected losses over the life of the exposure rather than a model based
on an incurred loss approach. Estimates of expected credit losses under the CECL model are based on relevant information
about past events, current conditions, and reasonable and supportable forward-looking forecasts regarding the collectability
of the loan portfolio.

The Company adopted CECL on January 1, 2020 and recorded an increase in its allowance for loan loss at adoption of
$644.0 million, which was recorded through a cumulative-effect adjustment to retained earnings, net of taxes. CECL also
expanded the disclosure requirements regarding an entity’s assumptions, models, and methods for estimating its allowance
for loan loss. See Note 6, “Credit Card and Loan Receivables,” for the Company’s CECL disclosures.

In addition, CECL modified the impairment model for available-for-sale debt securities and provided for a simplified
accounting model for purchased financial assets with credit deterioration since their origination. CECL impacts the
Company’s valuation of its accounts receivable and available-for-sale debt securities, with respect to which the Company’s
adoption did not have a material impact on its consolidated financial statements.

In August 2018, the FASB issued ASU 2018-13, “Changes to the Disclosure Requirements for Fair Value
Measurement.” ASU 2018-13 modifies the disclosure requirements on fair value measurements from Accounting Standards
Codification (“ASC”) 820, “Fair Value Measurement.” The Company’s adoption of this standard on January 1, 2020 did not
have a material impact on its consolidated financial statements.

In August 2018, the FASB issued ASU 2018-15, “Customer’s Accounting for Implementation Costs Incurred in a Cloud
Computing Arrangement that is a Service Contract.” ASU 2018-15 requires customers in a cloud computing arrangement
that is a service contract to follow the internal-use software guidance in ASC 350-40, “Intangibles—Goodwill and Other—
Internal-Use Software,” to determine which implementation costs may be capitalized. The amendments in ASU 2018-15 can
be applied either retrospectively or prospectively to all implementation costs incurred after the date of adoption. The
Company adopted ASU 2018-15 on January 1, 2020 on a prospective basis and the adoption did not have a material impact
on its consolidated financial statements.

2. REVENUE

The Company’s products and services are reported under two segments—LoyaltyOne and Card Services, as shown
below. The following tables present revenue disaggregated by major source:
Corporate/

Three Months Ended September 30, 2020 LoyaltyOne Card Services Other Total
(in millions)

Disaggregation of Revenue by Major Source:

Coalition loyalty program $ 63.0 S — — 3 63.0
Short-term loyalty programs 117.4 — — 117.4
Servicing fees, net — (47.0) — (47.0)
Other 1.1 — — 1.1
Revenue from contracts with customers $ 1815 $ 47.00 $ — 3 134.5
Finance charges, net — 912.7 — 912.7
Investment income 3.3 — — 33
Total $ 1848 § 8657 § — $ 11,0505

10




ALLTANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Corporate/
Three Months Ended September 30, 2019 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Major Source:
Coalition loyalty program $ 720 S —  $ — 72.0
Short-term loyalty programs 144.2 — — 144.2
Servicing fees, net — (43.8) — (43.8)
Other 26.1 — 0.1 26.2
Revenue from contracts with customers $ 2423 $ (43.8) $ 0.1 198.6
Finance charges, net — 1,235.8 — 1,235.8
Investment income 3.2 — — 3.2
Total $ 2455 $  1,192.0 $ 0.1 1,437.6
Corporate/
Nine Months Ended September 30, 2020 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Major Source:
Coalition loyalty program $ 1959 § — 3 — 195.9
Short-term loyalty programs 322.5 — — 322.5
Servicing fees, net — (106.2) — (106.2)
Other 5.9 — 0.1 6.0
Revenue from contracts with customers $ 5243 § (106.2) $ 0.1 418.2
Finance charges, net — 2,983.7 — 2,983.7
Investment income 9.6 — — 9.6
Total $ 5339 § 28775 § 0.1 3,411.5
Corporate/
Nine Months Ended September 30,2019 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Major Source:
Coalition loyalty program $ 2148 S —  $ — 214.8
Short-term loyalty programs 406.9 — — 406.9
Servicing fees, net — (93.9) — (93.9)
Other 69.7 — 0.3 70.0
Revenue from contracts with customers $ 6914 § 93.9) $ 0.3 597.8
Finance charges, net — 3,513.2 — 3,513.2
Investment income 9.3 — — 9.3
Total $ 700.7 $§ 34193 $ 0.3 4,120.3
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ALLTANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

The following tables present revenue disaggregated by geographic region based on the location of the subsidiary that

generally correlates with the location of the customer:

Corporate/
Three Months Ended September 30, 2020 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Geographic Region:
United States $ 33 $ 8657 $ — 869.0
Canada 70.3 — — 70.3
Europe, Middle East and Africa 76.9 — — 76.9
Asia Pacific 12.6 — — 12.6
Other 21.7 — — 21.7
Total $ 1848  § 8657 $ — 1,050.5
Corporate/
Three Months Ended September 30, 2019 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Geographic Region:
United States $ 123 $ 1,920 $ 0.1 1,204.4
Canada 88.9 — — 88.9
Europe, Middle East and Africa 77.0 — — 77.0
Asia Pacific 40.0 — — 40.0
Other 27.3 — — 27.3
Total $ 2455 $  1,1920 $ 0.1 1,437.6
Corporate/
Nine Months Ended September 30, 2020 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Geographic Region:
United States $ 96 $ 28775 $ 0.1 2,887.2
Canada 214.1 — — 214.1
Europe, Middle East and Africa 196.2 — — 196.2
Asia Pacific 63.0 — — 63.0
Other 51.0 — — 51.0
Total $ 5339 §$ 28775 $ 0.1 3,411.5
Corporate/
Nine Months Ended September 30, 2019 LoyaltyOne Card Services Other Total
(in millions)
Disaggregation of Revenue by Geographic Region:
United States $ 282 § 34193 § 0.3 3,447.8
Canada 263.3 — — 263.3
Europe, Middle East and Africa 276.0 — — 276.0
Asia Pacific 81.6 — — 81.6
Other 51.6 — — 51.6
Total $ 700.7 $ 34193 § 0.3 4,120.3

12
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ALLTANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Contract Liabilities

The Company records a contract liability when cash payments are received in advance of its performance, which
applies to the service and redemption of an AIR MILES® reward mile and the reward products for its short-term loyalty
programs.

A reconciliation of contract liabilities for the AIR MILES Reward Program is as follows:

Deferred Revenue

Service Redemption Total
(in millions)

Balance at January 1, 2020 § 2586 $ 6634 § 922.0
Cash proceeds 124.7 206.7 3314
Revenue recognized (1) (140.8) (153.6) (294.4)
Other — 0.5 0.5
Effects of foreign currency translation (6.8) (15.6) (22.4)

Balance at September 30, 2020 $§ 2357 § 7014 $ 937.1

Amounts recognized in the consolidated balance sheets:

Deferred revenue (current) $§ 1343 $§ 7014 § 8357
Deferred revenue (non-current) § 1014 § — $ 1014

(1) Reported on a gross basis herein.

The deferred redemption obligation associated with the AIR MILES Reward Program is effectively due on demand
from the collector base, thus the timing of revenue recognition is based on the redemption by the collector. Service revenue
is amortized over the expected life of a mile, with the deferred revenue balance expected to be recognized into revenue in
the amount of $44.2 million in 2020, $112.4 million in 2021, $61.3 million in 2022, and $17.8 million in 2023.

Additionally, contract liabilities for the Company’s short-term loyalty programs are recognized in other current
liabilities in the Company’s unaudited condensed consolidated balance sheets. The beginning balance as of January 1, 2020
was $122.8 million and the closing balance as of September 30, 2020 was $95.6 million, with the change due to revenue
recognized of approximately $234.9 million during the nine months ended September 30, 2020, offset in part by cash
payments received in advance of program performance.

Contract Costs

The Company recognizes an asset for the incremental costs of obtaining or fulfilling a contract with the retailer for a
credit card program agreement to the extent it expects to recover those costs, in accordance with ASC 340-40, “Other Assets
and Deferred Costs.” Contract costs are deferred and amortized on a straight-line basis over the respective term of the
agreement, which represents the period of service. Depending on the nature of the contract costs, the amortization is
recorded as a reduction to revenue, or costs of operations, in the Company’s unaudited condensed consolidated statements of
income. As of December 31, 2019, the remaining unamortized contract costs were $406.8 million and are included in other
current assets and other non-current assets in the Company’s unaudited condensed consolidated balance sheets.

The Company performs an impairment assessment when events or changes in circumstances indicate that the carrying
amount of contract costs may not be recoverable. Due to deteriorated economic conditions from COVID-19 resulting in
retail store closures and a significant decline in credit sales, the Company’s impairment assessment for certain of its deferred
contract costs resulted in an asset impairment charge within its Card Services segment of $31.1 million in the second quarter
0f 2020 that is included in cost of operations in its unaudited condensed consolidated statements of income for the nine
months ended September 30, 2020. As of September 30, 2020, the remaining unamortized contract costs were $332.3
million and are included in other current assets and other non-current assets in the Company’s unaudited condensed
consolidated balance sheets.
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3. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted net income per share of common stock:

Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019

(in millions, except per share amounts)
Basic income per share:

Numerator:
Income from continuing operations $§ 1333 $§ 1216 § 201.7 $ 4422
Less: Dividends declared on preferred stock — 0.9 — 2.8
Less: Allocation of undistributed earnings (1) — — — 5.8
Income from continuing operations - basic 133.3 120.7 201.7 433.6
Loss from discontinued operations, net of tax — (229.2) — (261.7)
Net income (loss) - basic $ 1333 $ (1085 $ 201.7 $ 1719
Denominator:
Weighted average shares, basic 47.7 48.8 47.7 51.1
Basic income (loss) attributable to common stockholders per share:
Income from continuing operations $ 279 $§ 247 § 423 $§ 849
Loss from discontinued operations $ — $ (469 $ — $ (5.12)
Net income (loss) per share $ 279 $ (222) $ 423 § 337
Diluted income per share ?):
Numerator:
Income from continuing operations $§ 1333 $ 121.6 $ 201.7 $ 4422
Loss from discontinued operations, net of tax — (229.2) — (261.7)
Net income (loss) $ 1333 $ (107.6) $ 201.7 $ 1805
Denominator:
Weighted average shares, basic 47.7 48.8 47.7 51.1
Weighted average effect of dilutive securities:
Shares from assumed conversion of preferred stock — 1.5 — 0.9
Net effect of dilutive stock options and unvested restricted stock (3) 0.1 0.1 — 0.1
Denominator for diluted calculation 47.8 50.4 47.7 52.1
Diluted income (loss) attributable to common stockholders per share:
Income from continuing operations $ 279 $§ 241 $§ 423 $§ 850
Loss from discontinued operations $ — $ (454 § — § (5.03)
Net income (loss) per share $§ 279 $ (213) $ 423 § 347

(1) In accordance with ASC 260, “Earnings Per Share,” in the period of net loss, the loss was not allocated to the
participating security as it does not have a contractual obligation to share in the losses.

() Computed using the if-converted method, as the result was more dilutive.

() For both the three and nine months ended September 30, 2020, 0.3 million of restricted stock units were excluded from
each calculation of weighted average dilutive common shares as the effect would have been anti-dilutive. For both the
three and nine months ended September 30, 2019, 0.2 million of restricted stock units were excluded from each
calculation of weighted average dilutive common shares as the effect would have been anti-dilutive.

On April 25, 2019, the Company entered into an exchange agreement with ValueAct Holdings, L.P. pursuant to which
ValueAct exchanged an aggregate of 1,500,000 shares of the Company’s common stock for an aggregate of
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150,000 shares of Series A Non-Voting Convertible Preferred Stock (“preferred stock™). In October 2019, ValueAct
exchanged all 150,000 shares of preferred stock back to common stock.

For the three and nine months ended September 30, 2019, the Company’s calculation of basic and diluted EPS was
computed using the two-class method for those periods in which participating securities were outstanding. The two-class
method is an earnings allocation that determines EPS for each class of common stock and participating securities according
to dividends declared and participation rights in undistributed earnings.

4. DISPOSITION

On January 10, 2020, the Company sold Precima®, a provider of retail strategy and customer data applications and
analytics, to Nielsen Holdings plc for total consideration of $43.8 million. The purchase and sale agreement provided for
$10.0 million in contingent consideration based upon the occurrence of specified events and performance of the business,
with two earnout determination dates in September 2020 and September 2021, respectively. In September 2020, the
Company received cash of $5.0 million upon the earnout determination date. At September 30, 2020, the Company
estimated the fair value of the remaining contingent purchase price at approximately $1.5 million, which is included in the
total consideration below. Precima was included in the Company’s LoyaltyOne segment. The pre-tax gain was recorded in
cost of operations in the Company’s unaudited condensed consolidated statements of income.

January 10,
2020

(in millions)
Total consideration () $ 43.8
Net carrying value of assets and liabilities (including other comprehensive income) 26.8
Allocation of goodwill 32
Strategic transaction costs 5.8
Pre-tax gain on sale of business, net of strategic transaction costs $ 8.0

(D Consideration as defined included cash associated with the sold Precima entities, which was $10.8 million.

5. DISCONTINUED OPERATIONS

Effective March 31, 2019, the Company’s divested Epsilon segment met the criteria set forth in ASC 205-20,
“Presentation of Financial Statements — Discontinued Operations,” and was subsequently sold on July 1, 2019.

The following table summarizes the results of discontinued operations for the three and nine months ended September
30, 2019:

Three Months Ended Nine Months Ended
September 30, 2019 September 30, 2019

(in millions) (in millions)

Revenue $ — 3 999.6
Cost of operations (exclusive of depreciation and amortization disclosed separately

below) 45.1 953.9
Depreciation and other amortization — 29.7
Amortization of purchased intangibles — 43.5
Interest expense (1) — 64.1
Gain on sale of Epsilon (512.2) (512.2)
Income before provision for income taxes 467.1 420.6
Provision for income taxes 696.3 682.3
Loss from discontinued operations, net of taxes $ (229.2) $ (261.7)

(1) On April 30, 2019, the Company amended its credit agreement, which among other items, provided that upon
consummation of the sale of Epsilon, a mandatory payment of $500.0 million of the revolving credit facility was
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required and all of the Company’s outstanding senior notes was required to be redeemed. As such, for the three and nine
months ended September 30, 2019, interest expense has been allocated to discontinued operations on the basis of the
Company’s $500.0 million mandatory repayment of its revolving line of credit and $1.9 billion in senior notes
outstanding.

Depreciation and amortization and capital expenditures from discontinued operations for the three and nine months
ended September 30, 2019 are as follows:

Three Months Ended Nine Months Ended
September 30, 2019 September 30, 2019

(in millions) (in millions)
Depreciation and amortization $ — 3 73.2
Capital expenditures $ —  $ 55.8

6. CREDIT CARD AND LOAN RECEIVABLES

The Company’s credit card and loan receivables are the only portfolio segment or class of financing receivables.
Quantitative information about the components of credit card and loan receivables is presented in the table below:

September 30, December 31,
20

2019
(in millions)
Principal receivables $ 14,806.8 $ 18,413.1
Billed and accrued finance charges 730.0 977.3
Other 61.9 72.7
Total credit card and loan receivables 15,598.7 19,463.1
Less: Credit card receivables — restricted for securitization investors 10,536.2 13,504.2
Other credit card and loan receivables $ 50625 $ 59589

Allowance for Loan Loss

Effective January 1, 2020, the Company adopted ASC 326 on a modified retrospective approach and applied a CECL
model to determine its allowance for loan loss. The allowance for loan loss is an estimate of expected credit losses,
measured over the estimated life of its credit card and loan receivables that considers forecasts of future economic
conditions in addition to information about past events and current conditions. The estimate under the CECL model is
significantly influenced by the composition, characteristics and quality of the Company’s portfolio of credit card and loan
receivables, as well as the prevailing economic conditions and forecasts utilized. The estimate of the allowance for loan loss
includes an estimate for uncollectible principal as well as unpaid interest and fees. Charge-offs of principal amounts, net of
recoveries are deducted from the allowance. The allowance is maintained through an adjustment to the provision for loan
loss and is evaluated for appropriateness. Prior to January 1, 2020, the Company’s allowance for loan loss was determined
utilizing an incurred loss model under ASC 450, “Contingencies.”

ASC 326 requires entities to use a “pooled” approach to estimate expected credit losses for financial assets with similar
risk characteristics. As part of its CECL implementation, the Company evaluated multiple risk characteristics of its credit
card and loan receivables portfolio, and determined delinquency status and credit quality to be the most significant
characteristics for estimating expected credit losses. To estimate its allowance for loan loss, the Company segregates its
credit card and loan receivables into four groups with similar risk characteristics, on the basis of delinquency status and
credit quality risk score. These risk characteristics are evaluated on at least an annual basis, or more frequently as facts and
circumstances warrant. The Company’s credit card and loan receivables do not have stated maturities and therefore
prepayments are not factored into the determination of the estimated life of the credit card and loan receivables. In
determining the estimated life of a credit card and loan receivable, payments were applied to the measurement date balance
with no payments allocated to future purchase activity. The Company uses a combination of First In First Out (“FIFO”) and
the Credit Card Accountability, Responsibility, and Disclosure Act of 2009 (“CARD Act”) methodology to model balance
paydown.
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The Company’s groups of pooled financial assets with similar risk characteristics and their estimated life is as follows:

Estimated Life

(in months)
Group A (Current, risk score - high) 14
Group B (Current, risk score - low) 19
Group C (Delinquent, risk score - high) 17
Group D (Delinquent, risk score - low) 26

In estimating its allowance for loan loss, for each identified group, management utilizes various models and estimation
techniques based on historical loss experience, current conditions, reasonable and supportable forecasts and other relevant
factors. These models utilize historical data and applicable macroeconomic variables with statistical analysis and behavioral
relationships with credit performance. The Company’s quantitative estimate of expected credit losses under CECL is
impacted by certain forecasted economic factors. Management utilizes a third party service to analyze a number of
scenarios, but uses one scenario to determine the macroeconomic variables over the forecast period. The Company considers
the forecast used to be reasonable and supportable over the estimated life of the credit card and loan receivables, with no
reversion period. In addition to the quantitative estimate of expected credit losses, the Company also incorporates qualitative
adjustments for certain factors such as Company-specific risks, changes in current economic conditions that may not be
captured in the quantitatively derived results, or other relevant factors to ensure the allowance for loan loss reflects the
Company’s best estimate of current expected credit losses. As permitted by ASC 326, the Company excludes unbilled
finance charges from its amortized cost basis of credit card and loan receivables. At September 30, 2020, unbilled finance
charges were $221.0 million and included in other credit card and loan receivables in the Company’s unaudited condensed
consolidated balance sheet.

The following table presents the Company’s allowance for loan loss for the periods indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019
(in millions)
Balance at beginning of period $2,096.3 $1,0109 $ 1,171.1 $ 1,038.3
Adoption of ASC 326 (¥ — — 644.0 —
Provision for loan loss 207.7 297.3 1,113.7 806.8
Change in estimate for uncollectible unpaid interest and fees — — — (10.0)
Recoveries 45.5 53.4 170.3 169.9
Principal charge-offs (268.6) (296.1) (1,018.2) (939.5)
Balance at end of period $2,0809 $1,0655 $ 2,080.9 $ 1,065.5

(1) Recorded January 1, 2020 through a cumulative-effect adjustment to retained earnings, net of taxes.

During the three months ended September 30, 2020, there was not a significant change in the allowance for loan loss, as
the allowance for loan loss as a percentage of end of period credit card and loan receivables remained constant at 13.3%
from June 30, 2020 to September 30, 2020. During the nine months ended September 30, 2020, the increase in the
allowance for loan loss was due to a $644.0 million cumulative-effect adjustment for the adoption of ASC 326 as well as
deterioration of the macroeconomic outlook due to COVID-19. Additionally, the worsening macroeconomic environment
also increased the principal charge-offs for the nine months ended September 30, 2020 as compared to the prior year.

Net Charge-offs

Net charge-offs include the principal amount of losses from credit cardholders unwilling or unable to pay their account
balances, as well as bankrupt and deceased credit cardholders, less recoveries and exclude charged-off interest, fees and
fraud losses. Charged-off interest and fees reduce finance charges, net while fraud losses are recorded as a cost of operations
expense. Credit card and loan receivables, including unpaid interest and fees, are charged-off in the month during which an
account becomes 180 days contractually past due, except in the case of customer bankruptcies or death.
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Credit card and loan receivables, including unpaid interest and fees, associated with customer bankruptcies or death are
charged-off in each month subsequent to 60 days after the receipt of notification of the bankruptcy or death, but in any case,
not later than the 180-day contractual time frame.

Charge-offs for unpaid interest and fees were $142.3 million and $173.6 million for the three months ended September
30, 2020 and 2019, respectively, and $571.9 million and $586.2 million for the nine months ended September 30, 2020 and
2019, respectively.

Delinquencies

A credit card account is contractually delinquent if the Company does not receive the minimum payment by the
specified due date on the cardholder’s statement. It is the Company’s policy to continue to accrue interest and fee income on
all credit card accounts, except in limited circumstances, until the credit card account balance and all related interest and
other fees are paid or charged-off, typically at 180 days delinquent. When an account becomes delinquent, a message is
printed on the credit cardholder’s billing statement requesting payment. After an account becomes 30 days past due, a
proprietary collection scoring algorithm automatically scores the risk of the account becoming further delinquent. The
collection system then recommends a collection strategy for the past due account based on the collection score and account
balance and dictates the contact schedule and collections priority for the account. If the Company is unable to make a
collection after exhausting all in-house collection efforts, the Company may engage collection agencies and outside
attorneys to continue those efforts.

The following table presents the amortized cost basis of the aging analysis of the Company’s credit card and loan
receivables portfolio:

Aging Analysis of Delinquent Amortized Cost
Credit Card and Loan Receivables

31 to 60 days 61 to 90 days 91 or more days Total
delinquent delinquent delinquent delinquent Current Total
(in millions)
As of September 30, 2020 $ 2623  $ 1858 § 4517  $ 899.8 $ 14,401.0 $ 15,300.8
As of December 31, 2019 $ 399.1 $ 2939 § 6984 § 13914 § 17,6564 § 19,047.8

Modified Credit Card Receivables
Forbearance Programs

In response to the COVID-19 pandemic, the Company offered forbearance programs to affected cardholders, which
provide for short-term modifications in the form of payment deferrals and late fee waivers to borrowers who were current
with their payments prior to any relief. Specifically, the Company provided for late fee waivers and payment deferrals for up
to two months for approximately $2.0 billion of credit card and loan receivables, based on the balance in the month of
enrollment, through September 30, 2020 and the extension of certain promotional plans of approximately $89.0 million for
up to three months. As of September 30, 2020, the credit card and loan receivables in these deferral forbearance programs
was approximately $202.9 million. Additionally, the Company instituted two short-term programs with durations of three
and six months, which provide concessions consisting primarily of a reduced minimum payment and an interest rate
reduction, the balance of which was $71.2 million as of September 30, 2020.

As these short-term modifications were made in response to COVID-19 to borrowers who were current prior to any
relief, these are not considered troubled debt restructurings under the Interagency Statement guidance on certain loan
modifications and an interpretation of ASC 310-40, “Receivables—Troubled Debt Restructurings by Creditors.”

Troubled Debt Restructurings

The Company holds certain credit card receivables for which the terms have been modified. The Company’s modified
credit card receivables include credit card receivables for which temporary hardship concessions have been granted and
credit card receivables in permanent workout programs. These modified credit card receivables include
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concessions consisting primarily of a reduced minimum payment and an interest rate reduction. The temporary programs’
concessions remain in place for a period no longer than twelve months, while the permanent programs remain in place
through the payoff of the credit card receivables if the credit cardholder complies with the terms of the program.
Additionally, the Company instituted two temporary hardship programs with durations of three and six months with similar
terms to our short-term forbearance programs, for borrowers who were not current as of their most recent billing cycle prior
to April 2020. As of September 30, 2020, the outstanding balance of credit card and loan receivables in these two short-term
temporary hardship programs treated as troubled debt restructurings totaled approximately $36.6 million.

Troubled debt restructuring concessions do not include the forgiveness of unpaid principal, but may involve the reversal
of certain unpaid interest or fee assessments. In the case of the temporary hardship programs, at the end of the concession
period, credit card receivable terms revert to standard rates. These arrangements are automatically terminated if the customer
fails to make payments in accordance with the terms of the program, at which time their account reverts back to its original
terms. Credit card receivables for which temporary hardship and permanent concessions were granted are each considered
troubled debt restructurings and are collectively evaluated for impairment.

The Company had $480.1 million and $308.7 million, respectively, as a recorded investment in impaired credit card
receivables as of September 30, 2020 and December 31, 2019, respectively, which represented less than 4% of the
Company’s total credit card receivables. The average recorded investment in impaired credit card receivables was $459.7
million and $289.5 million for the three months ended September 30, 2020 and 2019, respectively, and $387.3 million and
$292.6 million for the nine months ended September 30, 2020 and 2019, respectively.

Interest income on these modified credit card receivables is accounted for in the same manner as other accruing credit
card receivables. Cash collections on these modified credit card receivables are allocated according to the same payment
hierarchy methodology applied to credit card receivables that are not in such programs. The Company recognized $8.5
million and $5.4 million for the three months ended September 30, 2020 and 2019, respectively, and $21.0 million and $17.1
million for the nine months ended September 30, 2020 and 2019, respectively, in interest income associated with modified
credit card receivables during the period that such credit card receivables were impaired.

The following table provides information on credit card receivables that are considered troubled debt restructurings as
described above, which entered into a modification program during the specified periods:

Three Months Ended September 30, 2020 Nine Months Ended September 30, 2020
Pre-modification Post-modification Pre-modification Post-modification
Number of Outstanding Outstanding Number of Outstanding Outstanding
Restructurings Bal Bal Restructurings Balance Balance

(Dollars in millions)
Troubled debt restructurings — credit card

receivables 131,919 § 1703 § 169.0 302,438 $ 4393 § 437.6
Three Months Ended September 30, 2019 Nine Months Ended September 30, 2019
Pre-modification Post-modification Pre-modification Post-modification
Number of Outstanding Outstanding Number of Outstanding Outstanding
Restructurings Bal Bal Restructurings Balance Balance

(Dollars in millions)
Troubled debt restructurings — credit card
receivables 65,819 $ 94.1 $ 94.0 194323 $ 2851 $ 284.7

The table below summarizes troubled debt restructurings that have defaulted in the specified periods where the default
occurred within 12 months of their modification date:

Three Months Ended Nine Months Ended
Sep ber 30, 2020 September 30, 2020
Number of Outstanding Number of Outstanding
Restructurings Balance Restructurings Balance

(Dollars in millions)
Troubled debt restructurings that subsequently defaulted — credit card
receivables 28,724  $ 37.8 82,000 § 113.1
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Three Months Ended Nine Months Ended
September 30, 2019 September 30, 2019
Number of Outstanding Number of Outstanding
Restructurings Balance Restructurings Balance

(Dollars in millions)
Troubled debt restructurings that subsequently defaulted — credit card
receivables 25815  $ 36.0 105,710 $ 1413

Credit Quality

The Company uses proprietary scoring models developed specifically for the purpose of monitoring the Company’s
obligor credit quality. The proprietary scoring models are used as a tool in the underwriting process and for making credit
decisions. Information regarding customer performance is factored into these proprietary scoring models to determine the
probability of an account becoming 91 or more days past due at any time within the next 12 months. The following table
reflects the composition of the Company’s credit card and loan receivables on an amortized cost basis by obligor credit
quality as of September 30, 2020 and December 31, 2019:

Amortized Cost Revolving Credit Card and Loan Receivables

September 30, 2020 December 31, 2019
Percentage of Percentage of
Amortized Amortized
Probability of an Account Becoming 91 or More Days Past Amortized Cost Basis Amortized Cost Basis
Due or Becoming Charged-off (within the next 12 months) Cost Basis Outstanding Cost Basis OQutstanding
(in millions, except percentages)
No Score $ 178.1 12% $ 2984 1.6 %
27.1% and higher 1,395.0 9.1 1,648.8 8.7
17.1% - 27.0% 833.5 5.4 1,108.5 5.8
12.6% - 17.0% 888.4 5.8 1,171.7 6.2
3.7% - 12.5% 6,687.0 43.7 8,292.1 43.5
1.9% - 3.6% 2,688.4 17.6 3,375.3 17.7
Lower than 1.9% 2,630.4 17.2 3,153.0 16.5
Total $ 15,300.8 100.0 % $ 19,047.8 100.0 %

Note: The Company’s credit card and loan receivables are revolving receivables as they do not have stated maturities and
are exempted from certain vintage disclosures required under ASC 326.

The proprietary scoring models are based on historical data and require various assumptions about future performance,
which the Company updates periodically. Obligor credit quality is monitored at least monthly during the life of an account.

Portfolios Held for Sale

The Company had certain credit card portfolios held for sale, which are carried at the lower of cost or fair value, of
$408.0 million as of December 31, 2019. As of September 30, 2020, there were no credit card portfolios held for sale.

During the nine months ended September 30, 2020, the Company sold a credit card portfolio for cash consideration of
approximately $289.5 million and recognized a gain of approximately $20.4 million on the transaction, which was recorded
in cost of operations in the Company’s unaudited condensed consolidated statements of income. In September 2020, one of
the Company’s credit card portfolios totaling approximately $81.9 million was transferred from held for sale to held for
investment and was included in total credit card and loan receivables at September 30, 2020.

During the nine months ended September 30, 2019, the Company sold six credit card portfolios for cash consideration
of approximately $980.0 million and recognized approximately $21.1 million in net gains on the transactions, which were
recorded in cost of operations in the Company’s unaudited condensed consolidated statements of income. Additionally,
during the nine months ended September 30, 2019, the Company transferred one credit card portfolio totaling approximately
$510.3 million into credit card receivables held for sale.
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The Company recorded portfolio valuation adjustments, which are reflected in cost of operations in the Company’s
unaudited condensed consolidated statements of income, of $1.2 million and $61.2 million for the three months ended
September 30, 2020 and 2019, respectively, and $7.5 million and $161.1 million for the nine months ended September 30,
2020 and 2019, respectively.

Portfolio Acquisitions

During the nine months ended September 30, 2019, the Company acquired four credit card portfolios for purchase
prices totaling approximately $924.8 million. No portfolio acquisitions were made during the nine months ended September
30, 2020.

Securitized Credit Card Receivables

The Company regularly securitizes its credit card receivables through its credit card securitization trusts, consisting of
World Financial Network Credit Card Master Trust, World Financial Network Credit Card Master Note Trust (“Master Trust
I”) and World Financial Network Credit Card Master Trust III (“Master Trust I1I”’) (collectively, the “WFN Trusts”), and
World Financial Capital Credit Card Master Note Trust (the “WFC Trust”). The Company continues to own and service the
accounts that generate credit card receivables held by the WFN Trusts and the WFC Trust. In its capacity as a servicer, each
of the respective banks earns a fee from the WFN Trusts and the WFC Trust to service and administer the credit card
receivables, collect payments and charge-off uncollectible receivables. These fees are eliminated and therefore not reflected
in the Company’s unaudited condensed consolidated statements of income for the three and nine months ended September
30, 2020 and 2019.

The WFN Trusts and the WFC Trust are VIEs and the assets of these consolidated VIEs include certain credit card
receivables that are restricted to settle the obligations of those entities and are not expected to be available to the Company
or its creditors. The liabilities of the consolidated VIEs include non-recourse secured borrowings and other liabilities for
which creditors or beneficial interest holders do not have recourse to the general credit of the Company.

The tables below present quantitative information about the components of total securitized credit card receivables,
delinquencies and net charge-offs:

September 30, December 31,

2020 2019
(in millions)
Total credit card receivables — restricted for securitization investors $ 10,5362 § 13,504.2
Principal amount of credit card receivables — restricted for securitization investors, 91 days or
more past due $ 2023 § 3218
Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019
(in millions)
Net charge-offs of securitized principal $ 148.1 § 2060 § 602.7 § 670.1

7. INVENTORIES, NET

Inventories, net of $202.8 million and $218.0 million at September 30, 2020 and December 31, 2019, respectively,
primarily consist of finished goods to be utilized as rewards in the Company’s loyalty programs. Inventories, net are stated
at the lower of cost and net realizable value and valued primarily on a first-in-first-out basis. The Company records
valuation adjustments to its inventories if the cost of inventory exceeds the amount it expects to realize from the ultimate
sale or disposal of the inventory. These estimates are based on management’s judgment regarding future market conditions
and an analysis of historical experience.
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8. OTHER INVESTMENTS

Other investments consist of marketable securities and U.S. Treasury bonds and are included in other current assets and
other non-current assets in the Company’s unaudited condensed consolidated balance sheets. Marketable securities include
available-for-sale debt securities, mutual funds and domestic certificate of deposit investments. The principal components of
other investments, which are carried at fair value, are as follows:

September 30, 2020 December 31, 2019
Amortized Unrealized Unrealized Amortized Unrealized Unrealized
Cost Gains Losses Fair Value Cost Gains Losses Fair Value
(in millions)
Marketable securities $2213 § 68 $§ — $2281 $2572 $ 3.0 § (04) $ 2598
Total $ 2213 § 68 § — $ 2281 $ 2572 § 30 $ (04) $ 259.8

There were no unrealized losses at September 30, 2020, and the following table shows the unrealized losses and fair
value for those investments that were in an unrealized loss position as of December 31, 2019, aggregated by investment
category and the length of time that individual securities have been in a continuous loss position:

December 31, 2019

Less than 12 months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
Marketable securities $§ 188 $ (02 $ 131 $ (02 $§ 319 $ (04
Total $§ 188 § (02) $ 131 $ (02) $§ 319 $ (04

The amortized cost and estimated fair value of the marketable securities and U.S. Treasury bonds at September 30, 2020
by contractual maturity are as follows:

Amortized Estimated
Cost Fair Value

(in millions)
Due in one year or less $ 437 $ 437
Due after one year through five years 1.1 1.1
Due after five years through ten years — —
Due after ten years 176.5 183.3
Total $§ 2213 § 228.1

Market values were determined for each individual security in the investment portfolio. Effective January 1, 2020, the
Company adopted ASC 326, which replaced the other-than-temporary impairment model for available-for-sale debt
securities. For available-for-sale debt securities in which fair value is less than cost, ASC 326 requires that credit-related
impairment, if any, be recognized through an allowance for credit losses and adjusted each period for changes in credit risk.
The Company typically invests in highly-rated securities with low probabilities of default and has the intent and ability to
hold the investments until maturity, and the Company performs an assessment each period for credit-related impairment. As
of September 30, 2020, the Company does not consider its investments to be impaired.

There were no realized gains or losses from the sale of investment securities for the three or nine months ended
September 30, 2020 and 2019.
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9. REDEMPTION SETTLEMENT ASSETS

Redemption settlement assets consist of restricted cash and securities available-for-sale and are designated for settling
redemptions by collectors of the AIR MILES Reward Program in Canada under certain contractual relationships with
sponsors of the AIR MILES Reward Program. The principal components of redemption settlement assets, which are carried
at fair value, are as follows:

September 30, 2020 December 31, 2019
Amortized Unrealized Unrealized Amortized Unrealized Unrealized
Cost Gains Losses Fair Value Cost Gains Losses Fair Value
(in millions)
Restricted cash $ 454§ — 8§ — § 454 § 393 § — 3 — $ 393
Mutual funds 25.4 — — 25.4 25.1 — — 25.1
Corporate bonds 554.6 16.5 (02) 5709 536.0 2.4 (2.0) 5364
Total $ 6254 §$§ 165 $ (02) $ 641.7 $ 6004 $ 24 $ (2.00 $ 600.8

The following tables show the unrealized losses and fair value for those investments that were in an unrealized loss
position as of September 30, 2020 and December 31, 2019, aggregated by investment category and the length of time that
individual securities have been in a continuous loss position:

September 30, 2020
Less than 12 months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
Corporate bonds § 153 § (0.1) $ 99 §$§ (0.1) $ 252 § (02
Total $ 153§ (0.1)$ 99 $ (01) $ 252 $§ (0.2)
December 31, 2019
Less than 12 months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
Corporate bonds $ 1666 $ (1.3) $ 1551 $ (0.7) $ 321.7 $ (2.0
Total $1666 $ (13) $ 1551 $ (0.7) $ 3217 $ (2.0

The amortized cost and estimated fair value of the securities at September 30, 2020 by contractual maturity are as
follows:

Amortized Estimated
Cost Fair Value

(in millions)
Due in one year or less $§ 1147 § 1153
Due after one year through five years 453.5 469.1
Due after five year through ten years 11.8 11.9
Total § 5800 § 5963

Market values were determined for each individual security in the investment portfolio. Effective January 1, 2020, the
Company adopted ASC 326, which replaced the other-than-temporary impairment model for available-for-sale debt
securities. For available-for-sale debt securities in which fair value is less than cost, ASC 326 requires that credit-related
impairment, if any, be recognized through an allowance for credit losses and adjusted each period for changes in credit risk.
The Company typically invests in highly-rated securities with low probabilities of default and has the intent and ability to
hold the investments until maturity, and the Company performs an assessment each period for credit-related impairment. As
of September 30, 2020, the Company does not consider its investments to be impaired.
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There were no realized gains or losses from the sale of investment securities for the three and nine months ended
September 30, 2020. Realized losses from the sale of investment securities for the three and nine months ended September
30, 2019 were de minimis.

10. LEASES

The Company has operating leases for general office properties, warehouses, data centers, call centers, automobiles and
certain equipment. As of September 30, 2020, the Company’s leases have remaining lease terms of less than 1 year to 18
years, some of which may include renewal options. For leases in which the implicit rate is not readily determinable, the
Company uses its incremental borrowing rate as of the lease commencement date to determine the present value of the lease
payments. The incremental borrowing rate is based on the Company’s specific rate of interest to borrow on a collateralized
basis, over a similar term and in a similar economic environment as the lease.

Leases with an initial term of 12 months or less are not recognized on the balance sheet; the Company recognizes lease
expense for these leases on a straight-line basis over the lease term. Additionally, the Company accounts for lease and
nonlease components as a single lease component for its identified asset classes.

The components of lease expense were as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019
(in millions)
Operating lease cost $ 10.0 $ 102 $ 302 $ 30.9
Short-term lease cost 0.2 0.7 0.7 1.9
Variable lease cost 1.3 2.0 4.4 5.6
Total $ 115 § 129 § 353 % 38.4
Other information related to leases was as follows:
September 30, September 30,
2020 2019
Weighted-average remaining lease term (in years):
Operating leases 11.0 11.5
Weighted-average discount rate:
Operating leases 5.2% 5.2%

Supplemental cash flow information related to leases was as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019

(in millions)
Cash paid for amounts included in the measurement of lease liabilities:

Operating cash flows from operating leases $ 100 $ 9.0 $ 357 $ 34.6
Right of use assets obtained in exchange for lease obligations:
Operating leases $ 05 $ 40 $ 33 § 13.8
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Maturities of the lease liabilities as of September 30, 2020 were as follows:

Year

Operating
Leases

2020 (excluding the nine months ended September 30, 2020)
2021
2022
2023
2024
Thereafter
Total undiscounted lease liabilities
Less: Amount representing interest
Total present value of minimum lease payments

Amounts recognized in the September 30, 2020 consolidated balance sheet:

Current operating lease liabilities
Long-term operating lease liabilities

Total

(in millions)

$ 6.6
40.3

39.2

374

353

240.0

398.8

(101.1)

$ 297.7

$ 21.9
275.8
$ 297.7

The Company evaluates its right of use assets for impairment in accordance with ASC 360, “Property, Plant and
Equipment,” when events or changes in circumstances indicate that a right of use asset’s carrying amount may not be
recoverable. The Company performed an impairment assessment for the right of use asset associated with one of its
locations where it ceased use with the intent to sublease. As a result, the Company recorded an asset impairment charge
within its Card Services segment of $3.1 million in the second quarter of 2020, which is included in cost of operations in its
unaudited condensed consolidated statements of income for the nine months ended September 30, 2020. As a result of
COVID-19 and expense management measures in 2020, the Company is evaluating potential office consolidations or
closures, which could result in circumstances whereby the asset’s carrying amount may not be recoverable.

11. INTANGIBLE ASSETS AND GOODWILL

Intangible Assets

Intangible assets consist of the following:

September 30, 2020

Amortization Life and Method

Gross Accumulated
Assets Amortization Net
(in millions)
Finite Lived Assets
Customer contracts and lists $ 3399 § (327.7) 12.2
Premium on purchased credit card portfolios 176.4 (105.7) 70.7
Collector database 52.4 (51.9) 0.5
Tradenames 333 (28.6) 4.7
$ 602.0 $ (5139 88.1
Indefinite Lived Assets
Tradename 1.2 — 1.2
Total intangible assets $ 6032 $ (5139 89.3
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December 31, 2019

Gross Accumulated
Assets Amortization Net Amortization Life and Method
(in millions)
Finite Lived Assets

Customer contracts and lists $ 3251 $ (2787) $ 46.4 7 years—straight line
Premium on purchased credit card portfolios 192.6 (93.2) 99.4  1-13 years—straight line
Collector database 53.9 (52.9) 1.0 5 years—straight line
Tradenames 31.8 (26.5) 5.3  8-15 years—straight line

$ 6034 § (4513) $ 152.1
Indefinite Lived Assets
Tradename 1.2 — 1.2 Indefinite life
Total intangible assets $§ 6046 $ (4513) $§ 1533

The estimated amortization expense related to intangible assets for the next five years and thereafter is as follows:

For the Years Ending

December 31,
(in millions)

2020 (excluding the nine months ended September 30, 2020) $ 18.9
2021 22.3
2022 17.5
2023 12.9
2024 10.7
Thereafter 5.8
Goodwill

The changes in the carrying amount of goodwill are as follows:

LoyaltyOne Card Services Total
(in millions)

Balance at January 1, 2020 $ 6909 § 2640 $ 9549
Goodwill related to sale of Precima (3.2) — (3.2)
Effects of foreign currency translation 17.7 — 17.7

Balance at September 30, 2020 $ 7054 S 2640 $  969.4

Approximately $3.2 million of LoyaltyOne goodwill was allocated to Precima upon sale in January 2020, based on a
relative fair value allocation of the businesses.

The Company tests goodwill for impairment annually, or when events and circumstances change that would indicate the
carrying value may not be recoverable. On July 1, 2020, the Company voluntarily changed its annual goodwill impairment
testing date from July 31 to July 1 to allow additional time for testing due to the COVID-19 pandemic and current
uncertainty in the macroeconomic environment. Accordingly, management determined that the change in accounting
principle is preferable under the circumstance. This change has been applied prospectively from July 1, 2020, as
retrospective application is deemed impracticable due to the inability to objectively determine the assumptions and
significant estimates used in earlier periods without the benefit of hindsight. This change was not material to the Company’s
consolidated financial statements as it did not delay, accelerate, or avoid any potential goodwill impairment charge. As of
September 30, 2020, the Company does not believe it is more likely than not that the fair value of any reporting unit is less
than its carrying amount. However, due to the COVID-19 pandemic and continuing uncertainty in the macroeconomic
environment, future deterioration in the economy could adversely impact the Company’s reporting units and result in a
goodwill impairment.
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12. RESTRUCTURING AND OTHER CHARGES

In 2019, the Company, under the direction of the Board of Directors, evaluated the cost structure and executed on
certain cost saving initiatives at each segment. These charges included restructuring and other exit activities related to
reductions in force, terminations of certain product lines, reduction or closure of certain leased office space, asset
impairments, changes in management structure and fundamental reorganizations that affect the nature and focus of
operations. Restructuring and other charges incurred at the Corporate segment were recorded to general and administrative
expense in the Company’s unaudited condensed consolidated statements of income, and restructuring and other charges
incurred in the LoyaltyOne and Card Services segments were recorded to cost of operations in the Company’s unaudited
condensed consolidated statements of income. These charges related to actions taken in 2019 are not expected to continue in
2020. The restructuring and other charges incurred in 2020 relate to changes in the Company’s original estimate and
consisted of adjustments to the Company’s liability.

The following tables summarize the restructuring and other charges incurred by reportable segment for all restructuring
activities for the periods presented; however, there were no restructuring and other charges incurred for the three months
ended September 30, 2020.

Termination Asset Lease Other
Three Months Ended September 30, 2019 Benefits Impairments Termination Costs Exit Costs Total
(in millions)
Corporate/Other $ 33 § — 3 68 $ 07 $ 10.8
LoyaltyOne 8.1 335 0.2 0.2 42.0
Card Services — 0.2 1.9 — 2.1
Total $ 114 3 337 $ 89 § 09 $ 54.9
Termination Asset Lease Other
Nine Months Ended September 30, 2020 Benefits Impairments Termination Costs Exit Costs Total
(in millions)
Corporate/Other $ — 3 — 8 — 3 — 3 —
LoyaltyOne 0.1 — — — 0.1
Card Services (7.8) — — — (7.8)
Total $ (77) $ — S — S — S (7.7)
Termination Asset Lease Other
Nine Months Ended September 30,2019 Benefits Impairments Termination Costs Exit Costs Total
(in millions)
Corporate/Other $ 145 $ 1.1 § 68 $ 07 $ 33.1
LoyaltyOne 9.4 38.0 0.2 23 49.9
Card Services — 0.2 1.9 — 2.1
Total $ 239 $ 493 § 89 § 30 $ 85.1

The Company’s liability for restructuring and other charges is recognized in accrued expenses and other liabilities in its
unaudited condensed consolidated balance sheets. The following table summarizes the activities related to the restructuring
and other charges, as discussed above, for the three and nine months ended September 30, 2020:

Termination Asset Lease Other
Three Months Ended September 30, 2020 Benefits Impairments Termination Costs Exit Costs Total
(in millions)
Liability as of June 30, 2020 $ 93 § — $ — 3 — 3 9.3
Adjustments for non-cash charges — — — — —
Cash payments 4.3) — — — 4.3)
Liability as of September 30, 2020 $ 50 § — — 3 — 5.0
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Termination Asset Lease Other
Nine Months Ended September 30, 2020 Benefits Impairments Termination Costs Exit Costs Total
(in millions)
Liability as of January 1, 2020 $ 347 $ — $ — 3 0.1 $ 34.8
Adjustments for non-cash charges 7.7 — — — (7.7)
Cash payments (22.0) — — (0.1) (22.1)
Liability as of September 30, 2020 $ 50 $ — 3 — 5 — 3 5.0

The Company’s outstanding liability related to restructuring and other charges is expected to be settled by the end of
2021, with the majority settled in 2020.

13. DEBT

Debt consists of the following:

September 30, December 31,
Description 2020 2019 Maturity
(Dollars in millions)

Interest Rate

Long-term and other debt:

2017 revolving line of credit $ — 3 —  December 2022 (1)
2017 term loans 1,484.3 2,028.8  December 2022 2)
BrandLoyalty credit agreement — —  April 2023 3)
Senior notes due 2024 850.0 850.0 December 2024 4.750%
Senior notes due 2026 500.0 — January 2026 7.000%
Total long-term and other debt 2,834.3 2,878.8

Less: Unamortized debt issuance costs 31.1 28.9

Less: Current portion 76.0 101.4

Long-term portion $ 2,7272 $ 2,748.5

Deposits:

Certificates of deposit $ 6,2574 $ 8,585.2  Various — Oct 2020 to Sep 2025 0.60% to 4.00%
Money market deposits 3,905.6 3,589.8  Non-maturity 4)
Total deposits 10,163.0 12,175.0

Less: Unamortized debt issuance costs 14.5 233

Less: Current portion 6,753.5 6,942.4

Long-term portion $ 33950 § 5,209.3

Non-recourse borrowings of consolidated

securitization entities:

Fixed rate asset-backed term note securities $ 4,016.0 $ 4,891.0  Various — Oct 2020 to Sep 2022 2.03% to 3.95%
Conduit asset-backed securities 335.0 2,405.0  Various — Apr 2022 to Oct 2022 (5)
Total non-recourse borrowings of consolidated

securitization entities 4,351.0 7,296.0

Less: Unamortized debt issuance costs 6.7 12.0

Less: Current portion 2,120.4 3,030.8

Long-term portion $ 22239 § 4,253.2

(1) The interest rate is based upon LIBOR plus an applicable margin.

(@) The interest rate is based upon LIBOR plus an applicable margin. The weighted average interest rate for the term loans
was 1.90% and 3.30% at September 30, 2020 and December 31, 2019, respectively.

() The interest rate is based upon the Euro Interbank Offered Rate plus an applicable margin.

() The interest rates are based on the Federal Funds rate plus an applicable margin. At September 30, 2020, the interest
rates ranged from 0.34% to 3.50%. At December 31, 2019, the interest rates ranged from 1.84% to 3.50%.

(5)  The interest rate is based upon LIBOR or the asset-backed commercial paper costs of each individual conduit provider
plus an applicable margin. At September 30, 2020, the interest rates ranged from 1.40% to 1.95%. At December 31,
2019, the interest rates ranged from 2.79% to 2.96%.
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At September 30, 2020, the Company was in compliance with its financial covenants.

Long-term and Other Debt

Senior Notes

In September 2020, the Company issued and sold $500.0 million aggregate principal amount of 7.000% senior notes
due January 15, 2026 (the “Senior Notes due 2026”). The Senior Notes due 2026 accrue interest on the principal amount at
the rate of 7.000% per annum from September 22, 2020, payable semi-annually in arrears, on March 15 and September 15
of each year, beginning on March 15, 2021. The Senior Notes due 2026 will mature on January 15, 2026, subject to earlier
repurchase or redemption.

The Senior Notes due 2026 are governed by an indenture that includes usual and customary negative covenants and
events of default. The Senior Notes due 2026 are guaranteed on a senior unsecured basis by each of the Company’s existing
and future domestic restricted subsidiaries that incurs or in any other manner becomes liable for any debt under the
Company’s domestic credit facilities, including the credit agreement.

Credit Agreement

In September 2020, the Company amended its credit agreement to (a) increase the maximum total leverage ratio, (b)
decrease the minimum interest coverage ratio, and (c) increase the maximum permitted average delinquency ratios, for the
periods ending March 31, 2021 through June 30, 2022, and to make certain other amendments.

The amendment also required the Company to prepay the term loans upon consummation of the offering of the Senior
Notes due 2026 with a prepayment in an amount equal to the net proceeds from the offering, which obligation was satisfied
in full with a prepayment of $493.8 million.

As of September 30, 2020, the Company had $1,484.3 million in term loans outstanding with $750.0 million total
availability under the revolving line of credit.

BrandLoyalty Credit Agreement

In April 2020, BrandLoyalty and certain of its subsidiaries, as borrowers and guarantors, terminated its existing facility
and entered into a new credit agreement (the “2020 BrandLoyalty Credit Agreement”) that provides for a committed
revolving line of credit of €30.0 million ($35.2 million as of September 30, 2020), an uncommitted revolving line of credit
of €30.0 million ($35.2 million as of September 30, 2020), and an accordion feature permitting BrandLoyalty to request an
increase in either the committed or uncommitted line of credit up to €80.0 million ($93.8 million as of September 30, 2020)
in aggregate. Each of the committed and uncommitted revolving line of credit are scheduled to mature on April 3, 2023,
subject to BrandLoyalty’s request to extend for two additional one-year terms at the absolute discretion of the lenders at the
time of such requests.

All advances under the 2020 BrandLoyalty Credit Agreement are denominated in Euros. The interest rate fluctuates and
is equal to EURIBOR, as defined in the 2020 BrandLoyalty Credit Agreement, plus an applicable margin based on
BrandLoyalty’s senior net leverage ratio. The 2020 BrandLoyalty Credit Agreement contains financial covenants, including
a senior net leverage ratio, as well as usual and customary negative covenants, representations, general and information
undertakings and events of default.

As of September 30, 2020, there were no amounts outstanding under the 2020 BrandLoyalty Credit Agreement.
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Non-Recourse Borrowings of Consolidated Securitization Entities

Asset-Backed Term Notes

In May 2020, $450.7 million of Series 2017-A asset-backed term notes, $50.7 million of which were retained by the
Company and eliminated from the Company’s unaudited condensed consolidated balance sheets, matured and were repaid.

In August 2020, $625.0 million of Series 2015-B asset-backed term notes, $150.0 million of which were retained by the
Company and eliminated from the Company’s unaudited condensed consolidated balance sheets, matured and were repaid.

As of September 30, 2020, the Company collected $603.1 million of principal payments made by its credit cardholders
during the accumulation period for the repayment of the Series 2017-C notes, which matured in October 2020. The cash is
restricted to the securitization investors and is reflected in other current assets in the Company’s unaudited condensed
consolidated balance sheet as of September 30, 2020.

Conduit Facilities

The Company has access to committed undrawn capacity through three conduit facilities to support the funding of its
credit card receivables through Master Trust I, Master Trust III and the WFC Trust.

In April 2020, Master Trust I amended its 2009-VFN conduit facility, decreasing the capacity from $1.18 billion to $1.0
billion and extending the maturity to July 2021. In April 2020, Master Trust III amended its 2009-VFC conduit facility,
decreasing the capacity from $1.3 billion to $1.0 billion and extending the maturity to July 2021.

In September 2020, Master Trust I amended its 2009-VEN conduit facility, extending the maturity to October 2022. In
September 2020, Master Trust IIT amended its 2009-VFC conduit facility, decreasing the capacity from $1.0 billion to
$700.0 million and extending the maturity to April 2022. In September 2020, the WFC Trust amended its 2009-VEN conduit
facility, decreasing the capacity from $2.2 billion to $1.5 billion and extending the maturity to April 2022.

As of September 30, 2020, total capacity under the conduit facilities was $3.2 billion, of which $335.0 million had been
drawn and was included in non-recourse borrowings of consolidated securitization entities in the unaudited condensed
consolidated balance sheets.

14. DERIVATIVE INSTRUMENTS

The Company uses derivatives to manage risks associated with certain assets and liabilities arising from the potential
adverse impact of fluctuations in interest rates and foreign currency exchange rates.

The Company limits its exposure on derivatives by entering into contracts with institutions that are established dealers
who maintain certain minimum credit criteria established by the Company. At September 30, 2020, the Company does not
maintain any derivative instruments subject to master agreements that would require the Company to post collateral or that
contain any credit-risk related contingent features.

The Company enters into foreign currency derivatives to reduce the volatility of the Company’s cash flows resulting
from changes in foreign currency exchange rates associated with certain inventory transactions, some of which are
designated as cash flow hedges. The Company generally hedges foreign currency exchange rate risks for periods of 12
months or less. As of September 30, 2020, the maximum term over which the Company is hedging its exposure to the
variability of future cash flows associated with certain inventory transactions is 12 months.

Certain foreign currency exchange forward contracts are not designated as hedges as they do not meet the specific
hedge accounting requirements of ASC 815, “Derivatives and Hedging.” Changes in the fair value of the derivative
instruments not designated as hedging instruments are recorded in the unaudited condensed consolidated statements of
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income as they occur. Gains and losses on derivatives not designated as hedging instruments are included in other operating
activities in the unaudited condensed consolidated statements of cash flows for all periods presented.

The following tables present the fair values of the derivative instruments included within the Company’s unaudited
condensed consolidated balance sheets as of September 30, 2020 and December 31, 2019:

September 30, 2020

Notional
Amount Fair Value Balance Sheet Location Maturity
(in millions)
Designated as hedging instruments:
Foreign currency exchange hedges $§ 478 § 1.4 Other current assets October 2020 - September 2021
Foreign currency exchange hedges $§ 285 § 1.4 Other current liabilities October 2020 - July 2021

Not designated as hedging instruments:

Foreign currency exchange forward contracts $ 101 $ 0.2 Other current assets October 2020 - September 2021
Foreign currency exchange forward contracts § 22 8 0.1  Other current liabilities October 2020 - September 2021
December 31, 2019
Notional
Amount Fair Value Balance Sheet Location Maturity
(in millions)

Designated as hedging instruments:
Foreign currency exchange hedges $ 55  § 0.2 Other current assets January 2020 to February 2020
Foreign currency exchange hedges $ 78 8§ 0.3 Other current liabilities ~ February 2020 to July 2020

Derivatives Designated as Hedging Instruments

Gains of $0.5 million and de minimis, net of tax, were recognized in other comprehensive income for the three and nine
months ended September 30, 2020, respectively, and gains of $0.7 million and $0.5 million, net of tax, were recognized in
other comprehensive income for the three and nine months ended September 30, 2019, respectively, related to foreign
currency exchange hedges designated as effective.

Changes in the fair value of these hedges are recorded in other comprehensive income until the hedged transactions
affect net income. Reclassifications from accumulated other comprehensive loss into net income (cost of operations) for
each of the periods presented were not material. At September 30, 2020, $0.1 million is expected to be reclassified from
accumulated other comprehensive income into net income in the coming 12 months.

Derivatives Not Designated as Hedging Instruments

For the three and nine months ended September 30, 2020, gains and losses related to foreign currency exchange forward
contracts not designated as hedging instruments were de minimis.

For the three and nine months ended September 30, 2019, gains of $1.0 million and losses of $1.4 million, respectively,

related to foreign currency exchange forward contracts not designated as hedging instruments were recognized in general
and administrative expense in the Company’s unaudited condensed consolidated statements of income.

15. COMMITMENTS AND CONTINGENCIES

Regulatory Matters

On September 10, 2019, Comenity Capital Bank submitted a bank merger application to the Federal Deposit Insurance
Corporation (“FDIC”) seeking the FDIC’s approval to merge Comenity Bank with and into Comenity Capital Bank as the
surviving bank entity. On the same date, Comenity Capital Bank and Comenity Bank each submitted counterpart bank
merger applications to the Utah Department of Financial Institutions and the Delaware Office of the
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State Bank Commissioner, respectively, in connection with the proposed merger. The merger application remains subject to
regulatory review and approval and no guarantee can be provided as to the outcome or timing of such review.

Indemnification

On July 1, 2019, the Company completed the sale of its Epsilon segment to Publicis Groupe S.A. (“Publicis”). Under
the terms of the agreement governing that transaction, the Company agreed to indemnify Publicis and its affiliates from and
against any losses arising out of or related to a Department of Justice (“DOJ”) investigation. The DOJ investigation relates
to third-party marketers who sent, or allegedly sent, deceptive mailings and the provision of data and services to those
marketers by Epsilon’s data practice. Epsilon has actively cooperated with the DOJ in connection with its ongoing
investigation. The Company records a loss contingency when a loss is probable and an amount can be reasonably estimated.
For the year ended December 31, 2019, the Company recorded a loss contingency of $32.9 million, net of tax, which was
included in loss from discontinued operations. As these estimates are initially developed substantially earlier than when the
ultimate loss is known, no assurance can be given that the investigation will be resolved on these, or other, terms. Therefore,
this loss contingency may be refined each period as additional information becomes available. As of September 30, 2020,
there was no change to the Company’s estimate of loss contingency.

16. STOCKHOLDERS’ EQUITY

Stock Repurchase Program

In July 2019, the Company’s Board of Directors authorized a new stock repurchase program to acquire up to $1.1
billion of its outstanding common stock from July 5, 2019 through June 30, 2020. As of December 31, 2019, the Company
had $347.8 million remaining under its authorized stock repurchase program. On April 23, 2020, the Company announced
that it has suspended its stock repurchase program. The stock repurchase program expired on June 30, 2020, and $347.8
million of this program expired unused. During 2020, the Company did not repurchase any shares of its outstanding
common stock under its authorized stock repurchase program.

Stock Compensation Expense

During the nine months ended September 30, 2020, the Company awarded 180,017 service-based restricted stock units
with a weighted average grant date fair value per share of $83.08 as determined on the date of grant. Service-based restricted
stock units typically vest ratably over three years provided that the participant is employed by the Company on each such
vesting date.

During the nine months ended September 30, 2020, the Company awarded 219,186 performance-based restricted stock
units with a weighted average grant date fair value per share of $100.50 as determined on the date of grant with pre-defined
vesting criteria that typically permit a range from 0% to 150% to be earned. If the performance targets are met, the
restrictions will lapse with respect to 33% of the award on February 18, 2021, an additional 33% of the award on
February 18, 2022 and the final 34% of the award on February 18, 2023, provided that the participant is employed by the
Company on each such vesting date. As of September 30, 2020, the Company believes the probable achievement is 0%, and
therefore has not recognized any expense related to these awards for the three and nine months ended September 30, 2020.

During the nine months ended September 30, 2020, the Company also awarded 20,770 restricted stock units with a
market-based condition subject to pre-defined vesting criteria that permit a range from 0% to 175% to be earned. The fair
market value of these awards is $78.92 and was estimated utilizing Monte Carlo simulations of the Company’s stock price
correlation, expected volatility and risk-free rate over two-year time horizons matching the performance period. Upon
determination of the market condition, the restrictions will lapse with respect to the entire award on February 18, 2022,
provided that the participant is employed by the Company on such vesting date.
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Stock-based compensation expense recognized in the Company’s unaudited condensed consolidated statements of
income for the three and nine months ended September 30, 2020 and 2019 is as follows:

Three Months Ended  Nine Months Ended

September 30, September 30,
2020 2019 2020 2019
(in millions)
Cost of operations $ 34 8§ 31 $ 94 §$ 162
General and administrative 1.9 (0.1) 6.8 8.4
Total $§ 53 § 3.0 $162 $ 246

No stock-based compensation expense was recorded to discontinued operations for the three months ended September
30, 2019. For the nine months ended September 30, 2019, an additional $29.7 million of stock-based compensation expense
related to associates from the Company’s divested Epsilon segment was recorded to discontinued operations.

Dividends

On January 30, 2020, the Company’s Board of Directors declared a quarterly cash dividend of $0.63 per share on the
Company’s common stock to stockholders of record at the close of business on February 14, 2020, resulting in a dividend
payment of $30.0 million on March 19, 2020.

On April 23, 2020, the Company’s Board of Directors declared a quarterly cash dividend of $0.21 per share on the
Company’s common stock to stockholders of record at the close of business on May 14, 2020, resulting in a dividend
payment of $10.0 million on June 18, 2020.

On July 23, 2020, the Company’s Board of Directors declared a quarterly cash dividend of $0.21 per share on the
Company’s common stock to stockholders of record at the close of business on August 14, 2020, resulting in a dividend
payment of $10.0 million on September 18, 2020.

On October 29, 2020, the Company’s Board of Directors declared a quarterly cash dividend of $0.21 per share on the
Company’s common stock to stockholders of record at the close of business on November 13, 2020, with a dividend
payment date of December 18, 2020.

Additionally, the Company paid $0.5 million in cash related to dividend equivalent rights for the nine months ended
September 30, 2020.
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17. ACCUMULATED OTHER COMPREHENSIVE LOSS

The changes in each component of accumulated other comprehensive loss, net of tax effects, are as follows:

Net Net Unrealized Net Unrealized Foreign Accumulated
Unrealized Gains (Losses) Gains (Losses) Currency Other
Gains (Losses) on Cash on Net Translation Comprehensive
Three Months Ended September 30, 2020 on Securities Flow Hedges Investment Hedge Adjustments (1) Loss
(in millions)
Balance at June 30, 2020 $ 175 $ 0.6) $ 7.5 $ (96.9) $ (87.5)
Changes in other comprehensive income
(loss) 4.0 0.5 — 353 39.8
Balance at September 30, 2020 $ 215 $ 0.1) $ (7.5) $ (61.6) $ 47.7)
Net Net Unrealized Net Unrealized Foreign Accumulated
Unrealized Gains (Losses) Gains (Losses) Currency Other
Gains (Losses) on Cash on Net Translation Comprehensive
Three Months Ended September 30, 2019 on Securities Flow Hedges Investment Hedge Adjustments (1) Loss
(in millions)
Balance at June 30, 2019 $ 37 $ 0.4) $ (75) $ (117.5) $ (121.7)
Recognition resulting from the sale of
Epsilon's foreign subsidiaries — — — 26.8 26.8
Changes in other comprehensive income
(loss) (0.2) 0.7 — (27.6) 27.1)
Balance at September 30, 2019 $ 35 3 03 $ (7.5) $ (118.3) $ (122.0)
Net Net Unrealized Net Unrealized Foreign Accumulated
Unrealized Gains (Losses) Gains (Losses) Currency Other
Gains (Losses) on Cash on Net Translation Comprehensive
Nine Months Ended September 30, 2020 on Securities Flow Hedges  Investment Hedge Adjustments (1) Loss
(in millions)
Balance at December 31, 2019 $ 25 §$ ©.1) $ 75 $ 94.8) $ (99.9)
Recognition resulting from the sale of
Precima's foreign subsidiaries — — — 3.8 3.8
Changes in other comprehensive income
(loss) 19.0 — — 29.4 48.4
Balance at September 30, 2020 $ 215§ 0.1) $ (7.5 $ (61.6) $ 47.7)
Net Net Unrealized Net Unrealized Foreign Accumulated
Unrealized Gains (Losses) Gains (Losses) Currency Other
Gains (Losses) on Cash on Net Translation Comprehensive
Nine Months Ended September 30, 2019 on Securities Flow Hedges Investment Hedge Adjustments (1) Loss
(in millions)
Balance at December 31, 2018 $ (10.7) $ 02) $ (12.4) $ (114.8) $ (138.1)
Recognition resulting from the sale of
Epsilon's foreign subsidiaries — — — 26.8 26.8
Changes in other comprehensive income
(loss) 142 0.5 4.9 (30.3) (10.7)
Balance at September 30, 2019 $ 35 $ 03 $ (7.5) $ (118.3) $ (122.0)

(1) Primarily related to the impact of changes in the Canadian dollar and Euro foreign currency exchange rates.

In accordance with ASC 830, “Foreign Currency Matters,” upon the sale of Precima on January 10, 2020, $3.8 million
of accumulated foreign currency translation adjustments attributable to Precima’s foreign subsidiaries sold were reclassified
from accumulated other comprehensive loss and included in the calculation of the gain on sale of Precima. Upon the sale of

Epsilon on July 1, 2019, $26.8 million of accumulated foreign currency translation adjustments
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attributable to Epsilon’s foreign subsidiaries sold were reclassified from accumulated other comprehensive loss and included
in the calculation of the gain/loss on sale of the Epsilon segment. Other reclassifications from accumulated other
comprehensive loss into net income for each of the periods presented were not material.

18. FAIR VALUE MEASUREMENTS

In accordance with ASC 825, “Financial Instruments,” the Company is required to disclose the fair value of financial
instruments for which it is practical to estimate fair value. To obtain fair values, observable market prices are used if
available. In some instances, observable market prices are not readily available and fair value is determined using present
value or other techniques appropriate for a particular financial instrument. These techniques involve judgment and as a result
are not necessarily indicative of the amounts the Company would realize in a current market exchange. The use of different
assumptions or estimation techniques may have a material effect on the estimated fair value amounts.

Fair Value of Financial Instruments — The estimated fair values of the Company’s financial instruments are as follows:

September 30, 2020 December 31, 2019
Carrying Fair Carrying Fair
Amount Value Amount Value

(in millions)
Financial assets

Credit card and loan receivables, net $13,517.8 $16,081.6 $18292.0 $19,126.0
Credit card receivables held for sale — — 408.0 436.2
Redemption settlement assets, restricted 641.7 641.7 600.8 600.8
Other investments 228.1 228.1 259.8 259.8
Derivative instruments 1.6 1.6 0.2 0.2
Financial liabilities
Derivative instruments 1.5 1.5 0.3 0.3
Deposits 10,148.5 10,404.4 12,151.7 12,303.6
Non-recourse borrowings of consolidated securitization entities 43443 4,427.2 7,284.0 7,333.6
Long-term and other debt 2,803.2 2,778.7 2,849.9 2,878.8

The following techniques and assumptions were used by the Company in estimating fair values of financial instruments
as disclosed herein:

Credit card and loan receivables, net — The Company utilizes a discounted cash flow model using unobservable inputs,
including estimated yields (interest and fee income), loss rates, payment rates and discount rates to estimate the fair value
measurement of the credit card and loan receivables.

Credit card receivables held for sale — The Company utilizes a discounted cash flow model using unobservable inputs,
including forecasted yields and net charge-off estimates to estimate the fair value measurement of the credit card portfolios
held for sale, as well as market data as applicable.

Redemption settlement assets, restricted — Redemption settlement assets, restricted are recorded at fair value based on
quoted market prices for the same or similar securities.

Other investments — Other investments consist of marketable securities and U.S. Treasury bonds and are included in
other current assets and other non-current assets in the unaudited condensed consolidated balance sheets. Other investments
are recorded at fair value based on quoted market prices for the same or similar securities.

Deposits — For money market deposits, carrying value approximates fair value due to the liquid nature of these
deposits. For certificates of deposit, the fair value is estimated based on the current observable market rates available to the
Company for similar deposits with similar remaining maturities.
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Non-recourse borrowings of consolidated securitization entities — The fair value is estimated based on the current
observable market rates available to the Company for similar debt instruments with similar remaining maturities or quoted
market prices for the same transaction.

Long-term and other debt — The fair value is estimated based on the current observable market rates available to the
Company for similar debt instruments with similar remaining maturities or quoted market prices for the same transaction.

Derivative instruments — The Company’s foreign currency cash flow hedges and foreign currency exchange forward
contracts are recorded at fair value based on a discounted cash flow analysis on the expected cash flows of each derivative.
This analysis reflected the contractual terms of the derivatives, including the period to maturity, and used observable market-
based inputs.

Financial Assets and Financial Liabilities Fair Value Hierarchy

ASC 820 establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These
tiers include:

® Level 1, defined as observable inputs such as quoted prices in active markets;

® Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly
observable; and

® Level 3, defined as unobservable inputs where little or no market data exists, therefore requiring an entity to
develop its own assumptions.

Financial instruments are considered Level 3 when their values are determined using pricing models, discounted cash
flow methodologies or similar techniques and at least one significant model assumption or input is unobservable. Level 3
financial instruments also include those for which the determination of fair value requires significant management judgment
or estimation. The use of different techniques to determine fair value of these financial instruments could result in different
estimates of fair value at the reporting date.

The following tables provide information for the assets and liabilities carried at fair value measured on a recurring basis
as of September 30, 2020 and December 31, 2019:

Fair Value Measurements at
September 30, 2020 Using

Balance at
September 30,
2020 Level 1 Level 2 Level 3
(in millions)
Mutual funds (D $ 254 § 254 $ — 3 —
Corporate bonds (D 570.9 — 570.9 —
Marketable securities (2) 228.1 34.1 194.0 —
Derivative instruments ) 1.6 — 1.6 —
Total assets measured at fair value $ 826.0 $ 595 $ 766.5 $ —
Derivative instruments ) $ 1.5 § — 3 15 § —
Total liabilities measured at fair value $ 1.5 $ — 3 1.5 $ —
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Fair Value Measurements at
December 31, 2019 Using

Balance at
December 31,
2019 Level 1 Level 2 Level 3
(in millions)
Mutual funds (D $ 251 § 251 $ — 3 —
Corporate bonds (1 536.4 — 536.4 —
Marketable securities (2) 259.8 26.2 233.6 —
Derivative instruments ) 0.2 — 0.2 —
Total assets measured at fair value $ 8215 $ 513 $ 7702 $ —
Derivative instruments ) $ 03 § — 3 03 $ —
Total liabilities measured at fair value $ 03 $ — 3 03 $ —

(1) Amounts are included in redemption settlement assets in the unaudited condensed consolidated balance sheets.

(@  Amounts are included in other current assets and other non-current assets in the unaudited condensed consolidated

balance sheets.

() Amounts are included in other current assets and other current liabilities in the unaudited condensed consolidated

balance sheets.

Financial Instruments Disclosed but Not Carried at Fair Value

The following tables provide assets and liabilities disclosed but not carried at fair value as of September 30, 2020 and

December 31, 2019:

Fair Value Measurements at
September 30, 2020

Total Level 1 Level 2 Level 3
(in millions)

Financial assets:
Credit card and loan receivables, net $ 16,0816 $ — 3 — 3 16,081.6

Total $ 16,0816 $ — S — $ 16,081.6
Financial liabilities:
Deposits $ 10,4044 § — $ 104044 $ —
Non-recourse borrowings of consolidated securitization
entities 44272 — 4,427.2 —
Long-term and other debt 2,778.7 — 2,778.7 —

Total $ 17,6103 $ — $ 17,6103 § —
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Fair Value Measurements at
December 31, 2019
Total Level 1 Level 2 Level 3
(in millions)

Financial assets:

Credit card and loan receivables, net $ 19,1260 $ — 3 —  $ 19,126.0
Credit card receivables held for sale 436.2 — — 436.2
Total $ 19,5622 $ — 3 — 3 19,562.2

Financial liabilities:

Deposits $ 12,3036 $ — $ 12,3036 $ —

Non-recourse borrowings of consolidated securitization

entities 7,333.6 — 7,333.6 —

Long-term and other debt 2,878.8 — 2,878.8 —
Total $ 22,516.0 $ — $ 22,5160 $ =

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

Certain assets and liabilities are recognized or disclosed at fair value on a nonrecurring basis, including property and
equipment, right of use assets, deferred contract assets, goodwill, and intangible assets. These assets are not measured at fair
value on an ongoing basis but are subject to fair value adjustments in certain circumstances, including when there is
evidence of impairment. For the nine months ended September 30, 2020, the Company recorded asset impairment charges of
$34.2 million related to deferred contract costs and certain right of use assets. The fair value was determined utilizing
discounted cash flow models over the estimated life of each asset. The principal assumptions used in the Company’s
impairment analysis were forecasted future cash flows and the discount rate, which are considered Level 3 inputs. See Note
2, “Revenue,” and Note 10, “Leases,” for more information regarding asset impairments. For the three and nine months
ended September 30, 2019, as part of restructuring and other charges, the Company recorded asset impairments of $33.7
million and $49.3 million, respectively. See Note 12, “Restructuring and Other Charges,” for more information.

19. INCOME TAXES

For the three months ended September 30, 2020 and 2019, the Company utilized an effective tax rate of 24.2% and
26.0%, respectively, to calculate its provision for income taxes. For the nine months ended September 30, 2020 and 2019,
the Company utilized an effective tax rate of 18.8% and 22.6%, respectively, to calculate its provision for income taxes.

The decrease in the effective tax rate for the three months ended September 30, 2020 as compared to the three months
ended September 30, 2019 resulted primarily from final regulations addressing the high tax exception related to Global
Intangible Low-Taxed Income (“GILTI”). The decrease in the effective tax rate for the nine months ended September 30,
2020 as compared to the nine months ended September 30, 2019 resulted primarily from discrete tax benefits from a
reduction of tax reserves related to the statute of limitations expiration in the second quarter of 2020 as well as a favorable
settlement with a state tax authority in the first quarter of 2020.
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20. SEGMENT INFORMATION

Operating segments are defined by ASC 280, “Segment Reporting,” as components of an enterprise about which
separate financial information is available that is evaluated regularly by the chief operating decision maker in deciding how
to allocate resources and in assessing performance. The operating segments are reviewed separately because each operating

segment represents a strategic business unit that generally offers different products and services.

The Company operates in the LoyaltyOne and Card Services reportable segments, which consist of the following:

® LoyaltyOne provides coalition and short-term loyalty programs through the Company’s Canadian AIR MILES

Reward Program and BrandLoyalty; and

® Card Services provides risk management solutions, account origination, funding, transaction processing, customer
care, collections and marketing services for the Company’s private label and co-brand credit card programs.

Corporate and other immaterial businesses are reported collectively as an “all other” category labeled
“Corporate/Other.” Income taxes are not allocated to the segments in the computation of segment operating profit for
internal evaluation purposes and have also been included in “Corporate/Other.”

Corporate/
Three Months Ended September 30, 2020 LoyaltyOne Card Services Other Total
(in millions)
Revenues $ 184.8 $ 865.7 $ — 3 1,050.5
Income (loss) before income taxes $ 183 $ 2121 $ (545) $ 175.9
Interest expense, net 0.2) 90.4 249 115.1
Operating income (loss) 18.1 302.5 (29.6) 291.0
Depreciation and amortization 20.3 19.2 0.6 40.1
Stock compensation expense 1.6 1.8 1.9 53
Strategic transaction costs 0.1 — 3.4 3.5
Adjusted EBITDA 40.1 323.5 (23.7) 339.9
Less: Securitization funding costs — 37.5 — 37.5
Less: Interest expense on deposits — 52.9 — 52.9
Adjusted EBITDA, net (1) $ 40.1 § 233.1 $ (23.7) $ 249.5
Corporate/
Three Months Ended September 30, 2019 LoyaltyOne Card Services Other Total
(in millions)
Revenues $ 2455 § 1,192.0 $ 0.1 $ 1,437.6
(Loss) income before income taxes $ 5.2) $ 300.0 $ (130.6) $ 164.2
Interest expense, net 0.8 113.9 25.3 140.0
Operating (loss) income 4.4) 413.9 (105.3) 304.2
Depreciation and amortization 19.8 23.5 1.6 44.9
Stock compensation expense 0.7 24 (0.1) 3.0
Strategic transaction costs 0.1 — 2.2 23
Restructuring and other charges 42.0 2.1 10.8 54.9
Loss on extinguishment of debt — — 71.9 71.9
Adjusted EBITDA 58.2 441.9 (18.9) 481.2
Less: Securitization funding costs — 51.4 — 514
Less: Interest expense on deposits — 62.5 — 62.5
Adjusted EBITDA, net (1) $ 582 § 3280 $ (18.9) $ 367.3
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Corporate/
Nine Months Ended September 30, 2020 LoyaltyOne Card Services Other Total
(in millions)
Revenues $ 5339 $§ 28775 $ 0.1 $ 3,411.5
Income (loss) before income taxes $ 889 § 3145 $ (155.1) $ 248.3
Interest expense, net (0.5) 302.2 79.6 381.3
Operating income (loss) 88.4 616.7 (75.5) 629.6
Depreciation and amortization 56.9 61.0 2.4 120.3
Stock compensation expense 4.1 53 6.8 16.2
Gain on sale of business, net of strategic transaction costs (8.0) — — (8.0)
Strategic transaction costs 0.3 — 6.5 6.8
Asset impairments — 342 342
Restructuring and other charges 0.1 (7.8) — (7.7)
Adjusted EBITDA () 141.8 709.4 (59.8) 791.4
Less: Securitization funding costs — 130.1 — 130.1
Less: Interest expense on deposits — 172.1 — 172.1
Adjusted EBITDA, net (1) $ 1418 $ 4072 $ (59.8) $ 489.2
Corporate/
Nine Months Ended September 30, 2019 LoyaltyOne Card Services Other Total
(in millions)
Revenues $ 700.7 $ 34193 $ 03 $ 4,120.3
Income (loss) before income taxes $ 452 § 8298 $ (304.0) $ 571.0
Interest expense, net 2.7 324.7 100.0 427.4
Operating income (loss) 47.9 1,154.5 (204.0) 998.4
Depreciation and amortization 59.7 68.5 5.0 133.2
Stock compensation expense 6.5 9.7 8.4 24.6
Strategic transaction costs 0.3 — 4.7 5.0
Restructuring and other charges 49.9 2.1 33.1 85.1
Loss on extinguishment of debt — — 71.9 71.9
Adjusted EBITDA 164.3 1,234.8 (80.9) 1,318.2
Less: Securitization funding costs — 160.3 — 160.3
Less: Interest expense on deposits — 164.4 — 164.4
Adjusted EBITDA, net () $ 1643 § 910.1 $ (80.9) $ 993.5

(1) Adjusted EBITDA is a non-GAAP financial measure equal to income from continuing operations, the most directly
comparable financial measure based on GAAP plus stock compensation expense, provision for income taxes, interest
expense, net, depreciation and other amortization and amortization of purchased intangibles. Adjusted EBITDA also
excludes the gain on the sale of Precima, strategic transaction costs, which represent costs for professional services

associated with strategic initiatives, asset impairments, restructuring and other charges, and loss related to the

Company’s extinguishment of debt in July 2019.

Adjusted EBITDA, net is also a non-GAAP financial measure equal to adjusted EBITDA less securitization funding
costs and interest expense on deposits. Adjusted EBITDA and adjusted EBITDA, net are presented in accordance with
ASC 280 as they are the primary performance metrics utilized to assess performance of the segments.
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21. SUPPLEMENTAL CASH FLOW INFORMATION

The unaudited condensed consolidated statements of cash flows are presented with the combined cash flows from
discontinued operations with cash flows from continuing operations within each cash flow statement category. The
following table provides a reconciliation of cash and cash equivalents to the total of the amounts reported in the unaudited

condensed consolidated statements of cash flows:

September 30, September 30,

2020 2019
(in millions)
Cash and cash equivalents $ 3,0784 $ 4,512.5
Restricted cash included within other current assets (1) 627.1 493.8
Restricted cash included within redemption settlement assets, restricted (2) 454 454
Total cash, cash equivalents and restricted cash $ 3,7509 $ 5,051.7

(1) Includes cash restricted for principal and interest repayments of non-recourse borrowings of consolidated securitized
debt and other restricted cash within other current assets. At September 30, 2020 and 2019, restricted cash included
$603.1 million and $460.5 million, respectively, in principal accumulation for the repayment of non-recourse
borrowings of consolidated securitized debt that matured in October 2020 and 2019, respectively.

(@ See Note 9, “Redemption Settlement Assets,” for additional information regarding the nature of restrictions on
redemption settlement assets.

There were no significant non-cash investing or financing activities for the nine months ended September 30, 2020.

Non-cash investing activities for the nine months ended September 30, 2019 included a $40.1 million receivable from
Publicis Groupe S.A. related to customary post-closing adjustments, as provided for in the Epsilon purchase agreement. The
receivable was collected in full in October 2019. Non-cash financing activities for the nine months ended September 30,
2019 included an exchange agreement with ValueAct Holdings, L.P. pursuant to which ValueAct exchanged an aggregate of
1,500,000 shares of the Company’s common stock for an aggregate of 150,000 shares of preferred stock. For more
information, see Note 3, “Earnings Per Share.”

22. SUBSEQUENT EVENT

In October 2020, the Company entered into a definitive merger agreement with Lon Inc. (“Bread”) to acquire Bread in
its entirety. Bread provides technology solutions for merchants to provide digital purchase financing options to customers in
the form of installment credit as well as credit and debit multi-pay solutions. The transaction is subject to regulatory
approval and satisfaction or waiver of other customary closing conditions. The Company will acquire Bread for an estimated
purchase price of $450.0 million, subject to customary purchase price adjustments, with consideration consisting of cash,
stock and a deferred payment.
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Caution Regarding Forward-Looking Statements

This Form 10-Q and the documents incorporated by reference herein contain forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. Forward-looking statements give our expectations or forecasts of future events and can generally be
identified by the use of words such as “believe,” “expect,” “anticipate,” “estimate,” “intend,” “project,” “plan,” “likely,”
“may,” “should” or other words or phrases of similar import. Similarly, statements that describe our business strategy,
outlook, objectives, plans, intentions or goals also are forward-looking statements. Examples of forward-looking
statements include, but are not limited to, statements we make regarding strategic initiatives, our expected operating
results, future economic conditions including currency exchange rates, future dividend declarations and the guidance we
give with respect to our anticipated financial performance. We believe that our expectations are based on reasonable
assumptions. Forward-looking statements, however, are subject to a number of risks and uncertainties that could cause
actual results to differ materially from the projections, anticipated results or other expectations expressed in this report, and
no assurances can be given that our expectations will prove to have been correct. These risks and uncertainties include, but
are not limited to, the following:

29 ¢ 29 2

® continuing impacts related to COVID-19, including government economic stimulus, relief measures for
impacted borrowers and depositors, labor shortages due to quarantine, reduction in demand from clients,
supply chain disruption for our reward suppliers and disruptions in the airline or travel industries;

® loss of, or reduction in demand for services from, significant clients;

® increases in net charge-offs in credit card and loan receivables and increases in the allowance for loan loss
that may result from the application of the current expected credit loss model;

* failure to identify, complete or successfully integrate or disaggregate business acquisitions or divestitures;

® continued financial responsibility with respect to a divested business, including required equity ownership,
guarantees, indemnities or other financial obligations;

® failure to realize expected cost savings from restructuring plans;

® increases in the cost of doing business, including market interest rates;

inability to access financial or capital markets, including the asset-backed securitization funding market or

deposits market;

loss of active AIR MILES® Reward Program collectors;

increased redemptions by AIR MILES Reward Program collectors;

unfavorable fluctuations in foreign currency exchange rates;

limitations on consumer credit, loyalty or marketing services from new legislative or regulatory actions

related to consumer protection and consumer privacy;

increases in Federal Deposit Insurance Corporation, Delaware or Utah regulatory capital requirements for

banks;

failure to maintain exemption from regulation under the Bank Holding Company Act;

loss or disruption, due to cyber attack or other service failures, of data center operations or capacity;

loss of consumer information due to compromised physical or cyber security; and

those factors set forth in the Risk Factors section in our Annual Report on Form 10-K for the most recently

ended fiscal year as well as those factors discussed in Item 1A of our Form 10-Q for the quarters ended

March 31, 2020 and June 30, 2020 and this Form 10-Q, elsewhere in this Form 10-Q and in the documents

incorporated by reference in this Form 10-Q.

If one or more of these or other risks or uncertainties materialize, or if our underlying assumptions prove to be
incorrect, actual results may vary materially from what we projected. Further risks and uncertainties include, but are not
limited to, the impact of strategic initiatives on us or our business if any transactions are undertaken, and whether the
anticipated benefits of such transactions can be realized.

Any forward-looking statements contained in this Form 10-Q speak only as of the date made, and we undertake no

obligation, other than as required by applicable law, to update or revise any forward-looking statements, whether as a result
of new information, subsequent events, anticipated or unanticipated circumstances or otherwise.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with the unaudited condensed consolidated financial
statements and related notes thereto presented in this quarterly report and the consolidated financial statements and related
notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2019, filed with the Securities
and Exchange Commission, or SEC, on February 28, 2020.

2020 Recent Developments

®  Effective February 3, 2020, our Board of Directors appointed Ralph Andretta as Alliance Data’s President and
Chief Executive Officer as well as a Director of the Company.

®  For the nine months ended September 30, 2020, as compared to the nine months ended September 30, 2019:

® Revenue decreased 17% to $3.4 billion.
® Net income increased 12% to $201.7 million.
® Adjusted EBITDA, net decreased 51% to $489.2 million.

®  Effective January 1, 2020, we adopted Accounting Standards Codification, or ASC, 326, “Financial Instruments
—Credit Losses,” and applied a current expected credit loss, or CECL, model to determine our allowance for loan
loss. Estimates of expected credit losses under the CECL model are based on relevant information about past
events, current conditions, and reasonable and supportable forward-looking forecasts regarding the collectability
of the loan portfolio. Our adoption of CECL on January 1, 2020 resulted in an increase in our allowance for loan
loss at adoption of $644.0 million, which was recorded through a cumulative-effect adjustment to retained
earnings, net of taxes. The impact of CECL is significantly influenced by the composition, characteristics and
quality of our portfolio of credit card and loan receivables, as well as the prevailing economic conditions and
forecasts utilized and can lead to volatility in our provision for loan loss.

® InJanuary 2020, we sold Precima, a provider of retail strategy and customer data applications and analytics, for
total consideration of approximately $43.8 million. Included in total consideration is contingent consideration
with an estimated fair value of $1.5 million at September 30, 2020, upon the occurrence of specified events and
performance of the business. Precima was included in our LoyaltyOne segment.

®  We paid dividends and dividend equivalent rights of $50.5 million for the nine months ended September 30,
2020.

®  We sold one credit card portfolio for cash consideration of $289.5 million during the nine months ended
September 30, 2020.

®  We launched our direct-to-consumer Comenity-branded general purpose credit card which provides Alliance Data
with an additional product to serve and retain our cardholders.

¢ In October 2020, we entered into an agreement to transition hosting of our credit card processing services to
Fiserv, a leading global provider of payments and financial services technology solutions.

® In October 2020, we entered into a merger agreement with Lon Inc. (“Bread”) to acquire Bread in its entirety.
Bread provides technology solutions for merchants to provide digital purchase financing options to customers in
the form of installment credit as well as credit and debit multi-pay solutions.

COVID-19 Update

On March 11, 2020, the World Health Organization, or WHO, declared the current coronavirus, or COVID-19,
outbreak to be a global pandemic. Both prior to and in response to this declaration and the rapid spread of COVID-19
around the world and within the United States, international, federal, state and local governments have imposed varying
degrees of restrictions on social and commercial activity in an effort to slow the spread of the illness. In response to the
COVID-19 pandemic, first and foremost, we have prioritized the health and safety of our associates. Effective teleworking
protocols are in place for more than 95% of our associates.

COVID-19 restrictions have also adversely impacted and continue to adversely impact our associates, our business
partners, and our customers, which has negatively impacted our financial performance. However, in the third quarter of
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2020, we began to see sequential improvement in certain key metrics. Specifically, our third quarter financial results
demonstrated a recovery in Card Services credit sales, which increased 28% sequentially over the second quarter of 2020;
further, credit metrics remained resilient, reflecting strong payment trends across our cardholder base. Additionally,
LoyaltyOne’s revenue improved from second quarter levels, reflecting better business conditions and improved AIR
MILES reward miles activity. On a sequential basis, AIR MILES reward miles issued and redeemed improved 18% and
13%, respectively, over the second quarter of 2020. We continue to drive company-wide expense reductions from ongoing
efficiency programs that have reduced our cost to serve and enabled additional investment in areas of strategic priority.

We continue to monitor the evolving situation and guidance from international, federal, state and local government and
public health authorities. In addition, surges in COVID-19 cases, such as those recently experienced in Europe and the
United States, may cause people to self-quarantine or governments to shut down nonessential businesses again. Given the
dynamic nature of this situation, we cannot reasonably estimate the impacts of COVID-19 on our financial condition,
results of operations or cash flows at this time. We expect COVID-19 to have an adverse impact on future revenue growth
as well as overall profitability.

Consolidated Results of Operations

Three Months Ended September 30, Nine Months Ended September 30,
2020 2019 % Change 2020 2019 % Change
(in millions, except percentages)
Revenues

Services $ 247 § 57.9 1% $ 1092 § 197.6 (45)%

Redemption, net 113.1 143.9 (21) 318.6 409.5 (22)

Finance charges, net 912.7 1,235.8 (26) 2,983.7 3,513.2 (15)

Total revenue 1,050.5 1,437.6 27) 3,411.5 4,120.3 (17)

Operating expenses
Cost of operations (exclusive of depreciation and

amortization disclosed separately below) 482.7 687.5 (30) 1,474.7 1,982.6 (26)
Provision for loan loss 207.7 297.3 (30) 1,113.7 806.8 38
General and administrative 29.0 31.8 ) 73.2 127.4 (43)
Depreciation and other amortization 18.4 19.9 7) 56.2 59.8 (6)
Amortization of purchased intangibles 21.7 25.0 (13) 64.1 73.4 (13)
Loss on extinguishment of debt — 71.9 (100) — 71.9 (100)
Total operating expenses 759.5 1,133.4 (33) 2,781.9 3,121.9 (11)
Operating income 291.0 304.2 %) 629.6 998.4 (37)
Interest expense
Securitization funding costs 37.5 514 27) 130.1 160.3 (19)
Interest expense on deposits 52.9 62.5 (15) 172.1 164.4 5
Interest expense on long-term and other debt, net 24.7 26.1 (6) 79.1 102.7 (23)
Total interest expense, net 115.1 140.0 (18) 381.3 4274 (11)
Income from continuing operations before income taxes 175.9 164.2 7 248.3 571.0 (57)
Provision for income taxes 42.6 42.6 — 46.6 128.8 (64)
Income from continuing operations 133.3 121.6 10 201.7 4422 (54)
Loss from discontinued operations, net of taxes — (229.2) nm * — (261.7) nm *
Net income $ 1333  §  (107.6) (224)% $ 2017 $ 180.5 12 %
Key Operating Metrics:
Credit card statements generated 54.7 69.0 2% 177.0 211.9 (16)%
Credit sales $ 6,517 $ 7.823.6 2h% $ 17,050.1 $ 21,690.3 21)%
Average credit card and loan receivables $ 152996 § 17,4488 (12)% $ 16,570.1 $ 17,032.2 3)%
AIR MILES reward miles issued 1,239.7 1,344.2 )% 3,608.6 4,024.8 (10)%
AIR MILES reward miles redeemed 687.2 1,078.2 (36)% 2,289.4 3,217.0 (29)%

*  not meaningful
Three months ended September 30, 2020 compared to the three months ended September 30, 2019

Revenue. Total revenue decreased $387.1 million, or 27%, to $1,050.5 million for the three months ended September
30, 2020 from $1,437.6 million for the three months ended September 30, 2019. The decrease was due to the following:

®  Services. Revenue decreased $33.2 million, or 57%, to $24.7 million for the three months ended September 30,
2020 primarily due to the sale of Precima in January 2020, which resulted in a $22.9 million decrease in
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revenue as compared to the prior year quarter, as well as a $6.9 million decrease in other servicing fees charged to
cardholders due to a decline in revenue from certain payment protection products due to lower volumes and a
$3.0 million decrease in coalition servicing and brand revenue, which was impacted by declines in AIR MILES
reward miles issued.

®  Redemption, net. Revenue decreased $30.8 million, or 21%, to $113.1 million for the three months ended
September 30, 2020 as redemption revenue from our short-term loyalty programs decreased $28.1 million due to
a decline in programs in markets across most regions due to the impact of COVID-19.

®  Finance charges, net. Revenue decreased $323.1 million, or 26%, to $912.7 million for the three months ended
September 30, 2020. The decrease was driven by a 20% decline in normalized average receivables, which
includes receivables held for sale, that decreased revenue by $252.5 million, and an approximate 180 basis point
decline in finance charge yield, which decreased revenue by $70.6 million. The decrease in normalized average
receivables resulted from lower sales volumes due to COVID-19, as credit sales decreased 21% compared to the
prior year quarter, and sales of credit card portfolios. The decrease in finance charge yield was due to a 150 basis
point decline in late fee yield, primarily attributable to forbearance programs offered, including waivers of late
fees, in response to COVID-19, as well as interest rate cuts by the Federal Reserve.

Cost of operations. Cost of operations decreased $204.8 million, or 30%, to $482.7 million for the three months ended
September 30, 2020 as compared to $687.5 million for the three months ended September 30, 2019. The decrease was due
to the following:

®  Within the LoyaltyOne segment, cost of operations decreased $83.7 million, including a $48.1 million decline in
cost of redemptions due to the decline in redemption revenue discussed above and restructuring and other charges
related to the discontinuance of certain product lines incurred in the prior year quarter. Additionally, the sale of
Precima in January 2020 resulted in a $22.9 million decrease in cost of operations, and cost of operations
decreased due to cost saving initiatives executed in 2019, with a reduction of expenses across several categories
such as payroll and benefits, rent expense, marketing expense and travel and entertainment.

®  Within the Card Services segment, cost of operations decreased $121.1 million, including a $59.9 million
decrease in valuation adjustments to certain portfolios within credit card receivables held for sale, a $21.3 million
decrease in marketing expense in part due to the decline in credit sales, a $4.9 million decrease in payroll and
benefits costs due to cost saving initiatives executed in the fourth quarter of 2019 and a $33.3 million decline in
various other credit card costs driven by reductions in volume and cost saving initiatives.

Provision for loan loss. Provision for loan loss decreased $89.6 million, or 30%, to $207.7 million for the three months
ended September 30, 2020 as compared to $297.3 million for the three months ended September 30, 2019, due to the
decline in credit card and loan receivables and lower net charge-offs.

General and administrative. General and administrative expenses decreased $2.8 million, or 9%, to $29.0 million for
the three months ended September 30, 2020 as compared to $31.8 million for the three months ended September 30, 2019,
as the prior year quarter was impacted by $10.8 million in restructuring charges incurred related to our Corporate
reorganization. This decrease was offset in part by a $3.0 million increase in tax reserve related to an audit and higher
discretionary benefits for the three months ended September 30, 2020.

Depreciation and other amortization. Depreciation and other amortization decreased $1.5 million, or 7%, to $18.4
million for the three months ended September 30, 2020 as compared to $19.9 million for the three months ended
September 30, 2019, primarily due to certain fully amortized capitalized software, offset in part by additional assets placed
into service from recent capital expenditures.

Amortization of purchased intangibles. Amortization of purchased intangibles decreased $3.3 million, or 13%, to
$21.7 million for the three months ended September 30, 2020, as compared to $25.0 million for the three months ended
September 30, 2019, primarily due to certain fully amortized intangible assets, including portfolio premiums.

Loss on extinguishment of debt. For the three months ended September 30, 2019, we recorded a $71.9 million loss on
extinguishment of debt resulting from the $49.9 million redemption price of the senior notes and the write-off of $22.0
million deferred issuance costs related to the July 2019 early extinguishment of $1.9 billion of outstanding senior notes and
an amendment to the credit agreement that was effective upon the consummation of the sale of Epsilon.
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Interest expense, net. Total interest expense, net decreased $24.9 million, or 18%, to $115.1 million for the three
months ended September 30, 2020 as compared to $140.0 million for the three months ended September 30, 2019. The
decrease was due to the following:

Securitization funding costs. Securitization funding costs decreased $13.9 million due to lower average
borrowings, which decreased funding costs by approximately $18.1 million, offset in part by higher average
interest rates, which increased funding costs by approximately $4.2 million.

Interest expense on deposits. Interest expense on deposits decreased $9.6 million due to lower average
borrowings, which decreased interest expense by approximately $9.6 million. Average interest rates for deposits
were comparable for the three months ended September 30, 2020 and 2019.

Interest expense on long-term and other debt, net. Interest expense on long-term and other debt, net decreased
$1.4 million primarily due to a $20.2 million decrease in interest expense on term debt as a result of an
amendment to the credit agreement, which included a $493.8 million repayment in September 2020. This
decrease was offset in part by an $11.0 million increase in interest expense due to the issuance of senior notes in
December 2019 and September 2020, and a $7.5 million decline in interest income. In the prior year quarter,
interest income was earned on excess proceeds from the sale of Epsilon completed on July 1, 2019.

Taxes. Income tax expense related to continuing operations was flat at $42.6 million for each of the three months
ended September 30, 2020 and 2019, respectively. The effective tax rate for the three months ended September 30, 2020
was 24.2% as compared to 26.0% for the prior year quarter, primarily resulting from final regulations addressing the high
tax exception related to GILTI.

Loss from discontinued operations, net of taxes. Loss from discontinued operations, net of taxes was $229.2 million
for the three months ended September 30, 2019, due primarily to the after-tax loss on the sale of Epsilon on July 1, 2019.

Nine months ended September 30, 2020 compared to the nine months ended September 30, 2019

Revenue. Total revenue decreased $708.8 million, or 17%, to $3,411.5 million for the nine months ended September
30, 2020 from $4,120.3 million for the nine months ended September 30, 2019. The decrease was due to the following:

Services. Revenue decreased $88.4 million, or 45%, to $109.2 million for the nine months ended September 30,
2020, primarily due to the sale of Precima in January 2020, which resulted in a $56.6 million decrease in revenue
as compared to the prior year period, as well as a $6.8 million decline in coalition program servicing and brand
revenue due to a decrease in AIR MILES reward miles issued. Additionally, servicing fees generated from
servicing certain third-party credit card receivables decreased $11.2 million, servicing fees charged to cardholders
decreased $10.6 million and other servicing revenue decreased $7.7 million due to a decline in volumes. These
decreases were offset in part by a $10.2 million increase in merchant fee revenue due to decreased royalty
payments to our retailers.

Redemption, net. Revenue decreased $90.9 million, or 22%, to $318.6 million for the nine months ended
September 30, 2020 as redemption revenue from our short-term loyalty programs decreased $88.2 million due to
a decline in programs in markets across most regions due to the impact of COVID-19. In response to COVID-19,
certain of our customers have delayed their short-term loyalty programs.

Finance charges, net. Revenue decreased $529.5 million, or 15%, to $2,983.7 million for the nine months ended
September 30, 2020. The decrease was driven by an 11% decrease in normalized average receivables, which
includes receivables held for sale, which decreased revenue by $391.5 million, and an approximate 110 basis
point decrease in finance charge yield, which decreased revenue by $138.0 million. The decrease in normalized
average receivables was driven by lower sales volumes due to COVID-19, as credit sales decreased 21%
compared to the prior year, and sales of credit card portfolios. The decrease in finance charge yield was due
primarily to forbearance programs offered, including waivers of late fees, in response to COVID-19, as well as
interest rate cuts by the Federal Reserve.
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Cost of operations. Cost of operations decreased $507.9 million, or 26%, to $1,474.7 million for the nine months
ended September 30, 2020 as compared to $1,982.6 million for the nine months ended September 30, 2019. The decrease
was due to the following:

®  Within the LoyaltyOne segment, cost of operations decreased $204.4 million, including a $100.5 million decrease
in cost of redemptions due to the decline in redemption revenue discussed above and restructuring and other
charges incurred in the prior year due to the discontinuance of certain product lines. Additionally, the sale of
Precima in January 2020 resulted in a $55.0 million decrease in cost of operations excluding the gain on sale, and
cost of operations decreased due to cost saving initiatives executed in 2019, with a reduction of expenses across
several categories such as payroll and benefits, rent expense, marketing expense and travel and entertainment.

®  Within the Card Services segment, cost of operations decreased $303.5 million, including a $153.6 million
decrease in valuation adjustments to certain portfolios within credit card receivables held for sale, a $70.3 million
decrease in marketing expense due to the decline in volumes, a $50.5 million decrease in payroll and benefits
costs due to cost saving initiatives executed in the fourth quarter of 2019, a $20.4 million gain recognized on the
sale of a credit card portfolio in February 2020, and a $43.3 million decline in various other credit card costs
driven by reductions in volume and cost saving initiatives. These decreases were offset in part by $34.2 million in
asset impairment charges recorded in the second quarter of 2020, related to deferred contract costs and certain
right of use assets.

Provision for loan loss. Provision for loan loss increased $306.9 million, or 38%, to $1,113.7 million for the nine
months ended September 30, 2020 as compared to $806.8 million for the nine months ended September 30, 2019, due to a
higher allowance for loan loss related to estimated lifetime losses under the CECL model including the projected impacts
of COVID-19. The CECL model is influenced by the prevailing economic conditions and forecast utilized, which can
create volatility in our provision for loan loss.

General and administrative. General and administrative expenses decreased $54.2 million, or 43%, to $73.2 million
for the nine months ended September 30, 2020 as compared to $127.4 million for the nine months ended September 30,
2019, driven by cost saving initiatives implemented in 2019, which among other items included reduced headcount, office
space, charitable contributions and overall corporate overhead costs. In addition, the nine months ended September 30,
2019 was impacted by $33.1 million in restructuring charges incurred related to our Corporate reorganization.

Depreciation and other amortization. Depreciation and other amortization decreased $3.6 million, or 6%, to $56.2
million for the nine months ended September 30, 2020 as compared to $59.8 million for the nine months ended September
30, 2019, primarily due to certain fully amortized capitalized software, offset in part by additional assets placed into service
from recent capital expenditures.

Amortization of purchased intangibles. Amortization of purchased intangibles decreased $9.3 million, or 13%, to
$64.1 million for the nine months ended September 30, 2020, as compared to $73.4 million for the nine months ended
September 30, 2019, primarily due to certain fully amortized intangible assets, including portfolio premiums.

Loss on extinguishment of debt. For the nine months ended September 30, 2019, we recorded a $71.9 million loss on
extinguishment of debt resulting from the $49.9 million redemption price of the senior notes and the write-off of $22.0
million deferred issuance costs related to the July 2019 early extinguishment of $1.9 billion of outstanding senior notes and
an amendment to the credit agreement that was effective upon the consummation of the sale of Epsilon.

Interest expense, net. Total interest expense, net decreased $46.1 million, or 11%, to $381.3 million for the nine
months ended September 30, 2020 as compared to $427.4 million for the nine months ended September 30, 2019. The net
decrease was due to the following:

®  Securitization funding costs. Securitization funding costs decreased $30.2 million due to lower average
borrowings, which decreased funding costs by approximately $36.0 million, offset in part by higher average
interest rates, which increased funding costs by approximately $5.8 million.

® Interest expense on deposits. Interest expense on deposits increased $7.7 million due to higher average interest

rates, which increased interest expense by approximately $16.6 million, offset in part by lower average
borrowings, which decreased interest expense by approximately $8.9 million.
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®  [Interest expense on long-term and other debt, net. Interest expense on long-term and other debt, net decreased
$23.6 million primarily due to a $55.2 million decrease in interest expense on term debt due to lower average
borrowings, as well as a result of an amendment to the credit agreement, which included a $493.8 million
repayment in September 2020. This decrease was offset in part by a $31.1 million increase in interest expense due
to the issuance of senior notes in December 2019 and September 2020.

Taxes. Income tax expense related to continuing operations decreased $82.2 million to $46.6 million for the nine
months ended September 30, 2020 from $128.8 million for the nine months ended September 30, 2019, primarily related to
a $322.7 million reduction in earnings before taxes. The effective tax rate for the nine months ended September 30, 2020
was 18.8% as compared to 22.6% for the prior year period primarily due to discrete tax benefits resulting from a reduction
of tax reserves related to a statute of limitations expiration in the second quarter of 2020 as well as a favorable settlement
with a state tax authority in the first quarter of 2020.

Loss from discontinued operations, net of taxes. Loss from discontinued operations, net of taxes was $261.7 million
for the nine months ended September 30, 2019, due primarily to the after-tax loss on the sale of Epsilon on July 1, 2019.

Use of Non-GAAP Financial Measures

Adjusted EBITDA is a non-GAAP financial measure equal to income from continuing operations, the most directly
comparable financial measure based on accounting principles generally accepted in the United States of America, or
GAAP, plus stock compensation expense, provision for income taxes, interest expense, net, depreciation and other
amortization, and the amortization of purchased intangibles. Adjusted EBITDA excludes the gain on the sale of Precima,
strategic transaction costs, which represent costs for professional services associated with strategic initiatives, asset
impairments, and restructuring and other charges. In 2019, adjusted EBITDA also excluded loss related to the
extinguishment of debt in July 2019.

Adjusted EBITDA, net is also a non-GAAP financial measure equal to adjusted EBITDA less securitization funding
costs and interest expense on deposits.

We use adjusted EBITDA and adjusted EBITDA, net as an integral part of our internal reporting to measure the
performance of our reportable segments and to evaluate the performance of our senior management, and we believe it
provides useful information to our investors regarding our performance and overall results of operations. Adjusted
EBITDA and adjusted EBITDA, net are each considered an important indicator of the operational strength of our
businesses. Adjusted EBITDA eliminates the uneven effect across all business segments of considerable amounts of non-
cash depreciation of tangible assets and amortization of intangible assets, including certain intangible assets that were
recognized in business combinations. A limitation of this measure, however, is that it does not reflect the periodic costs of
certain capitalized tangible and intangible assets used in generating revenues in our businesses. Management evaluates the
costs of such tangible and intangible assets, such as capital expenditures, investment spending and return on capital and
therefore the effects are excluded from adjusted EBITDA. Adjusted EBITDA also eliminates the non-cash effect of stock
compensation expense.

Adjusted EBITDA and adjusted EBITDA, net are not intended to be performance measures that should be regarded as
an alternative to, or more meaningful than, either operating income, income from continuing operations or net income as
indicators of operating performance or to cash flows from operating activities as a measure of liquidity. In addition,
adjusted EBITDA and adjusted EBITDA, net are not intended to represent funds available for dividends, reinvestment or
other discretionary uses, and should not be considered in isolation or as a substitute for measures of performance prepared
in accordance with GAAP. The adjusted EBITDA and adjusted EBITDA, net measures presented in this Quarterly Report
on Form 10-Q may not be comparable to similarly titled measures presented by other companies, and may not be identical
to corresponding measures used in our various agreements.
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Income from continuing operations
Stock compensation expense
Provision for income taxes
Interest expense, net
Depreciation and other amortization
Amortization of purchased intangibles
Gain on sale of business, net of strategic transaction costs (1)
Strategic transaction costs )

Asset impairments )
Restructuring and other charges )
Loss on extinguishment of debt ()

Adjusted EBITDA
Less: Securitization funding costs
Less: Interest expense on deposits

Adjusted EBITDA, net

Three Months Ended September 30,

Nine Months Ended September 30,

2020 2019 2020 2019
(in millions)

$ 1333  $ 121.6 $ 201.7 $ 442.2
53 3.0 16.2 24.6
42.6 42.6 46.6 128.8
115.1 140.0 381.3 427.4
18.4 19.9 56.2 59.8
21.7 25.0 64.1 73.4
_ _ (8.0) _
3.5 23 6.8 5.0
— 342 —
— 54.9 (7.7) 85.1
— 71.9 — 71.9
339.9 481.2 791.4 1,318.2
37.5 51.4 130.1 160.3
52.9 62.5 172.1 164.4
$ 2495 § 3673 $ 489.2 § 993.5

(1) Represents gain on sale of Precima in January 2020, net of strategic transaction costs. Precima was included in the Company’s
LoyaltyOne segment. See Note 4, “Disposition,” of the Notes to Unaudited Condensed Consolidated Financial Statements for more

information.

(2) Represents costs for professional services associated with strategic initiatives.

(3)  Represents asset impairment charges recorded in the second quarter of 2020, related to deferred contract costs and certain right of
use assets. See Note 2, “Revenue,” and Note 10, “Leases,” of the Notes to Unaudited Condensed Consolidated Financial Statements

for more information.

(4)  Represents costs associated with restructuring or other exit activities. See Note 12, “Restructuring and Other Charges,” of the Notes
to Unaudited Condensed Consolidated Financial Statements for more information.

(5) Represents loss on extinguishment of debt resulting from the redemption price of senior notes and the write-off of deferred issuance
costs related to the July 2019 early extinguishment of $1.9 billion of outstanding senior notes and the amendment to the credit
agreement, which was effective upon the consummation of the sale of Epsilon.

Segment Revenue and Adjusted EBITDA, net

Three Months Ended September 30,

Nine Months Ended September 30,

2020 2019 % Change 2020 2019 % Change
(in millions, except percentages)
Revenue:
LoyaltyOne 184.8 $ 245.5 25% § 5339 § 700.7 24)%
Card Services 865.7 1,192.0 27) 2,877.5 3,419.3 (16)
Corporate/Other — 0.1 nm * 0.1 0.3 nm *
Total 1,050.5 $ 1,437.6 ChH% $ 34115 % 4,120.3 7%
Adjusted EBITDA, net:
LoyaltyOne 40.1 S 58.2 BH% $ 1418 § 164.3 (149)%
Card Services 233.1 328.0 (29) 407.2 910.1 (55)
Corporate/Other (23.7) (18.9) 25 (59.8) (80.9) (26)
Total 2495 § 367.3 32% $ 489.2 $ 993.5 (51)%

*  not meaningful

Three months ended September 30, 2020 compared to the three months ended September 30, 2019

Revenue. Total revenue decreased $387.1 million, or 27%, to $1,050.5 million for the three months ended September
30, 2020 from $1,437.6 million for the three months ended September 30, 2019. The decrease was due to the following:

®  LoyaltyOne. Revenue decreased $60.7 million, or 25%, to $184.8 million for the three months ended September
30, 2020 as revenue from our short-term loyalty programs decreased $28.8 million due to a decline in programs
in markets across most regions due to the impact of COVID-19. In response to COVID-19, certain of our
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customers have delayed their short-term loyalty programs, which may continue to negatively impact our
redemption revenue in the final quarter of 2020. Additionally, the sale of Precima in January 2020 resulted in a
$22.9 million decrease in revenue as compared to the prior year quarter. Coalition program brand and redemption
revenue were negatively impacted by an 8% decline in AIR MILES reward miles issued and a 36% decline in
AIR MILES reward miles redeemed, respectively.

Card Services. Revenue decreased $326.3 million, or 27%, to $865.7 million for the three months ended
September 30, 2020, driven by a $323.1 million decrease in finance charges, net due to a decline in receivables
resulting from lower sales volumes due to COVID-19 and a decline in yield attributable to forbearance programs
offered, including waivers of late fees, in response to COVID-19, as well as interest rate cuts by the Federal
Reserve.

Adjusted EBITDA, net. Adjusted EBITDA, net decreased $117.8 million, or 32%, to $249.5 million for the three
months ended September 30, 2020 from $367.3 million for the three months ended September 30, 2019. The decrease was
due to the following:

LoyaltyOne. Adjusted EBITDA, net decreased $18.1 million, or 31%, to $40.1 million for the three months ended
September 30, 2020, due to lost margin on the revenue declines discussed above, offset in part by improved
expense management, including cost saving initiatives executed in 2019. Restructuring and other charges of $42.0
million for the three months ended September 30, 2019 were excluded from adjusted EBITDA, net.

Card Services. Adjusted EBITDA, net decreased $94.9 million, or 29%, to $233.1 million for the three months
ended September 30, 2020 due to the decrease in revenue as discussed above, offset in part by a decrease in cost
of operations due to reduced volumes and cost saving initiatives, an $89.6 million decline in the provision for
loan loss and a $59.9 million decline in valuation adjustments to certain portfolios held for sale in 2019.
Restructuring and other charges of $2.1 million for the three months ended September 30, 2019 were excluded
from adjusted EBITDA, net.

Corporate/Other. Adjusted EBITDA, net decreased $4.8 million to a loss of $23.7 million for the three months
ended September 30, 2020 due to a $3.0 million increase in tax reserve related to an audit and higher
discretionary benefits for the three months ended September 30, 2020. For the three months ended September 30,
2020, strategic transaction costs of $3.4 million were excluded from adjusted EBITDA, net. For the three months
ended September 30, 2019, loss on extinguishment of debt of $71.9 million, restructuring costs of $10.8 million
and strategic transaction costs of $2.2 million were excluded from adjusted EBITDA, net.

Nine months ended September 30, 2020 compared to the nine months ended September 30, 2019

Revenue. Total revenue decreased $708.8 million, or 17%, to $3,411.5 million for the nine months ended September
30, 2020 from $4,120.3 million for the nine months ended September 30, 2019. The decrease was due to the following:

LoyaltyOne. Revenue decreased $166.8 million, or 24%, to $533.9 million for the nine months ended September
30, 2020 as revenue from our short-term loyalty programs decreased $91.6 million due to a decline in programs
in markets across most regions due to the impact of COVID-19. Additionally, the sale of Precima in January 2020
resulted in a $56.6 million decrease in revenue as compared to the prior year.

Card Services. Revenue decreased $541.8 million, or 16%, to $2,877.5 million for the nine months ended
September 30, 2020, driven by a $529.5 million decrease in finance charges, net due to a decline in receivables
due to lower volumes resulting from COVID-19 store closures and a decrease in yield due to forbearance
programs offered in response to COVID-19.

Adjusted EBITDA, net. Adjusted EBITDA, net decreased $504.3 million, or 51%, to $489.2 million for the nine
months ended September 30, 2020 from $993.5 million for the nine months ended September 30, 2019. The net decrease
was due to the following:

LoyaltyOne. Adjusted EBITDA, net decreased $22.5 million, or 14%, to $141.8 million for the nine months
ended September 30, 2020, due to lost margin on the revenue declines discussed above, offset in part by
improved expense management, including cost saving initiatives executed in 2019. For the nine months ended
September 30, 2020, the $8.0 million gain on the sale of Precima, net of transaction costs was excluded from
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adjusted EBITDA, net. For the nine months ended September 30, 2019, restructuring and other charges of $49.9
million were excluded from adjusted EBITDA, net.

®  Card Services. Adjusted EBITDA, net decreased $502.9 million, or 55%, to $407.2 million for the nine months
ended September 30, 2020 primarily due to the decrease in revenue as discussed above and a $306.9 million
increase in provision for loan loss due to the weaker macroeconomic environment and the impact of COVID-19,
as well as the implementation of the CECL model. These decreases were offset in part by a $153.6 million
decrease in valuation adjustments to certain portfolios within credit card receivables held for sale and reductions
in cost of operations due to cost saving initiatives executed in the fourth quarter of 2019. For the nine months
ended September 30, 2020, asset impairments of $34.2 million were excluded from adjusted EBITDA, net.

®  Corporate/Other. Adjusted EBITDA, net improved $21.1 million to a loss of $59.8 million for the nine months
ended September 30, 2020 due to cost saving initiatives implemented in 2019, which among other items included
reduced headcount, office space, charitable contributions and overall corporate overhead costs. For the nine
months ended September 30, 2020, strategic transaction costs of $6.5 million were excluded from adjusted
EBITDA, net. For the nine months ended September 30, 2019, loss on extinguishment of debt of $71.9 million,
restructuring costs of $33.1 million and strategic transaction costs of $4.7 million were excluded from adjusted
EBITDA, net.

Asset Quality

Our delinquency and net charge-off rates reflect, among other factors, the credit risk of our credit card and loan
receivables, the success of our collection and recovery efforts, and general economic conditions.

Delinquencies. A credit card account is contractually delinquent if we do not receive the minimum payment by the
specified due date on the cardholder’s statement. Our policy is to continue to accrue interest and fee income on all credit
card accounts, except in limited circumstances, until the credit card account balance and all related interest and other fees
are paid or charged-off, typically at 180 days delinquent. When an account becomes delinquent, a message is printed on the
credit cardholder’s billing statement requesting payment. After an account becomes 30 days past due, a proprietary
collection scoring algorithm automatically scores the risk of the account becoming further delinquent. The collection
system then recommends a collection strategy for the past due account based on the collection score and account balance
and dictates the contact schedule and collections priority for the account. If we are unable to make a collection after
exhausting all in-house collection efforts, we may engage collection agencies and outside attorneys to continue those
efforts.

The following table presents the delinquency trends of our credit card and loan receivables portfolio based on the
principal balances of our credit card and loan receivables:

September 30, % of December 31, % of
2020 Total 2019 Total
(in millions, except percentages)
Receivables outstanding — principal $ 14,806.8 100.0 % $ 18,413.1 100.0 %
Principal receivables balances contractually delinquent:
31 to 60 days $ 2213 1.5% $ 337.4 1.8 %
61 to 90 days 147.9 1.0 233.6 1.3
91 or more days 328.0 2.2 496.5 2.7
Total $ 697.2 47 % $ 1,067.5 5.8 %

In response to the COVID-19 pandemic, we have offered forbearance programs to affected cardholders, which provide
for short-term modifications in the form of payment deferrals and late fee waivers to borrowers who were current as of
their most recent billing cycle prior to the announcement of the forbearance programs. Those accounts receiving
forbearance relief may not advance to the next delinquency cycle, including eventually to charge-off, in the same
timeframe that would have occurred had the forbearance relief not been granted.

51




Index

Net Charge-Offs. Our net charge-offs include the principal amount of losses from cardholders unwilling or unable to
pay their account balances, as well as bankrupt and deceased credit cardholders, less recoveries and exclude charged-off
interest, fees and fraud losses. Charged-off interest and fees reduce finance charges, net while fraud losses are recorded as
an expense. Credit card and loan receivables, including unpaid interest and fees, are charged-off in the month during which
an account becomes 180 days contractually past due, except in the case of customer bankruptcies or death. Credit card and
loan receivables, including unpaid interest and fees, associated with customer bankruptcies or death are charged-off in each
month subsequent to 60 days after the receipt of notification of the bankruptcy or death, but in any case, not later than the
180-day contractual time frame.

The net charge-off rate is calculated by dividing net charge-offs of principal receivables for the period by the average
credit card and loan receivables for the period. Average credit card and loan receivables represent the average balance of
the cardholder receivables at the beginning of each month in the periods indicated. The following table presents our net
charge-offs for the periods indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2020 2019 2020 2019
(in millions, except percentages)

Average credit card and loan receivables $15299.6 $17,448.8 $§$ 16,570.1 $ 17,032.2
Net charge-offs of principal receivables 223.1 242.8 847.9 769.6
Net charge-offs as a percentage of average credit card and loan
receivables 5.8 % 5.6 % 6.8 % 6.0 %

See Note 6, “Credit Card and Loan Receivables,” of the Notes to Unaudited Condensed Consolidated Financial
Statements for additional information related to the securitization of our credit card receivables.

Liquidity and Capital Resources
Cash Flow Activity

Operating Activities. We generated cash flow from operating activities of $1,488.6 million and $1,530.2 million for the
nine months ended September 30, 2020 and 2019, respectively. The year-over-year decrease in operating cash flows of
$41.6 million was due to a decrease in working capital and the impact of the sale of Epsilon.

Investing Activities. Cash provided by investing activities was $3,364.8 million and $3,650.5 million for the nine
months ended September 30, 2020 and 2019, respectively. Significant components of investing activities are as follows:

®  Credit card and loan receivables. Cash increased $3,107.8 million for the nine months ended September 30, 2020
due to a decrease in credit card and loan receivables in 2020 resulting from lower sales volumes due to COVID-
19, as strong payment rates maintained. Cash decreased $678.2 million for the nine months ended September 30,
2019 due to growth in credit card and loan receivables.

®  Proceeds from sale of business. During the nine months ended September 30, 2020, we received cash
consideration of $26.7 million from the sale of Precima. During the nine months ended September 30, 2019, we
received cash consideration of $4,369.6 million from the sale of Epsilon.

®  Proceeds from sale of credit card portfolios. During the nine months ended September 30, 2020, we received cash
consideration of $289.5 million from the sale of a credit card portfolio. During the nine months ended September
30, 2019, we received cash consideration of $980.0 million from the sale of six credit card portfolios.

®  Purchase of credit card portfolios. During the nine months ended September 30, 2019, we paid cash consideration
of $924.8 million to acquire four credit card portfolios.

®  Capital expenditures. Cash paid for capital expenditures was $37.9 million and $119.2 million for the nine
months ended September 30, 2020 and 2019, respectively. Capital expenditures for the nine months ended
September 30, 2019 included $55.8 million related to our divested Epsilon segment, which was presented as a
discontinued operation in the prior year period.

52




Index

Financing Activities. Cash used in financing activities was $5,064.3 million and $4,096.1 million for the nine months
ended September 30, 2020 and 2019, respectively. Significant components of financing activities are as follows:

®  Debt. Cash decreased $44.5 million for the nine months ended September 30, 2020 due to repayments of our term
loans. In September 2020, we issued $500.0 million in senior notes and used the net proceeds of $493.8 million to
make a prepayment of our term debt under our amended credit agreement. Cash decreased $2,887.5 million as a
result of net repayments for the nine months ended September 30, 2019, primarily due to the July 2019 early
extinguishment of $1.9 billion outstanding senior notes upon consummation of the sale of Epsilon and the
mandatory payment of $500.0 million on our revolving credit facility.

®  Non-recourse borrowings of consolidated securitization entities. Cash decreased $2,945.0 million and $755.4
million for the nine months ended September 30, 2020 and 2019, respectively, due to net repayments and
maturities under the asset-backed term notes and conduit facilities as well as declines in credit card and loan
receivables for the nine months ended September 30, 2020.

®  Deposits. Cash decreased $2,012.0 million and increased $709.4 million for the nine months ended September 30,
2020 and 2019, respectively, due to timing of maturities and issuances.

®  Dividends. Cash paid for quarterly dividends and dividend equivalents was $50.5 million and $97.4 million for
the nine months ended September 30, 2020 and 2019, respectively. Starting in the second quarter of 2020, the
quarterly dividend was reduced from $0.63 to $0.21 per common share.

®  Treasury shares. Cash paid for treasury shares was $975.9 million for the nine months ended September 30, 2019.
We did not repurchase any shares of our outstanding common stock for the nine months ended September 30,
2020.

Liquidity

Our primary sources of liquidity include cash generated from operating activities, our credit agreements and issuances
of debt or equity securities, our credit card securitization program and deposits issued by Comenity Bank and Comenity
Capital Bank. In addition to our efforts to renew and expand our current liquidity sources, we continue to seek new funding
sources. We introduced a consumer retail deposit platform in 2019, and retail deposits comprised approximately $1.7
billion of our $10.2 billion in deposits outstanding at September 30, 2020.

Our primary uses of cash are for ongoing business operations, repayments of our debt, capital expenditures,
investments or acquisitions, stock repurchases and dividends.

We believe that internally generated funds and other sources of liquidity discussed below will be sufficient to meet
working capital needs, capital expenditures, and other business requirements for at least the next 12 months. However,
continued volatility in the financial and capital markets due to COVID-19 may limit our access to or increase our cost of
capital or make capital unavailable on terms acceptable to us or at all.

Debt
Senior Notes

In September 2020, we issued and sold $500.0 million aggregate principal amount of 7.000% senior notes due January
15, 2026. The Senior Notes due 2026 accrue interest on the principal amount at the rate of 7.000% per annum from
September 22, 2020, payable semi-annually in arrears, on March 15 and September 15 of each year, beginning on March
15, 2021. The Senior Notes due 2026 will mature on January 15, 2026, subject to earlier repurchase or redemption.

Credit Agreement

In September 2020, we amended our credit agreement to (a) increase the maximum total leverage ratio, (b) decrease
the minimum interest coverage ratio, and (c) increase the maximum permitted average delinquency ratios for Comenity
Bank, and to make certain other amendments. The amendment also required us to prepay the term loans upon
consummation of the offering of the Senior Notes due 2026 with a prepayment in an amount equal to the net proceeds from
the offering, which obligation was satisfied in full with a prepayment of $493.8 million. See Note 13, “Debt,” of the Notes
to Unaudited Condensed Consolidated Financial Statements for additional information.
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As of September 30, 2020, we had no amounts outstanding under our revolving line of credit and total availability of
$750.0 million. Our total leverage ratio, as defined in our credit agreement, was 2.3 to 1 at September 30, 2020, as
compared to the maximum covenant ratio of 3.5 to 1.

As of September 30, 2020, we were in compliance with our debt covenants.
BrandLoyalty Credit Agreement

In April 2020, BrandLoyalty terminated its existing facility and entered into a new credit agreement to provide for a
committed revolving line of credit of €30.0 million ($35.2 million as of September 30, 2020), an uncommitted revolving
line of credit of €30.0 million ($35.2 million as of September 30, 2020), and an accordion feature permitting BrandLoyalty
to request an increase in either the committed or uncommitted revolving line of credit up to €80.0 million ($93.8 million as
of September 30, 2020) in aggregate. The revolving lines of credit mature in April 2023, subject to BrandLoyalty’s request
to extend for two additional one-year terms at the discretion of the lenders. As of September 30, 2020, we had no amounts
outstanding under our BrandLoyalty Credit Agreement.

Funding Sources
Deposits

We utilize certificates of deposit and money market deposits to finance the operating activities, including funding for
our non-securitized credit card receivables, and fund securitization enhancement requirements of our bank subsidiaries,
Comenity Bank and Comenity Capital Bank.

As of September 30, 2020, we had $6.3 billion in certificates of deposit outstanding with interest rates ranging from
0.60% to 4.00% and maturities ranging from October 2020 to September 2025. Certificate of deposit borrowings are
subject to regulatory capital requirements.

As of September 30, 2020, we had $3.9 billion in money market deposits outstanding with interest rates ranging from
0.34% to 3.50%. Money market deposits are redeemable on demand by the customer and, as such, have no scheduled
maturity date.

Securitization Program

We sell a majority of the credit card receivables originated by Comenity Bank to WFN Credit Company, LLC, which
in turn sells them to World Financial Network Credit Card Master Trust, World Financial Network Credit Card Master
Note Trust, or Master Trust I, and World Financial Network Credit Card Master Trust I1I, or Master Trust III, or
collectively, the WFN Trusts, as part of our credit card securitization program, which has been in existence since
January 1996. We also sell our credit card receivables originated by Comenity Capital Bank to World Financial Capital
Credit Company, LLC, which in turn sells them to World Financial Capital Master Note Trust, or the WFC Trust. These
securitization programs are a principal vehicle through which we finance Comenity Bank’s and Comenity Capital Bank’s
credit card receivables.

As of September 30, 2020, the WFN Trusts and the WFC Trust had approximately $10.5 billion of securitized credit
card receivables. Securitizations require credit enhancements in the form of cash, spread deposits, additional receivables
and subordinated classes. The credit enhancement is principally based on the outstanding balances of the series issued by
the WFN Trusts and the WFC Trust and by the performance of the credit card receivables in these credit card securitization
trusts.

In April 2020, Master Trust I amended its 2009-VFN conduit facility, decreasing the capacity from $1.18 billion to
$1.0 billion and extending the maturity to July 2021. In April 2020, Master Trust III amended its 2009-VFC conduit
facility, decreasing the capacity from $1.3 billion to $1.0 billion and extending the maturity to July 2021.

In September 2020, Master Trust I amended its 2009-VFN conduit facility, extending the maturity to October 2022. In
September 2020, Master Trust IIT amended its 2009-VFC conduit facility, decreasing the capacity from $1.0 billion to
$700.0 million and extending the maturity to April 2022. In September 2020, the WFC Trust amended its 2009-VFN
conduit facility, decreasing the capacity from $2.2 billion to $1.5 billion and extending the maturity to April 2022.
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At September 30, 2020, we had $4.4 billion of non-recourse borrowings of consolidated securitization entities, of
which $2.1 billion is due within the next 12 months. As of September 30, 2020, total capacity under the conduit facilities
was $3.2 billion, of which $335.0 million had been drawn and was included in non-recourse borrowings of consolidated
securitization entities in the unaudited condensed consolidated balance sheets.

The following table shows the maturities of borrowing commitments as of September 30, 2020 for the WFN Trusts
and the WFC Trust by year:

2020 2021 2022 2023 Thereafter Total
(in millions)
Term notes $ 5922 §$ 18521 $ 15717 § — 3 — $ 4,016.0
Conduit facilities (D — — 3,200.0 — — 3,200.0
Total @ $ 5922 $ 1,852.1 $ 47717 $ — % — $ 7,216.0

(1) Amount represents borrowing capacity, not outstanding borrowings.

() Total amounts do not include $495.2 million of debt issued by the credit card securitization trusts that was retained by
us and eliminated in the unaudited condensed consolidated financial statements.

See Note 13, “Debt,” of the Notes to Unaudited Condensed Consolidated Financial Statements for additional
information regarding our debt.

Regulatory Matters

Quantitative measures established by regulations to ensure capital adequacy require Comenity Bank and Comenity
Capital Bank to maintain minimum amounts and ratios of Common Equity Tier 1, Tier 1 and total capital to risk weighted
assets and of Tier 1 capital to average assets. Comenity Bank and Comenity Capital Bank are considered well capitalized.
The actual capital ratios and minimum ratios as of September 30, 2020 are as follows:

Minimum Ratio to be
Minimum Ratio for ~ Well Capitalized under

Actual Capital Adequacy Prompt Corrective
Ratio Purposes Action Provisions
Comenity Bank
Tier 1 capital to average assets 17.6 % 4.0 % 5.0 %
Common Equity Tier 1 capital to risk-weighted assets 20.4 4.5 6.5
Tier 1 capital to risk-weighted assets 20.4 6.0 8.0
Total capital to risk-weighted assets 21.7 8.0 10.0
Comenity Capital Bank
Tier 1 capital to average assets 14.1 % 4.0 % 5.0 %
Common Equity Tier 1 capital to risk-weighted assets 16.7 4.5 6.5
Tier 1 capital to risk-weighted assets 16.7 6.0 8.0
Total capital to risk-weighted assets 18.0 8.0 10.0

Comenity Bank and Comenity Capital Bank have adopted the option provided by the interim final rule issued by joint
federal bank regulatory agencies, which largely delays the effects of CECL on its regulatory capital for the next two years,
after which the effects will be phased-in over a three-year period from January 1, 2022 through December 31, 2024. Under
the interim final rule, the amount of adjustments to regulatory capital deferred until the phase-in period includes both the
initial impact of our adoption of CECL at January 1, 2020 and 25% of subsequent changes in our allowance for credit
losses during each quarter of the two-year period ended December 31, 2021.

Stock Repurchase Programs

We had an authorized stock repurchase program to acquire up to $1.1 billion of our outstanding common stock from
July 5, 2019 through June 30, 2020. At December 31, 2019 we had $347.8 million remaining under the stock repurchase
program. On April 23, 2020, we announced the suspension of our stock repurchase program. The stock repurchase program
expired on June 30, 2020, and $347.8 million of this program expired unused. During 2020, the Company did not
repurchase any shares of its outstanding common stock under its authorized stock repurchase program.
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Dividends

On January 30, 2020, our Board of Directors declared a quarterly cash dividend of $0.63 per share on our common
stock to stockholders of record at the close of business on February 14, 2020, resulting in a dividend payment of $30.0
million on March 19, 2020.

On April 23, 2020, our Board of Directors declared a quarterly cash dividend of $0.21 per share on our common stock
to stockholders of record at the close of business on May 14, 2020, resulting in a dividend payment of $10.0 million on
June 18, 2020.

On July 23, 2020, our Board of Directors declared a quarterly cash dividend of $0.21 per share on our common stock
to stockholders of record at the close of business on August 14, 2020, resulting in a dividend payment of $10.0 million on
September 18, 2020.

On October 29, 2020, our Board of Directors declared a quarterly cash dividend of $0.21 per share on our common
stock to stockholders of record at the close of business on November 13, 2020, with a dividend payment date of December
18, 2020.

Additionally, we paid $0.5 million in cash related to dividend equivalent rights for the nine months ended September
30, 2020.

Critical Accounting Policies and Estimates

With the exception of the adoption of ASC 326, there have been no significant changes to our critical accounting
policies and estimates from the information provided in Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” included in our Annual Report filed on Form 10-K for the fiscal year ended
December 31, 2019. See “Recently Adopted Accounting Standards” under Note 1, “Summary of Significant Accounting
Policies,” of the Notes to Unaudited Condensed Consolidated Financial Statements for information regarding the adoption
of ASC 326 on January 1, 2020.

Recently Issued Pronouncements
See “Recently Issued Accounting Standards” under Note 1, “Summary of Significant Accounting Policies,” of the

Notes to Unaudited Condensed Consolidated Financial Statements for a discussion of certain accounting standards recently
issued.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Market Risk

Market risk is the risk of loss from adverse changes in market prices and rates. Our primary market risks include
interest rate risk, credit risk, and foreign currency exchange rate risk.

Except for the broad, continuing negative impacts of the COVID-19 pandemic on the global economy and major
financial markets and the risk factors described in Part II Item 1A included in this report, there has been no other material
change from our Annual Report on Form 10-K for the year ended December 31, 2019 or our Quarterly Reports on Form
10-Q for the quarters ended March 31, 2020 and June 30, 2020 related to our exposure to market risk from interest rate
risk, credit risk, and foreign currency exchange rate risk.

Item 4. Controls and Procedures.
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

As of September 30, 2020, we carried out an evaluation, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and

operation of our disclosure controls and procedures pursuant to Rule 13a-15 of the Securities Exchange Act of 1934. Based
upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that as of September 30,
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2020 (the end of our third fiscal quarter), our disclosure controls and procedures are effective. Disclosure controls and
procedures are controls and procedures designed to ensure that information required to be disclosed in our reports filed or
submitted under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time
periods specified in the SEC’s rules and forms and include controls and procedures designed to ensure that information we
are required to disclose in such reports is accumulated and communicated to management, including our Chief Executive
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal control over financial reporting that occurred during our third quarter 2020
that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II
Item 1. Legal Proceedings.

From time to time we are involved in various claims and lawsuits arising in the ordinary course of our business that we
believe will not have a material adverse effect on our business or financial condition, including claims and lawsuits
alleging breaches of our contractual obligations. See /ndemnification in Note 15, “Commitments and Contingencies,” of
the Notes to Unaudited Condensed Consolidated Financial Statements.

Item 1A. Risk Factors.

Other than as set forth below, there have been no material changes to the Risk Factors previously disclosed in our
Annual Report on Form 10-K for the year ended December 31, 2019 or our Quarterly Reports on Form 10-Q for the
quarters ended March 31, 2020 and June 30, 2020.

Impacts related to the COVID-19 pandemic are expected to continue to pose risks to our business for the foreseeable
Sfuture, heighten many of our known risks and may have a material adverse impact on our results of operations,
financial condition and liquidity.

On March 11, 2020, the WHO declared the current coronavirus, or COVID-19, outbreak to be a global pandemic. Both
prior to and in response to this declaration and the rapid spread of COVID-19 around the world and within the United
States, international, federal, state and local government or other authorities have instituted certain preventative measures,
including border closures, travel bans, prohibitions on group events and gatherings, shutdowns or other operational
restrictions on certain businesses, curfews, shelter-in-place orders, quarantines and recommendations to practice social
distancing. Certain jurisdictions have begun reopening only to return to more stringent restrictions where increases in
COVID-19 cases occur. These restrictions have continued to disrupt economic activity worldwide, resulting in volatility in
the global capital markets, instability in the credit and financial markets, reduced commercial and consumer confidence and
spending, widespread furloughs and layoffs, closure or restricted operating conditions for retail stores, labor shortages,
regulatory recommendations to provide relief for impacted consumer borrowers and depositors, disruption in supply chains
(including availability of raw materials, ability to manufacture goods and delivery of finished products to suppliers and
retailers), and near complete cessation of many hospitality and travel industry operations. Even as governmental
restrictions are lifted and economies gradually reopen, the ongoing economic impacts, including government economic
stimulus and health concerns associated with the pandemic may continue to affect consumer behavior, spending levels and
retail preferences.

Specific impacts on our operations and financial results include, but are not limited to, the following:

®  Short and long-term difficulties of our retail partners in consumer-based businesses due to restricted foot traffic,
any inability to convert in-store sales to e-commerce, trouble maintaining supply chain integrity for both
availability of desired products and delivery to end consumers, and reduced consumer confidence and spending
may result in increased bankruptcy risk for our retail partners, decreased retail credit sales and decreases in our
credit card and loan receivables balances.

® Decreased retail credit sales reduces the usage of our private label and co-brand credit cards, which reduces our
revenue from finance charges and other servicing fees.
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Rising unemployment, the potential for rising consumer bankruptcies and the expectation that we will offer, for a
temporary period of time, forbearance programs for impacted cardholders both reduces or delays our revenue
from finance charges and other servicing fees and increases our exposure to rising delinquencies, net charge-offs
in credit card and loan receivables and increases to our allowance for loan loss.

Deferral of short-term programs or the inability to source or deliver rewards for these programs across borders
may reduce or defer revenue or increase our costs of operations.

Reduced demand for hospitality, airline and other travel-related rewards within our AIR MILES Reward Program
due to the multiple COVID-19 restrictions noted negatively impacts redemption revenue as collectors both
changed existing reward travel and are unable to schedule future reward travel with any certainty as to the
duration of restrictions.

Volatility in the financial markets may increase our cost of capital and/or limit its availability, and prolonged
periods of increased financial stress enhance the potential for a rating downgrade on our asset-backed debt, the
occurrence of early amortization events as well as non-compliance with financial covenants or other events of
default across our significant asset-backed and other indebtedness.

Increased operational risk, including impacts to our data and call center network integrity and availability in
addition to heightened cybercriminal activity and other payment fraud risk in this environment of e-commerce
and online banking reliance, may affect our ability to timely and effectively meet the needs of both our clients and
cardholders across our lines of business.

Increased risks to the health and safety of our associates and that of our third-party vendors may impact our
ability to maintain service levels for our partners.

To the extent the COVID-19 pandemic adversely affects our business, results of operations, financial condition and
liquidity, many of the other risks described in the “Risk Factors” section of our Annual Report on Form 10-K for the fiscal
year ended December 31, 2019 may also be heightened. The complete impact of COVID-19 on our business, results of
operations, financial condition and liquidity remains dependent on future developments, including the duration, or any
continued recurrence, of the pandemic and the related length and severity of its impact on the global economy, which
cannot be predicted at this time.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

The following table presents information with respect to purchases of our common stock made during the three months
ended September 30, 2020:

Total Number of Approximate Dollar
Shares Purchased as  Value of Shares that

Part of Publicly May Yet Be

Total Number of Average Price Paid Announced Plans or Purchased Under the
Period Shares Purchased () per Share Programs Plans or Programs @
(Dollars in millions)

During 2020:
July 1-31 4,343 $ 41.91 — 3 —
August 1-31 4,449 45.72 — —
September 1-30 4,398 45.13 — —
Total 13,190 $ 44.27 — —

(1) During the period represented by the table, 13,190 shares of our common stock were purchased by the administrator
of our 401(k) and Retirement Savings Plan for the benefit of the employees who participated in that portion of the
plan.

() The Company’s stock repurchase program expired on June 30, 2020.
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Item 3. Defaults Upon Senior Securities.

None

Item 4. Mine Safety Disclosures.

Not applicable.

Item 5. Other Information.

(a) None
(b) None

Item 6. Exhibits.

(a) Exhibits:
EXHIBIT INDEX
Incorporated by Reference
Exhibit Filing
No. Filer Description Form Exhibit Date
3.1 (a) Third Amended and Restated Certificate of Incorporation of the 8-K 32 6/10/16
Registrant.
3.2 (a)  Certificate of Designations of Series A Preferred Non-Voting 8-K 3.1 4/29/19
Convertible Preferred Stock of the Registrant.
33 (a) Fifth Amended and Restated Bylaws of the Registrant. 8-K 3.1 2/1/16
4 (a) Specimen Certificate for shares of Common Stock of the Registrant. 10-Q 4 8/8/03
10.1 (b)  Second Addendum to Appendix A of Third Amended and Restated 10-D  99.2  9/14/20
(©) Service Agreement, as Amended, dated as of August 26, 2020, by,
(d) and between Comenity Servicing LLC and Comenity Bank.
#10.2 (a)  Indenture, dated as of September 22, 2020, among Alliance Data 8-K 4.1 9/23/20
Systems Corporation, certain of its subsidiaries as guarantors and
MUEG Union Bank, N.A., as trustee (including the form of the
Company’s 7.000% Senior Note due January 15, 2026).
10.3 (a) Sixth Amendment to Amended and Restated Credit Agreement, 8-K 102  9/23/20
dated as of September 22, 2020, by and among Alliance Data
Systems Corporation, certain of its subsidiaries as guarantors, Wells
Fargo Bank, National Association, as administrative agent, and
various other agents and lenders.
*"10.4 (a) Second Amendment to Private Label Credit Card Program

Agreement, dated as of October 23, 2020, by and among_Victoria’s
Secret Stores, LLC, VS Service Company, LLC by change of name

and organizational form from L Brands Direct Marketing, Inc., and L

Brands Direct Fulfillment, LLC by change of organizational form

from L Brands Direct Fulfillment, Inc., and VSPR Store Operations,

and Comenity Bank.
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Index

Incorporated by Reference

Exhibit Filing
No. Filer Description Form Exhibit Date
*31.1 (a) Certification of Chief Executive Officer of Alliance Data Systems

Corporation pursuant to Rule 13a-14(a) promulgated under the
Securities Exchange Act of 1934, as amended.

*31.2 (a) Certification of Chief Financial Officer of Alliance Data Systems
Corporation pursuant to Rule 13a-14(a)_promulgated under the
Securities Exchange Act of 1934, as amended.

*32.1 (a) Certification of Chief Executive Officer of Alliance Data Systems
Qurities Exchange Act of 1934, as a;n-ended, and Section 1350 of
Chapter 63 of Title 18 of the United States Code.

*32.2 (a)  Certification of Chief Financial Officer of Alliance Data Systems
Corporation pursuant to Rule 13a-14(b)_promulgated under the
Securities Exchange Act of 1934, as amended, and Section 1350 of
Chapter 63 of Title 18 of the United States Code.

*101 (a) The following financial information from Alliance Data Systems
Corporation’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2020, formatted in Inline XBRL: (i) Condensed
Consolidated Balance Sheets, (ii) Condensed Consolidated
Statements of Income (Loss), (iii) Condensed Consolidated
Statements of Comprehensive Income (Loss), (iv) Condensed
Consolidated Statements of Stockholders’ Equity, (v) Condensed
Consolidated Statements of Cash Flows and (vi) Notes to Condensed
Consolidated Financial Statements.

*104 (a)  Cover Page Interactive Data File (formatted as Inline XBRL and
contained in Exhibit 101).
*  Filed herewith
Management contract, compensatory plan or arrangement

#  Certain exhibits have been omitted pursuant to Item 601(a)(5) of Regulation S-K. Alliance Data hereby undertakes to
furnish supplementally copies of any of the omitted exhibits upon request by the U.S. Securities and Exchange
Commission.

Pursuant to Item 601 (b)(10)(iv) of Regulation S-K, certain identified information has been excluded from this exhibit
because it is both not material and would likely cause competitive harm to the registrant if publicly disclosed.
Addendums have been omitted pursuant to Item 601(a)(5) of Regulation S-K. Registrant hereby undertakes to furnish
supplementally an unredacted copy of the exhibit or a copy of any omitted addendum upon request by the U.S.
Securities and Exchange Commission.

(a) Alliance Data Systems Corporation

(b) WEN Credit Company

(c¢) World Financial Network Credit Card Master Trust

(d) World Financial Network Credit Card Master Note Trust
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

ALLIANCE DATA SYSTEMS CORPORATION
By: /s/ TIMOTHY P. KING

Timothy P. King
Executive Vice President and Chief Financial Officer

Date: November 4, 2020
By: /ss LAURA SANTILLAN
Laura Santillan
Senior Vice President and Chief Accounting Officer

Date: November 4, 2020
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EXHIBIT 10.4

CERTAIN IDENTIFIED INFORMATION HAS BEEN EXCLUDED FROM THE EXHIBIT BECAUSE
IT IS BOTH NOT MATERIAL AND WOULD LIKELY CAUSE COMPETITIVE HARM TO THE
REGISTRANT IF PUBLICLY DISCLOSED. SUCH EXCLUSIONS HAVE BEEN MARKED WITH A

[****].

SECOND AMENDMENT TO PRIVATE LABEL CREDIT CARD PROGRAM AGREEMENT

This Second Amendment (“Second Amendment”) to that certain Private Label Credit Card Program Agreement
dated June 29, 2018 is made and entered into effective this 23rd day of October, 2020 (“Second Amendment
Effective Date”) by and between Victoria’s Secret Stores, LLC (“Victoria’s Secret”), VS Service Company,
LLC by change of name and organizational form from L Brands Direct Marketing, Inc., and L Brands Direct
Fulfillment, LLC by change of organizational form from L Brands Direct Fulfillment, Inc. (collectively referred
to as “Direct”), and VSPR Store Operations, LLC by change of name from Puerto Rico Store Operations, LLC
(“Puerto Rico”) (“Victoria’s Secret, Direct, and Puerto Rico collectively hereinafter referred to as “VS”) and
Comenity Bank (“Bank™) (VS and Bank are referred to collectively as the “Parties”).

WHEREAS, VS and Bank entered into that certain Private Label Credit Card Program Agreement dated
June 29, 2018 (the “Agreement”);

WHEREAS, the Agreement provides that the Bank will convert the Credit Cards to Chip Cards once
VS has completed the necessary upgrade of its POS systems to accept such cards;

WHEREAS, the Parties desire to use services and network provided by Mastercard International Inc.
(“Mastercard”) to facilitate Chip Card transactions and enable certain digital functionality as described herein;
and

WHEREAS, VS and Bank desire to add and change terms to the Agreement as set forth in this Second
Amendment to accommodate these Program enhancements.

NOW, THEREFORE, for good and valuable consideration, the sufficiency of which has been agreed
upon by the parties, VS and Bank agree to supplement and amend the Agreement with the following terms
applicable to the utilization of the Mastercard services and private label network to facilitate Chip Card
transactions and enable certain related digital functionality:

1. Definitions. Each term used herein which is not defined in this Second Amendment shall have the
meaning assigned to such term in the Agreement. The following definitions shall apply for the purposes of this
Second Amendment:

“Digital Payment Application” means an end-user mobile application for the Plan that: (a) operates
with an Enabled Wallet and has been approved by VS and the applicable Enabled Wallet Provider; (b)
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enables the Digitization Enablement Services to provision a Credit Card to the Cardholder’s mobile
device; (c) can only be used to initiate contactless and DSRP Transactions payment transactions through
the Plan; and (d) is in compliance with the applicable Mastercard Requirements.

“Digitization Enablement Services” has the meaning set forth in Section 3.

“DSRP Implementation” means a software application that (a) complies with Mastercard’s Digital
Secure Remote Payment specifications; (b) is either implemented on VS’ e-commerce website or
otherwise allows a Cardholder to use a Token within an Enabled Wallet to initiate a payment transaction
with VS through the Plan without requiring the Enabled Wallet to interact with an NFC or RFID-
enabled point-of-sale device or other physical device (a “DSRP Transaction”); and (c) enables DSRP
Transactions solely with VS.

“DSRP Transaction” has the meaning set forth within “DSRP Implementation” above.

“Enabled Wallet” means any digital wallet that complies with all applicable Mastercard Requirements
and is approved by Mastercard, Bank and VS for use in the Plan.

“Enabled Wallet Provider” means a Person to whom Mastercard has licensed the applicable
documentation so that such Person may develop and provide an Enabled Wallet.

“M/Chip” means a payment application that Mastercard deems to be compatible with its published
specifications.

“M/Chip Card” has the meaning set forth in Section 3.

“M/Chip Digital Specifications” means the specification documents relating to the digital Services
and provided or made available to VS by Bank on behalf of Mastercard from time to time.

“M/Chip Manuals” means the documents relating to the Services and provided or made available to
VS by Bank on behalf of Mastercard from time to time.

“Marketing Materials” means all publicly released materials, digital or tangible, that market, promote
or otherwise publicly refer to a Party or its products or services, including banner advertisements and
promotional emails.

“Networks” means Visa Incorporated, Visa Europe, American Express Company, PayPal, Inc., JCB Co.
Ltd., China Union Pay Company Ltd., Discover Financial Services, FireEye, Inc., Fair Isaac
Corporation (FICO), any payment network, any financial institution which provides credit card, debit
card, or payment card authentication services, any other third Person that provides credit card, debit
card, or payment card authentication services, any other person or entity that Mastercard from time to
time determines to be included under this definition, and each of the foregoing Persons’ Affiliates, joint
ventures, successors, and assigns.

“Mastercard Property” means (a) the Digitization Enablement Services, the Mastercard
Requirements, the Tokens, Mastercard’s Marketing Materials, Mastercard’s Trademarks, and
Mastercard’s Confidential Information; (b) all other products, services, documentation, software, know-
how, and technology owned or used by Mastercard; (c) any derivative works, improvements and
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modifications made to any of the foregoing by Mastercard or its licensors or on its or their behalf,
regardless of whether based upon feedback, information or materials provided by VS or any other
Person.

“Mastercard Requirements” means the Mastercard Private Label Rules, M/Chip Digital
Specifications and the M/Chip Manuals provided to VS by Bank on Mastercard’s behalf in connection
with the services, as amended or supplemented by Mastercard in its sole discretion.

“PVL” Mastercard Private Label Program’s transaction authorization and settlement functionality.

“Token” means a numeric value generated by the Digitization Enablement Services that, for purposes
of the Plan: (a) is a surrogate for a Credit Card; (b) is issued in compliance with the EMVCo EMV
Payment Tokenization Specification Technical Framework Version 2.0, as amended from time to time;
(c) passes the basic validation rules for a primary account number (PAN), including the Luhn Formula
for Computing Modulus 10 Check Digit; and (d) can be used only in payment transactions initiated
from an Enabled Wallet for payment through the Plan.

“Trademarks” means trademarks, service marks, trade names, trade dress, logos, corporate names,
domain names, and other indicia of origin.

2. 2019/2020 Chip Card Reissue. Pursuant to Section 2.1(d) of the Agreement, VS represents that it
has completed the necessary upgrade of its POS systems to accept EMV-enabled Credit Cards with an
embedded microchip in order to support a conversion of the Credit Cards to M/Chip Cards. For avoidance of
doubt, M/Chip Cards are Credit Cards as defined in the Agreement and references to Credit Cards shall include
M/Chip Cards.

3.  Mastercard Services and Specifications. VS and Bank desire to use Mastercard’s services in
support of the following enhancements to the Plan: i) use of the PVL; ii) developing and issuing an EMV-
enabled Credit Card with an embedded microchip that is compatible with Mastercard’s specifications (“M/Chip
Card”); iii) tokenization services enabling the M/Chip Card to be digitized and provisioned into a digital wallet
(“Digitization Enablement Services”); and iv) enabling the ability to accept digital wallet payments within the
VS mobile application (“Digital Secure Remote Payments” or “DSRP”) (M/Chip Card, Digitization Enablement
Services and DSRP are collectively, the “Services”). Bank agrees to enter into a licensing and services
agreement with Mastercard to obtain the necessary rights and service commitments to implement the Services.

3.1 VS and Bank shall comply with the Mastercard Requirements as applicable to implement
and maintain the Services.

32 VS will take the actions and implement the capabilities necessary to implement and
maintain the Services. See the VS PLCC Angel Card Embedded Chip Project — High Level Scope/Processes
Review and Bank Implementation Guide attached hereto as Addendum A and incorporated herein by reference.

4. Digitization Enablement Services

4.1 The Digitization Enablement Services (as more fully described in the Mastercard
Requirements) include the following: (a) routing data in support of provisioning flows for M/Chip Cards
(including user identification and verification); (b) generating Tokens, designating Tokens to M/Chip Card, and

Page 3 of 9

CONFIDENTIAL AND PROPRIETARY INFORMATION
VS and Comenity Bank Second Amendment




provisioning Tokens to Enabled Wallets; (c) managing delivery of M/Chip Card art; (d) Token mapping; (e)
crypto validation; (f) customer service tools; and (g) routing instructions to Enabled Wallets based on
Mastercard and Bank events (e.g., lifecycle management events, such as Token suspensions and deactivations).
Notwithstanding anything to the contrary in this Second Amendment, M/Chip Cards will be enabled for
provisioning into only those digital wallets approved by Bank and VS in writing.

4.2 Token Issuer Data. VS and Bank agree that Mastercard may deliver the following
transaction-specific information to the user interfaces of Enabled Wallet Providers for payment transactions
executed through the Plan, such information may include, but is not limited to, the following: recordld,
transactionldentifier, transactionType, amount, currencyCode, authorizationStatus, transactionTimestamp,
merchantName, merchantType, merchantPostalCode, and tokenUniqueReference.

5. DSRP Implementation

5.1 VS acknowledges that in order to accept remote payment transactions initiated by a
Digital Payment Application (i.e., transactions where the Credit Card or an Enabled Wallet is not physically
present, such as in-app, online, and other e-commerce transactions), VS must have DSRP Implementation
enabled.

5.2 VS agrees to: a) use the Mastercard Requirements solely to develop DSRP
Implementations for use in the Plan, and b) use such DSRP Implementations solely for the purpose of
authorizing DSRP Transactions made through the Plan.

6. Plan Trademarks. For purposes of the utilization of the Mastercard services and private label
network to facilitate M/Chip Card transactions and enablement of certain related digital functionality VS hereby
grants to Bank, as of the Second Amendment Effective Date, a nonexclusive, worldwide, limited,
nontransferable license, to copy, distribute, display, and use VS’ Trademarks designated by VS to Bank for use
in the Plan, and agrees that Bank may sub-license those rights as needed to Mastercard and Enabled Wallet
Providers, solely as outlined below:

6.1 As described in the Mastercard Requirements, including for purposes of providing the
Digitization Enablement Services, including the right to display VS Trademarks as part of images of an M/Chip
Card that has been provisioned into an Enabled Wallet and on the user interface of Enabled Wallets.

6.2  Solely with advance written permission from VS, for Mastercard to promote, market, or
otherwise describe Mastercard’s tokenization, credentialing, and digital payments capabilities in any Marketing
Materials, including for the purpose of identifying the Plan as a program that uses such technology and services.

VS retains all rights in and to its Trademarks and all goodwill associated with use of the Trademarks shall inure
solely to VS’ benefit. Any permitted use of VS’ Trademarks will comply with all written trademark usage
guidelines provided by VS to Bank. VS shall have the right, in its sole and absolute discretion, to refuse any
proposed use of its Trademarks in or on any M/Chip Card, M/Chip Card image, Enabled Wallet, promotional or
marketing materials or otherwise; provided, however, that no reasonable use consistent with this Second
Amendment as required for providing the Digitization Enablement Services, as stated in Section 6.1 above, will
be refused. VS acknowledges that such a refusal may preclude VS’ utilization of the Mastercard services that
are the subject of this Second Amendment. Bank shall cease all use of the Name Rights licensed pursuant to
this Second Amendment upon the termination of this Second Amendment for any reason unless Bank retains
the Accounts after termination of the Second Amendment, in which case Bank may use such Name Rights
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solely in connection with the administration and collection of the balance due on the Accounts (or as otherwise
provided for in the Agreement).

7. Branding and Marketing.

7.1 VS and Bank shall ensure that no M/Chip Cards, Enabled Wallet created pursuant to
Section 5 or any Digital Payment Application shall bear any Mastercard, Cirrus, Maestro, or other Trademark
owned or used by Mastercard.

7.2. VS and Bank shall ensure that no M/Chip Cards issued or used in the Plan pursuant to
this Second Amendment shall bear the Trademark or functionality of any Networks.

8.  Mastercard Exclusivity for the Services. As of the Second Amendment Effective Date and
solely as it relates to the licenses granted to Bank by Mastercard for sub-license under this Second Amendment,
VS: (a) shall use the Digital Payment Application only for the Plan; (b) shall not obtain any tokenization,
provisioning, or similar services for the Plan from any Networks; and (c) shall not use in connection with the
Plan any Trademark associated with any Networks. The limitations and restrictions set forth in this Section 8
shall cease to apply upon expiration or termination of this Second Amendment.

9. Restrictions. Except as specifically set forth in this Second Amendment and then only for use in
connection with the Plan, VS shall not, and shall not permit any Person to: a) alter, enhance, modify, or create
derivative works of any portion of the Digitization Enablement Services, Mastercard Requirements, or M/Chip
Cards; b) use the Digitization Enablement Services, any Enabled Wallet created pursuant to Section 5, any
Digital Payment Application, any DSRP Implementation, the Mastercard Requirements, or any component of
any of the foregoing; c¢) use the M/Chip Cards or M/Chip Manuals without the prior written consent of Bank
(after Bank obtains consent from Mastercard); or d) distribute, license, offer to sell, sell, supply, or otherwise
provide, demonstrate, make, use, exploit, or otherwise transfer or disclose any portion of the Digitization
Enablement Services, any Enabled Wallet created pursuant to Section 5, any Digital Payment Application, any
DSRP Implementation, or Mastercard Requirements to any third Person.

10. Changes to Services and Mastercard Requirements. Mastercard may make global changes to
the Digitization Enablement Services and Mastercard Requirements from time to time. Provided that such
changes are applicable to all similar network participants, Bank and/or VS may be required to implement
changes to their systems in order to continue to use the Digital Payment Applications or the Digitization
Enablement Services as part of the Plan. When such changes occur, Bank will notify VS within a commercially
reasonable time of Mastercard’s disclosure of the changes to Bank. Each party shall be responsible for any
costs incurred by it as a result of implementing any required changes.

11. Mastercard’s Proprietary Rights. VS acknowledges and agrees that Mastercard owns and
shall retain all right, title, and interest, including all intellectual property rights, in and to the Mastercard
Property. If any right, title, or interest arises or vests at any time in VS to the Mastercard Property, VS shall
irrevocably assign to Bank all such right, title and interest in the Mastercard Property (and Bank shall thereafter
assign all such rights to Mastercard). VS shall not use any Mastercard Property or other information provided
by Mastercard to dispute or contest the validity of Mastercard’s intellectual property or other rights in the
Mastercard Property.
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12. Interchange; Fees Assessed by Others. Bank shall not [****] shall be responsible for any fees
which may be charged by Mastercard, its acquirer or any other third parties such as third party encryption or
tokenization providers (which shall not be [****]).

13.  Chargebacks. Notwithstanding Sections 12.4 and 12.5 of the Operating Procedures, provided
that Credit Cards are EMV chip-enabled, Bank will not charge Company back for the following reasons when
an EMV chip-enabled Credit Card is properly inserted in-store at POS to process the transaction or when an
M/Chip Card is properly used via an Enabled Wallet either in-store at POS or on any VS website or mobile
application: [****]. Bank will not charge Company back for the [****].

14. Discontinuation of PVL. In the event Mastercard discontinues availability of PVL generally or
for the parties specifically, or the parties otherwise mutually agree to discontinue utilization of PVL, prior to
such discontinuation of PVL the Parties shall either implement functionality to enable utilization of Bank’s
traditional method for authorization and settlement of private label purchases as originally contemplated by the
Agreement or utilize another mutually agreed upon private label network. In the event of any such
discontinuation of PVL by Mastercard, each party shall bear its own costs and expenses associated with the
change, except that the Parties shall [****] the Plan expenses and costs incurred and documented by Bank
related to the change in the card network, including the reissuance of the Credit Cards and any related changes
to Forms. Notwithstanding the foregoing, if Mastercard discontinues the availability of PVL to the Parties
specifically as the result of Bank’s or VS’ negligent non-compliance with the Mastercard Requirements or the
M-Chip Agreement (whether directly in the case of Bank, or through the flow-through terms as set forth in this
Second Amendment in the case of VS), then the non-compliant Party shall bear all reasonable Plan expenses
and costs incurred and documented by the other Party related to the change in the card etwork, due to the
discontinuation of the Mastercard PVL, including the reissuance of the Credit Cards and any related changes to
Forms.

15. Operating Procedures. In addition to the provisions of Section 3.2, VS shall comply with all
Mastercard Requirements applicable to utilization of Mastercard’s PVL and provision of the Digitization
Enablement Services, and subject to Section 13, comply with Bank’s Operating Procedures.

16. Merchant Identification Numbers. Prior to VS’s utilization of the Mastercard PVL, VS shall
furnish to Bank a complete and accurate list of Merchant Identification Number(s) associated with Purchases to
be made hereunder and, thereafter, VS shall provide not less than ten (10) days’ written notice to Bank prior to
any changes to such Merchant Identification Numbers. To the extent VS is unable or fails to provide the
Merchant Identification Numbers, Bank shall be excused from its obligation to make any payments or award
any reward credits that are dependent upon an accurate accounting of Net Sales, or the identification of
Purchases, associated with those Merchant Identification Numbers not provided. VS shall be solely responsible
for reporting complete and accurate Merchant Identification Numbers to Bank.

17. Confidentiality. Any information that would qualify as Confidential Information of Mastercard
shall be considered Bank Confidential Information pursuant to Section 10.17 of the Agreement. The
confidentiality obligations of Section 10.17 shall not apply to the extent Bank is required to report Confidential
Information to a Card Network by such Card Network’s applicable rules and regulations.

18. Term and Termination. This Second Amendment shall be effective as of the Effective Date and
shall terminate on the earlier of: (i) the termination of the Agreement, or (ii) the termination of the Mastercard
M/Chip Technology Licensing & Digital Technology and Services Agreement for Private Label
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Issuers between Mastercard and Bank, dated [****] (the “M/Chip Agreement”) which has an initial term of
[****] calendar years.

19. Subcontractors. VS and its Participating Affiliates shall be responsible for the acts and
omissions of each of its and their agents, employees, and subcontractors related to such party’s performance in
connection with this Second Amendment to the same extent as if such party’s actions were those of VS or its
Participating Affiliate.

20. Disclaimer of Warranties. @ BANK MAKES NO REPRESENTATIONS OR WARRANTIES
OF ANY KIND, EXPRESS OR IMPLIED, INCLUDING THE IMPLIED WARRANTIES OF
MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, TITLE, AND NON-INFRINGEMENT
WITH RESPECT TO THE MASTERCARD PROPERTY. THE M/CHIP CARDS AND THE MASTERCARD
PROPERTY, INCLUDING THE DIGITIZATION ENABLEMENT SERVICES, ARE PROVIDED BY
MASTERCARD (VIA BANK) “4S8 IS”, WITH ALL FAULTS, KNOWN AND UNKNOWN. EXCEPT AS
SPECIFICALLY SET FORTH HEREIN TO THE CONTRARY VS ASSUMES THE ENTIRE RISK ARISING
OUT OF ITS USE OF AND/OR RELIANCE ON THE MASTERCARD PROPERTY, THE M/CHIP CARDS
AND ANY DSRP IMPLEMENTATION.

21. Royalties. With regard to [****] on a daily basis each Business Day. With regard to [****].
22. Miscellaneous.

22.1  Except as expressly provided herein, all terms and conditions of the Agreement shall
remain in full force and effect and shall apply to the subject matter of this Second Amendment. Wherever
possible, the terms of this Second Amendment shall be read in such a manner as to avoid conflict with the
Agreement but, in the event of an unavoidable conflict, the terms of this Second Amendment shall control over
the terms and conditions of the Agreement solely with respect to the Services described in this Second
Amendment.

22.2 This Second Amendment may be executed in counterparts, both of which shall
constitute one and the same instrument.
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IN WITNESS WHEREOF, the parties hereto have executed this Second Amendment in manner and form
sufficient to bind them as of the date first above written.

COMENITY BANK

By:_/s/ Gregory Opincar
Title: Chief Financial Officer
Date: October 22, 2020

VICTORIA’S SECRET STORES, LLC

By:_/s/ Timothy Faber
Title: SVP, Treasurer
Date: October 23, 2020

VSPR STORE OPERATIONS, LLC

By:_/s/ Timothy Faber
Title: SVP, Treasurer
Date: October 23, 2020

CONFIDENTIAL AND PROPRIETARY INFORMATION
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VS SERVICE COMPANY, LLC

By:_/s/ Timothy Faber
Title: SVP, Treasurer
Date: October 23, 2020

L BRANDS DIRECT FULFILLMENT,
LLC

By:_/s/ Timothy Faber
Title: SVP, Treasurer
Date: October 23, 2020
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LIST OF ADDENDUMS

Addendum A VS PLCC Angel Card Embedded Chip Project — High Level Scope/Processes Review and
Bank Implementation Guide
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Exhibit 31.1
CERTIFICATION OF THE
CHIEF EXECUTIVE OFFICER
OF
ALLIANCE DATA SYSTEMS CORPORATION

I, Ralph J. Andretta, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Alliance Data Systems Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s/ RALPH J. ANDRETTA

Ralph J. Andretta
Chief Executive Officer

Date: November 4, 2020




Exhibit 31.2
CERTIFICATION OF THE
CHIEF FINANCIAL OFFICER
OF
ALLIANCE DATA SYSTEMS CORPORATION

I, Timothy P. King, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Alliance Data Systems Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/s/ TiMoTHY P. KING

Timothy P. King
Chief Financial Officer

Date: November 4, 2020




Exhibit 32.1

CERTIFICATION OF
CHIEF EXECUTIVE OFFICER
OF
ALLIANCE DATA SYSTEMS CORPORATION

This certification is provided pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002 and accompanies the quarterly report on Form 10-Q for the quarter ended September 30, 2020 (the
“Form 10-Q”) of Alliance Data Systems Corporation (the “Registrant”).

I, Ralph J. Andretta, certify that to the best of my knowledge:

(i) the Form 10-Q fully complies with the requirements of section 13(a) or section 15(d) of the Securities Exchange
Act 0of 1934 (15 U.S.C. 78m(a) or 780(d)); and

(i1) the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Registrant.

/s/ RALPH J. ANDRETTA
Ralph J. Andretta

Chief Executive Officer

Date: November 4, 2020

A signed original of this written statement required by Section 906 has been provided to the Registrant and will be
retained by the Registrant and furnished to the Securities and Exchange Commission or its staff upon request.




Exhibit 32.2

CERTIFICATION OF
CHIEF FINANCIAL OFFICER
OF
ALLIANCE DATA SYSTEMS CORPORATION

This certification is provided pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002 and accompanies the quarterly report on Form 10-Q for the quarter ended September 30, 2020 (the
“Form 10-Q”) of Alliance Data Systems Corporation (the “Registrant”).

I, Timothy P. King, certify that to the best of my knowledge:

(i) the Form 10-Q fully complies with the requirements of section 13(a) or section 15(d) of the Securities Exchange
Act 0of 1934 (15 U.S.C. 78m(a) or 780(d)); and

(i1) the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Registrant.

/s/ TIMOTHY P. KING
Timothy P. King
Chief Financial Officer

Date: November 4, 2020

A signed original of this written statement required by Section 906 has been provided to the Registrant and will be
retained by the Registrant and furnished to the Securities and Exchange Commission or its staff upon request.




