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PART1

Item 1. Financial Statements

ALLIANCE DATA SYSTEMS CORPORATION
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Cash and cash equivalents
Trade receivables, less allowance for doubtful accounts ($5,792 and $6,319 at March 31, 2008 and December 31, 2007,
respectively)
Seller’s interest and credit card receivables, less allowance for doubtful accounts ($36,183 and $38,726 at March 31, 2008
and December 31, 2007, respectively)
Deferred tax asset, net
Other current assets
Assets held for sale
Total current assets
Redemption settlement assets, restricted
Property and equipment, net
Deferred tax asset, net
Due from securitizations
Intangible assets, net
Goodwill
Other non-current assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Accounts payable
Accrued expenses
Certificates of deposit
Credit facilities and other debt, current
Other current liabilities
Liabilities held for sale

Total current liabilities
Deferred revenue
Long-term and other debt
Other liabilities

Total liabilities
Stockholders’ equity:
Common stock, $0.01 par value; authorized 200,000 shares; issued 88,187 shares and 87,786 shares at March 31, 2008 and

December 31, 2007, respectively

Additional paid-in capital
Treasury stock, at cost (9,024 shares at March 31, 2008 and December 31, 2007, respectively)
Retained earnings
Accumulated other comprehensive income

Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes to unaudited condensed consolidated financial statements.
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March 31,
2008

December 31,
2007

(in thousands)

$ 241,403 $ 219,210
200,402 228,582
575,247 652,434
90,645 90,515
103,653 100,834
250,475 287,610

1,461,825 1,579,185
307,436 317,053
187,744 192,759
28,435 38,074
373,715 379,268
327,514 343,402

1,176,339 1,185,773
68,402 68,080

$3,931,410 $4,103,594

$ 129,150 $ 133,857
125,165 206,219
281,900 370,400
166,500 313,589
59,724 52,930
140,215 254,760
902,654 1,331,755
806,116 828,348
860,357 644,061
111,692 102,464

2,680,819 2,906,628

882 878
903,074 898,631
(409,486) (409,486)
732,222 682,903
23,899 24,040

1,250,591 1,196,966

$3,931,410 $4,103,594
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Revenues
Transaction
Redemption

ALLIANCE DATA SYSTEMS CORPORATION
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Securitization income and finance charges, net
Database marketing fees and direct marketing fees

Other revenue
Total revenue
Operating expenses

Cost of operations (exclusive of depreciation and amortization disclosed separately below)

General and administrative

Depreciation and other amortization
Amortization of purchased intangibles

Loss on the sale of assets
Merger costs

Total operating expenses

Operating income
Interest income
Interest expense

Income from continuing operations before income taxes

Provision for income taxes
Income from continuing operations

Loss from discontinued operations, net of taxes

Net income
Basic income (loss) per share:
Income from continuing operations

Loss from discontinued operations
Net income per share

Diluted income (loss) per share:
Income from continuing operations

Loss from discontinued operations
Net income per share

Weighted average shares — basic

Weighted average shares — diluted

See accompanying notes to unaudited condensed consolidated financial statements.
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Three months ended
March 31,

2008

2007

(in thousands, except
per share amounts)

$ 83,596 $ 85,186
116,779 90,543
167,991 178,072
117,503 102,563
13,381 9,983
499,250 466,347
324,811 293,591
18,268 23,303
17,762 13,749
17,187 15,133
1,052 —
1,607 —
380,687 345,776
118,563 120,571
(2,505) (2,775)
19,608 18,575
101,460 104,771
38,758 40,056
62,702 64,715
(13,383) (7,855)
$ 49,319 $ 56,860
$ 0.80 $  0.82
$ (0.17) $ (0.10)
$ 063 $ 072
$ 078 $ 0.80
$ (0.17) $ (0.10)
$ 061 $ 070
78,536 79,016
80,589 81,109
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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 (used in) provided by operating activities:
Depreciation and amortization
Deferred income taxes
Provision for doubtful accounts
Non-cash stock compensation
Fair value gain on interest-only strip
Impairment on disposal group
Gain on the sale of assets
Change in operating assets and liabilities, net of acquisitions:
Change in trade accounts receivable
Change in merchant settlement activity
Change in other assets
Change in accounts payable and accrued expenses
Change in deferred revenue
Change in other liabilities
Excess tax benefits from stock-based compensation
Other

Net cash (used in) provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Change in redemption settlement assets
Payments for acquired businesses, net of cash acquired
Net decrease in seller’s interest and credit card receivables
Change in due from securitizations
Capital expenditures
Proceeds from the sale of assets
Other

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings under debt agreements
Repayment of borrowings
Certificate of deposit issuances
Repayments of certificates of deposits
Payment of capital lease obligations
Excess tax benefits from stock-based compensation
Proceeds from issuance of common stock
Proceeds from sale-leaseback transactions
Purchase of treasury shares
Other
Net cash (used in) provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid

Income taxes paid, net of refunds

See accompanying notes to unaudited condensed consolidated financial statements.
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Three months ended
March 31,

2008

2007

(in thousands)

$ 49,319 $ 56,860
42,941 39,406
2,041 (2,161)
13,855 5,204
6,481 12,093
(10,400) (7,750)
15,000 —
(3,214) —
23,641 14,158

(102,713) 11,201
(4,375) (30,626)
(83,152) (64,781)
11,369 7,338
12,722 (11,816)

339 (2,755)
(370) 2,245
(26,516) 28,616
(629) (15,793)
— (438,712)
65,970 108,478
18,752 45,345
(13,852) (21,871)
5,000 —
(1,931) (329)
73,310 (322,882)
933,000 859,000

(871,000) (430,000)
95,300 60,300

(183,800) (125,200)
(4,733) (2,059)
(339) 2,755
2,712 13,041
12,000 —

— (108,536)
(164) (648)
(17,024) 268,653
(6,085) (586)
23,685 (26,199)
265,839 180,075

$ 289,524 $ 153,876

$ 10,098 $ 11,001

$ 39,533 $ 17,661
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

The unaudited condensed consolidated financial statements included herein have been prepared by Alliance Data Systems Corporation (“ADSC” or,
including its wholly owned subsidiaries, 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 filed on Form 10-K for the year ended
December 31, 2007.

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 and liabilities; (2) 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.

For purposes of comparability, certain prior period amounts have been reclassified to conform to the current year presentation. Such reclassifications have
no impact on previously reported net income. The Company’s unaudited condensed consolidated financial statements have been presented with our merchant and
utility services businesses as discontinued operations. All historical statements have been restated to conform to this presentation.

2. TERMINATION OF MERGER

On May 17, 2007, the Company entered into an Agreement and Plan of Merger by and among the Company, Aladdin Solutions, Inc. (f/k/a Aladdin Holdco,
Inc., “Parent”) and Aladdin Merger Sub, Inc. (“Merger Sub” and together with Parent, the “Blackstone Entities”) (the “Merger Agreement”), pursuant to which
the Company was to be acquired by affiliates of The Blackstone Group L.P. (the “Merger”).

On January 25, 2008, Parent informed the Company in a written notice that it did not anticipate the condition to closing the Merger relating to obtaining
approvals from the Office of the Comptroller of the Currency would be satisfied.

On January 30, 2008, the Company filed a lawsuit against the Blackstone Entities in the Delaware Court of Chancery, seeking specific performance to
compel the Blackstone Entities to comply with their obligations under the Merger Agreement, including their covenants to obtain required regulatory approvals
and to consummate the Merger. On February 8, 2008, the Company filed a motion to dismiss this lawsuit without prejudice in response to the Blackstone Entities’
confirmation of their commitment to work to consummate the Merger.

On March 17, 2008, the Company notified the Blackstone Entities that they were in breach of the Merger Agreement and demanded that the Blackstone
Entities cure the breaches including, among other things, obtaining required regulatory approvals from the Office of the Comptroller of the Currency and the
Federal Deposit Insurance Corporation.
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

On April 18, 2008, Parent repudiated the Merger Agreement by sending the Company a notice purporting to terminate the contract. The notice of
termination was ineffective because the Merger Agreement cannot be terminated under the relevant termination provision by a party that is in breach.
Subsequently, on April 18, 2008, the Company terminated the Merger Agreement because of the Blackstone Entities’ repudiation and their refusal to timely cure
their breaches and perform their covenants and agreements, thereby causing specified closing conditions not to be satisfied.

Pursuant to the Merger Agreement, if the Company terminates the Merger Agreement as a result of Parent or Merger Sub’s breach or failure to perform that
causes specified closing conditions not to be satisfied, Parent is required to pay, or cause to be paid, to the Company a fee of $170.0 million (the “Business
Interruption Fee”). Blackstone Capital Partners V L.P. (“BCP V”) provided a limited guarantee pursuant to which, among other things, BCP V guarantees
payment of the Business Interruption Fee and up to $3.0 million of other amounts for which the Blackstone Entities are liable under the Merger Agreement. The
Company has demanded that Parent pay the Business Interruption Fee, and commenced litigation on April 18, 2008 seeking full and timely payment of this fee by
BCP V, as guarantor of the fee, in the New York State Supreme Court.

On April 21, 2008, the Blackstone Entities filed an action for declaratory judgment in the Delaware Court of Chancery against Alliance Data seeking an
order declaring that, among other things, the Blackstone Entities are not in breach of the Merger Agreement and that they are not obligated to pay the Business
Interruption Fee.

For the three months ended March 31, 2008, the Company has recorded merger costs of approximately $1.6 million consisting of advisory, legal,
accounting and other costs associated with the Merger.

3. SHARES USED IN COMPUTING NET INCOME PER SHARE

The following table sets forth the computation of basic and diluted net income per share for the periods indicated:

Three months ended
March 31,
2008 2007
(in thousands, except
per share amounts)

Numerator
Income from continuing operations $ 62,702 $64,715
Loss from discontinued operations (13,383) (7,855)
Net income $ 49,319 $56,860
Denominator
Weighted average shares, basic 78,536 79,016
Weighted average effect of dilutive securities:
Net effect of unvested restricted stock 695 606
Net effect of dilutive stock options 1,358 1,487
Denominator for diluted calculation 80,589 81,109
Basic
Income from continuing operations per share $ 0.80 $ 0.82
Loss from discontinued operations per share $ (0.17) $ (0.10)
Net income per share $ 0.63 $ 0.72
Diluted
Income from continuing operations per share $ 0.78 $ 0.80
Loss from discontinued operations per share $ (0.17) $ (0.10)
Net income per share $ 061 $ 0.70
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ALLIANCE DATA SYSTEMS CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

4. DISPOSITIONS

In March 2008, the Company determined that its merchant and utility services’ businesses were not aligned with the Company’s long-term strategy and
committed to a plan of disposition. Management is exploring the potential sale of each of these businesses. It is expected that these dispositions would each be
completed within the next twelve months. On May 2, 2008, the Company entered into an agreement with Heartland Payment Systems, Inc. to sell the merchant

services business for approximately $77.5 million. The sale is expected to be completed in the second quarter of 2008.

In accordance with the provisions of Statement of Financial Accounting Standards No. 144, “Accounting for Impairment or Disposal of Long-Lived
Assets,” these businesses have been reported as discontinued operations in this Quarterly Report on Form 10-Q. The results of operations for all periods presented

have been reclassified to reflect these businesses as discontinued operations.

Based on the estimated enterprise value of the businesses, we recorded a pre-tax impairment charge of $15.0 million, which has been included in the loss

from discontinued operations.

The assets and liabilities of the discontinued operations are presented in the unaudited condensed consolidated balance sheets under the captions “Assets
held for sale” and “Liabilities held for sale.” The underlying assets and liabilities of the discontinued operations for the periods presented are as follows:

Assets:
Cash and cash equivalents
Due from card associations
Trade receivables
Other assets

Property and equipment, net

Intangible assets, net

Goodwill

Assets held for sale
Liabilities:

Accounts payables

Accrued expenses

Merchant settlement obligations

Capital lease obligations
Other liabilities

Liabilities held for sale

The following table summarizes the operating results of the discontinued operations.

Revenue

Loss before provision for income taxes

Benefit from income taxes

Loss from discontinued operations

March 31,
2008

December 31,
2007

(in thousands)

$ 48121 $ 46,630
8,511 21,456
73,355 78,410
16,347 15,016
52,089 56,030
17,977 20,493
34,075 49,575

$ 250,475 $ 287,610

$ 580 $ 933
23,684 21,892

100,902 216,560
1,899 2,455
13,150 12,920

$ 140215 $ 254,760

Three months ended

March 31,
2008 2007
(in thousands)
$ 75,487 $ 82,811
(20,451) (12,018)
(7,068) (4,163)
$(13,383) $ (7,855)
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

5. INTANGIBLE ASSETS AND GOODWILL
Intangible Assets

Intangible assets consist of the following:

March 31, 2008

Gross Accumulated

Assets Amortization Net Amortization Life and Method
(in thousands)

Finite Lived Assets

Customer contracts and lists $ 186,428 $ (77,607) $ 108,821 5-10 years—straight line
Premium on purchased credit card portfolios 70,664 (31,432) 39,232  5-10 years—straight line, accelerated
Collector database 68,481 (54,427) 14,054 30 years—15% declining balance
Customer databases 161,705 (25,508) 136,197 4-10 years—straight line
Noncompete agreements 2,160 (1,526) 634  2-5 years—straight line
Favorable lease 1,000 (681) 319 4 years—straight line
Tradenames 11,262 (1,457) 9,805 4-10 years—straight line
Purchased data lists 9,055 (2,953) 6,102 1-5 years—accelerated basis, straight line
$ 510,755 $ (195,591) $ 315,164
Indefinite Lived Assets
Tradenames 12,350 — 12,350 Indefinite life
Total intangible assets $ 523,105 $ (195,591) $ 327,514
December 31, 2007
Gross Accumulated
Assets Amortization Net Amortization Life and Method

(in thousands)
Finite Lived Assets

Customer contracts and lists $ 186,428 $ (71,330) $ 115,098 5-10 years—straight line

Premium on purchased credit card portfolios 70,664 (29,203) 41,461 5-10 years—straight line, accelerated

Collector database 71,358 (56,093) 15,265 30 years—15% declining balance

Customer databases 161,713 (20,096) 141,617  4-10 years—straight line

Noncompete agreements 2,160 (1,308) 852  2-5 years—straight line

Favorable lease 1,000 (614) 386 4 years—straight line

Tradenames 11,262 (1,154) 10,108  4-10 years—straight line

Purchased data lists 8,656 (2,391) 6,265 1-5 year—accelerated basis, straight line
$ 513,241 $ (182,189) $ 331,052

Indefinite Lived Assets

Tradenames 12,350 — 12,350 Indefinite life

Total intangible assets $ 525,591 $ (182,189) $ 343,402
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Goodwill

The changes in the carrying amount of goodwill for the three months ended March 31, 2008 are as follows:

Epsilon Private Private
Loyalty Marketing Label Label
Services Services Credit Services Total
(in thousands)

Beginning balance $248,996 $675,045 $ —  $261,732 $1,185,773
Effects of foreign currency translation (9,581) (116) — — (9,697)
Other, primarily final purchase price adjustments — 263 — — 263

Ending balance $239,415 $675,192 $ —  $261,732 $1,176,339

6. DEBT
Debt consists of the following:

March 31, December 31,

2008 2007
(in thousands)

Certificates of deposit $ 281,900 $ 370,400
Senior notes 500,000 500,000
Bridge loan 150,000 300,000
Credit facility 333,000 121,000
Capital lease obligations 43,857 36,650

1,308,757 1,328,050
Less: current portion (448,400) (683,989)
Long-term portion $ 860,357 $ 644,061

Certificates of Deposit

Terms of the certificates of deposit range from three months to 24 months with annual interest rates ranging from 3.6% to 5.7% and 5.0% to 5.7% at
March 31, 2008 and December 31, 2007, respectively. Interest is paid monthly and at maturity.

Credit Facilities

On March 28, 2008, the Company entered into a third amendment to the Credit Agreement, dated as of January 24, 2007 (the “Bridge Loan”), which, as
amended, provided for loans in a maximum amount of $300.0 million. In the third amendment, the maturity date of the Bridge Loan was extended from
March 31, 2008 to December 31, 2008. On March 17, 2008, the Company prepaid $150.0 million of the principal amount of the Bridge Loan together with
accrued interest thereon and pursuant to the terms of the Bridge Loan, such amounts are not available to be re-borrowed. Amounts used to make the prepayment
were borrowed under the revolving credit facility. In addition, the third amendment provides for two principal payments in the amount of $25.0 million each on
June 30, 2008 and September 30, 2008, respectively. Finally, the third amendment adjusts the margin applicable to base rate loans and Eurodollar loans to those
set forth below.

The interest rate for base rate loans under the Bridge Loan fluctuates and is equal to the higher of (i) Bank of Montreal’s prime rate and (ii) the Federal
funds rate plus 0.50%, in each case plus a margin of 0.10% to 0.70%

10
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

for the period from March 1 to June 30, 2008; and 0.60% to 1.20% for the period on and after July 1, 2008, in each case based upon our Senior Leverage Ratio as
defined in the Bridge Loan. The interest rate for Eurodollar loans under the Bridge Loan fluctuates based on the London interbank offered rate plus a margin of
1.60% to 2.20% for the period from March 1, 2008 to June 30, 2008; and 2.10% to 2.70% for the period on and after July 1, 2008, in each case based upon our
Senior Leverage Ratio as defined in the Bridge Loan.

The weighted average interest rate on our credit facilities was 4.3% as of March 31, 2008.

Capital Lease Obligations

In the first quarter of 2008, the Company entered into certain sale-lease back transactions which resulted in proceeds of approximately $12.0 million and a
deferred gain of $5.3 million. The leases have been reflected as capital lease obligations and the gain amortized over the expected lease term in proportion to the
leased assets.

7. DEFERRED REVENUE

A reconciliation of deferred revenue for the AIR MILES® Reward Program is as follows:

Deferred Revenue

Service Redemption Total
(in thousands)

December 31, 2007 $272,317 $ 556,031 $ 828,348
Cash proceeds 41,189 74,875 116,064
Revenue recognized (35,320) (69,544) (104,864)
Other — 168 168
Effects of foreign currency translation (11,085) (22,515) (33,600)

March 31, 2008 $267,101 $ 539,015 $ 806,116

8. INCOME TAXES

For the three months ended March 31, 2008 and March 31, 2007, the Company has utilized an effective tax rate of 38.2% to calculate its provision for
income taxes from continuing operations. In accordance with Accounting Principles Board Opinion No. 28, Interim Financial Reporting, this effective tax rate is
the Company’s expected annual effective tax rate for calendar year 2008 based on all known variables.

9. COMPREHENSIVE INCOME

The components of comprehensive income, net of tax effect, are as follows:

Three Months Ended
March 31,
2008 2007
(in thousands)

Net income $49,319 $56,860
Unrealized gain on securities available-for-sale 4,047 338
Foreign currency translation adjustments (4,188) (138)
Total comprehensive income $49,178 $57,060
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

10. SEGMENT INFORMATION

Beginning with the first quarter of 2008, the Company reorganized its businesses into four reportable operating segments as follows:

» Loyalty Services, which includes the Company’s Canadian AIR MILES Reward Program;

+  Epsilon Marketing Services, which provides integrated direct marketing solutions that combine database marketing technology and analytics with a

broad range of direct marketing services;

+  Private Label Services, which includes transaction processing, customer care and collections services for the Company’s private label and other retail

card programs; and

+  Private Label Credit, which includes risk management solutions, account origination and funding services for the Company’s private label and other

retail card programs.

In addition, corporate and all other immaterial businesses will be reported collectively as an “all other” category labeled “Corporate/Other.” As discussed in
Note 4, the Company’s merchant services and utility services business units have been classified as discontinued operations.

Three months ended March 31, 2008

Revenues

Adjusted EBITDA®

Depreciation and amortization

Stock compensation expense

Merger and other costs®

Loss on the sale of assets

Operating income

Interest expense, net

Income from continuing operations before income taxes

Three months ended March 31, 2007
Revenues

Adjusted EBITDA®

Depreciation and amortization

Stock compensation expense
Operating income

Interest expense, net

Income before income taxes

Epsilon Private Private
Loyalty Marketing Label Label Corporate/
Services Services Services Credit Other Elimination Total

(in thousands)

$ 171,806 $ 115,478 $94,549 $ 209,084 $ 458 § (92,

40,897
8,566
1,431

30,900

30,900

$ 131,816
25,495
5,454
1,922
18,119

18,119

23,643
19,142
873

3,628

3,628

$ 98,582
20,941
15,404

2,036
3,501

3,501

26,834
2,274
757
795

23,008

23,008

$97,896
32,503
2,353
1,344
28,806

28,806

87,093
2,791
377

83,925

83,925

$ 219,816
99,975
2,830

202
96,943

96,943

(13,956)
2,176
2,838
2,876
1,052

(22,898)

17,103

(40,001)

$ 11,186 $ (92,
(19,027)

2,841

4,930
(26,798)
15,800
(42,598)

125) $ 499,250
— 164,511
— 34,949
— 6,276
— 3,671
— 1,052
— 118,563
— 17,103
— 101,460

949) $ 466,347
— 159,887
— 28,882
— 10,434
— 120,571
— 15,800
— 104,771

(1) Adjusted EBITDA is a non-GAAP financial measure equal to income from continuing operations, the most directly comparable GAAP financial measure,
plus stock compensation expense, provision for income taxes, interest expense, net, loss on the sale of assets, merger and other costs, depreciation and other
amortization and amortization of purchased intangibles. Adjusted EBITDA is presented in accordance with Statement of Financial Accounting Standards
No. 131, “Disclosures about Segments of an Enterprise and Related Information” (“SFAS No. 131”) as it is a primary performance metric by which senior

management is evaluated.

(2) Merger costs represent advisory, legal, and accounting costs. Other costs represent compensation charges related to certain departing corporate executives
and other non-routine costs associated with the proposed Merger and the mail services disposition.
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

11. FAIR VALUE OF FINANCIAL INSTRUMENTS

Effective January 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157”). In February 2008, the Financial
Accounting Standards Board (“FASB”) issued FASB Staff Position No. 157-2, “Effective Date of FASB Statement No. 157”, which provides a one year deferral
of the effective date of SFAS No. 157 for non-financial assets and non-financial liabilities, except those that are recognized or disclosed in the financial statements
at fair value at least annually. Therefore, the Company has adopted the provisions of SFAS No. 157 with respect to its financial assets and liabilities
only. Although the adoption of SFAS No. 157 did not materially impact the Company’s financial condition, results of operations, or cash flow, the Company is
required to provide additional disclosures as part of its financial statements.

SFAS No. 157 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 in which little or no market data exists, therefore requiring an entity to develop its own assumptions.

The following table provides the assets carried at fair value measured on a recurring basis as of March 31, 2008:

(i/aaizzi:;g Fair Value Measurements at
March 31, March 31, 2008 Using
2008 Level 1 Level 2 Level 3
(in thousands)

Government bonds™ $ 595539 $ 59,539 $ — 3 —
Corporate bonds™® 195,637 195,637 — —
Other available-for-sale securities® 978 978 — —
Residual interest in securitization trust® 69,994 — 69,994 —
Spread deposits® 130,849 — — 130,849
Interest-only strip® 167,030 — — 167,030
Total assets measured at fair value $ 624,027 $ 256,154 $ 69,994 $ 297,879

(1) Amounts are included in redemption settlement assets in our unaudited condensed consolidated balance sheet.
(2) Amounts are included in other current and non-current assets in our unaudited condensed consolidated balance sheet.
(3) Amounts are included in due from securitizations in our unaudited condensed consolidated balance sheet.
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ALLIANCE DATA SYSTEMS CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The following table summarizes the changes in fair value of the Company’s assets measured at fair value on a recurring basis using significant
unobservable inputs (Level 3) as defined in SFAS No. 157 as of March 31, 2008:

Spread Interest
Deposi Only Strip
(in thousands)
Balance as of December 31, 2007 $ 125,624 $ 154,735
Total gains (realized or unrealized)
Included in earnings 1,708 10,400
Included in other comprehensive income — 1,895
Transfers in or out of Level 3 3,517 —
Balance as of March 31, 2008 $ 130,849 $ 167,030
Gains for the period included in earnings attributable to the change in unrealized gains or losses related to assets still held at
March 31, 2008 $ 1,708 $ 10,400

Gains included in earnings for both the spread deposits and the interest-only strip are included in securitization income and finance charges, net.

The following table provides the assets carried at fair value measured on a nonrecurring basis as of March 31, 2008:

Carrying
Value at Fair Value Measurements Using
March 31, Total
2008 Level 1 Level 2 Level 3 Losses
(in thousands)
Goodwill® $34,075 $ — $ — $ 34,075  $15,000
Total assets measured at fair value $34,075 $ — $ — $ 34,075 $15,000

(1) Inaccordance with the provisions of Statement of Financial Accounting Standards No. 142, goodwill associated with our discontinued operations with a
carrying amount of $49.1 million was written down to its implied fair value of $34.1 million, resulting in an impairment charge of $15.0 million. Goodwill
was included in our unaudited condensed consolidated balance sheets in “Assets held for sale” and the impairment charge was included in our loss from
discontinued operations.
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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 audited consolidated financial statements and related notes thereto included in our Annual Report filed on Form 10-K for the year
ended December 31, 2007.

TERMINATION OF MERGER

On May 17, 2007, we entered into an Agreement and Plan of Merger by and among the Company, Aladdin Solutions, Inc. (f/k/a Aladdin Holdco, Inc.,
“Parent”) and Aladdin Merger Sub, Inc. (“Merger Sub” and together with Parent, the “Blackstone Entities”) (the “Merger Agreement”), pursuant to which the
Company was to be acquired by affiliates of The Blackstone Group L.P. (the “Merger”).

On January 25, 2008, Parent informed us in a written notice that it did not anticipate the condition to closing the Merger relating to obtaining approvals
from the Office of the Comptroller of the Currency would be satisfied.

On January 30, 2008, we filed a lawsuit against the Blackstone Entities in the Delaware Court of Chancery, seeking specific performance to compel the
Blackstone Entities to comply with their obligations under the Merger Agreement, including their covenants to obtain required regulatory approvals and to
consummate the Merger. On February 8, 2008, we filed a motion to dismiss this lawsuit without prejudice in response to the Blackstone Entities’ confirmation of
their commitment to work to consummate the Merger.

On March 17, 2008, we notified the Blackstone Entities that they were in breach of the Merger Agreement and demanded that the Blackstone Entities cure
the breaches including, among other things, obtaining required regulatory approvals from the Office of the Comptroller of the Currency and the Federal Deposit
Insurance Corporation.

On April 18, 2008, Parent repudiated the Merger Agreement by sending us a notice purporting to terminate the contract. The notice of termination was
ineffective because the Merger Agreement cannot be terminated under the relevant termination provision by a party that is in breach. Subsequently, on April 18,
2008, we terminated the Merger Agreement because of the Blackstone Entities’ repudiation and their refusal to timely cure their breaches and perform their
covenants and agreements, thereby causing specified closing conditions not to be satisfied.

Pursuant to the Merger Agreement, if we terminate the Merger Agreement as a result of Parent or Merger Sub’s breach or failure to perform that causes
specified closing conditions not to be satisfied, Parent is required to pay, or cause to be paid, to us a fee of $170.0 million (the “Business Interruption Fee”).
Blackstone Capital Partners V L.P. (“BCP V”) provided a limited guarantee pursuant to which, among other things, BCP V guarantees payment of the Business
Interruption Fee and up to $3.0 million of other amounts for which the Blackstone Entities are liable under the Merger Agreement. We have demanded that Parent
pay the Business Interruption Fee, and commenced litigation on April 18, 2008 seeking full and timely payment of this fee by BCP V, as guarantor of the fee, in
the New York State Supreme Court.

On April 21, 2008, the Blackstone Entities filed an action for declaratory judgment in the Delaware Court of Chancery against us seeking an order
declaring that, among other things, the Blackstone Entities are not in breach of the Merger Agreement and that they are not obligated to pay the Business
Interruption Fee.
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Quarter in Review Highlights

Our first quarter 2008 results included the following significant new and renewed agreements with significant clients and continued selective execution of
our acquisition and disposition strategy:

* In February 2008, we announced that Century 21 Canada has signed a multi-year renewal agreement as a national sponsor in our AIR MILES
Reward Program.

* In February 2008, we announced that InterContinental Hotels Group has signed a multi-year renewal agreement as a sponsor in our AIR MILES
Reward Program.

+  In March 2008, we announced the signing of a long-term agreement with specialty retailer Hot Topic, Inc. to provide private label credit card
services for its Torrid branded stores.

+ In March 2008, we announced the completion of a new financing facility with Barclays Capital by our private label credit card banking subsidiary,
World Financial Network National Bank, to accommodate 88 percent of their upcoming maturity of $600.0 million of asset-backed bonds.

» In March 2008, we announced a disposition plan related to the our merchant services and utility services business units based on the conclusion that
these business units no longer fit with our business strategy of being a leading provider of data-driven and transaction-based marketing and customer
loyalty solutions.

Critical Accounting Policies and Estimates

There have been no material 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 10-K for the fiscal year ended December 31, 2007.

Use of Non-GAAP Financial Measures

Adjusted EBITDA is a non-GAAP financial measure equal to income from continuing operations, the most directly comparable GAAP financial measure,
plus stock compensation expense, provision for income taxes, interest expense, net, loss on the sale of assets, merger and other costs, depreciation and other
amortization and amortization of purchased intangibles. Operating EBITDA is a non-GAAP financial measure equal to adjusted EBITDA plus the change in
deferred revenue plus the change in redemption settlement assets. We have presented operating EBITDA because we use the financial measure to monitor
compliance with financial covenants in our credit facilities and our senior note agreements. For the period ended March 31, 2008, senior debt-to-operating
EBITDA was 1.3x compared to a maximum ratio of 2.75x permitted in our credit facilities and in our senior note agreements. Operating EBITDA to interest
expense was 9.2x compared to a minimum ratio of 3.5x permitted in our credit facilities and 3.0x permitted in our senior note agreements. As discussed in more
detail in the liquidity section of “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” our credit facilities and cash flows
from operations are the two main sources of funding for our acquisition strategy and for our future capital needs and capital expenditures. As of March 31, 2008,
we had borrowings of $483.0 million outstanding under our credit facilities, $500.0 million under our senior notes and had $205.0 million in unused borrowing
capacity. We were in compliance with our covenants at March 31, 2008, and we expect to be in compliance with these covenants during the year ended
December 31, 2008.

We use adjusted EBITDA 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. Adjusted EBITDA is 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 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
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assets, the impact of related impairments, as well as asset sales through other financial measures, 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.
Stock compensation expense is not included in the measurement of segment adjusted EBITDA provided to the chief operating decision maker for purposes of
assessing segment performance and decision making with respect to resource allocations. Therefore, we believe that adjusted EBITDA provides useful
information to our investors regarding our performance and overall results of operations. Adjusted EBITDA and operating EBITDA are not intended to be
performance measures that should be regarded as an alternative to, or more meaningful than, either operating income or net income as an indicator of operating
performance or to cash flows from operating activities as a measure of liquidity. In addition, adjusted EBITDA and operating EBITDA 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 operating EBITDA 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.

Three months ended

March 31,
2008 2007
(in thousands)
Income from continuing operations $ 62,702 $ 64,715
Stock compensation expense 6,276 10,434
Provision for income taxes 38,758 40,056
Interest expense, net 17,103 15,800
Loss on the sale of assets 1,052 -
Merger and other costs® 3,671 -
Depreciation and other amortization 17,762 13,749
Amortization of purchased intangibles 17,187 15,133
Adjusted EBITDA 164,511 159,887
Change in deferred revenue (22,232) 13,058
Change in redemption settlement assets 9,617 (16,630)
Operating EBITDA $151,896 $156,315
Note: An increase in deferred revenue has a positive impact to operating EBITDA, while an increase in redemption settlement assets has a negative impact

to operating EBITDA. Changes in deferred revenue and redemption settlement assets are affected by fluctuations in foreign exchange rates. Changes
in redemption settlement assets is also affected by the timing of receipts and transfers of cash.

(1) Represents expenditures directly associated with the proposed Merger of the Company with an affiliate of The Blackstone Group L.P., compensation
charges related to the departure of certain employees and other non-routine costs associated with the proposed Merger and mail services disposition.
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Results of Continuing Operations
Three months ended March 31, 2008 compared to the three months ended March 31, 2007

Three months ended

March 31, Change
2008 2007 $ %
(in thousands, except percentages)
Revenue:
Loyalty Services $ 171,806 $ 131,816 $ 39,990 30.3%
Epsilon Marketing Services 115,478 98,582 16,896 17.1
Private Label Services 94,549 97,896 (3,347) 3.4)
Private Label Credit 209,084 219,816 (10,732) 4.9)
Corporate/Other 458 11,186 (10,728) (95.9)
Eliminations (92,125) (92,949) 824 (0.9
Total $ 499,250 $ 466,347 $ 32,903 _71%
Adjusted EBITDA:
Loyalty Services $ 40,897 $ 25495 $ 15,402 60.4%
Epsilon Marketing Services 23,643 20,941 2,702 129
Private Label Services 26,834 32,503 (5,669) (17.4)
Private Label Credit 87,093 99,975 (12,882) (12.9)
Corporate/Other (13,956) (19,027) 5,071 (26.7)
Total $ 164,511 $ 159,887 $ 4,624 _2.9%
Stock compensation expense:
Loyalty Services $ 1,431 $ 1,922 $ (491) (25.5)%
Epsilon Marketing Services 873 2,036 (1,163) (57.1)
Private Label Services 757 1,344 (587) (43.7)
Private Label Credit 377 202 175 86.6
Corporate/Other 2,838 4,930 (2,092) (424
Total $ 6276 $ 10434 $ (4,158) (39.9)%
Depreciation and amortization:
Loyalty Services $ 8,566 $ 5454 $ 3,112 57.1%
Epsilon Marketing Services 19,142 15,404 3,738 24.3
Private Label Services 2,274 2,353 (79) (3.4)
Private Label Credit 2,791 2,830 (39) (1.4)
Corporate/Other 2,176 2,841 (665) (23.4)
Total $ 34,949 $ 28,882 $ 6,067 21.0%
Operating expenses(l):
Loyalty Services $ 130,909 $ 106,321 $ 24,588 23.1%
Epsilon Marketing Services 91,835 77,641 14,194 18.3
Private Label Services 67,715 65,393 2,322 3.6
Private Label Credit 121,991 119,841 2,150 1.8
Corporate/Other 14,414 30,213 (15,799) (52.3)
Eliminations (92,125) (92,949) 824 _(0.9)
Total $ 334,739 $ 306,460 $ 28,279 _92%
Operating income:
Loyalty Services $ 30,900 $ 18,119 $ 12,781 70.5%
Epsilon Marketing Services 3,628 3,501 127 3.6
Private Label Services 23,008 28,806 (5,798) (20.1)
Private Label Credit 83,925 96,943 (13,018) (13.4)
Corporate/Other (22,898) (26,798) 3,900 (14.6)
Total $ 118,563 $ 120,571 $ (2,008) _A.7D%
Adjusted EBITDA margin®:
Loyalty Services 23.8% 19.3% 4.5%
Epsilon Marketing Services 20.5 21.2 (0.7)
Private Label Services 28.4 33.2 (4.8)
Private Label Credit 41.7 45.5 (3.8)
Total 33.0% 34.3% (1.3)%
Segment operating data:
Private label statements generated 31,790 34,425 (2,635) (7.7)%
Credit sales $1,538,084 $1,586,455 $(48,371) (3.0)%
Average managed receivables $3,906,811 $3,916,191 $ (9,380) (0.2)%
AIR MILES reward miles issued 1,022,963 942,106 80,857 8.6%
AIR MILES reward miles redeemed 701,665 644,329 57,336 8.9%

(1) Operating expenses excludes stock compensation expense, depreciation, amortization expense, loss on the sale of assets, merger and other costs.

(2) Adjusted EBITDA margin is adjusted EBITDA divided by revenue. Management uses adjusted EBITDA margin to analyze the operating performance of the segments and the impact revenue growth has
on operating expenses. For definition of adjusted EBITDA and reconciliation to income from continuing operations, the most directly comparable GAAP financial measure, see “Use of Non-GAAP
Financial Measures” included in this report.
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Revenue. Total revenue increased $32.9 million, or 7.1%, to $499.3 million for the three months ended March 31, 2008 from $466.3 million for the
comparable period in 2007. The increase was due to the following:

Loyalty Services. Revenue increased $40.0 million, or 30.3%, to $171.8 million for the three months ended March 31, 2008. The growth in revenue
for the period was driven by an increase in redemption revenue of $26.2 million related to an 8.9% increase in the redemption of AIR MILES reward
miles. Issuance revenue increased $8.5 million related to growth in issuances of AIR MILES reward miles as the program continues to benefit from
the ramp up of new sponsors and the expanded commitment from existing sponsors. Within these revenue increases, changes in the exchange rate of
the Canadian dollar also had a $24.1 million positive impact on revenue for the AIR MILES Reward Program.

Epsilon Marketing Services. Revenue increased $16.9 million, or 17.1%, to $115.5 million for the three months ended March 31, 2008.
Approximately 60% of the growth is attributed to our strategic database group resulting from additional client signings. The remainder of the growth
came from Abacus which was acquired in February 2007 and Epsilon Interactive.

Private Label Services. Revenue decreased $3.3 million, or 3.4%, to $94.5 million for the three months ended March 31, 2008. Servicing revenue
declined slightly, $0.8 million, with the decline in statements generated, primarily from the loss of the Lane Bryant Portfolio, which was offset by
higher pricing. Additionally, revenue attributable to our marketing programs decreased $2.5 million primarily due to the non-renewal of an expiring
contract with an existing client.

Private Label Credit. Revenue decreased $10.7 million, or 4.9%, to $209.1 million for the three months ended March 31, 2008. The decline was
primarily due to a 5.7% decrease in securitization income and finance charges, net or $10.1 million. This decline was primarily caused by the loss of
the Lane Bryant portfolio, as well as, to a lesser extent, an increase in credit losses. In subsequent quarters, we expect the increase in credit losses to
be somewhat offset by favorable funding costs.

Corporate/Other. Revenue decreased $10.7 million, or 95.9%, to $0.5 million, primarily as a result of the sale of our mail services division, which
generated $10.7 million in revenue for the three months ended March 31, 2007 but was sold in November 2007.

Operating Expenses. Total operating expenses, excluding depreciation, amortization, stock compensation expense, loss on sale of assets, merger and other
costs increased $28.3 million, or 9.2%, to $334.7 million during the three months ended March 31, 2008 from $306.5 million during the comparable period in
2007. Total adjusted EBITDA margin decreased to 33.0% for the three months ended March 31, 2008 from 34.3% for the comparable period in 2007. The
increase in operating expenses and decrease in adjusted EBITDA margins were due to the following:

Loyalty Services. Operating expenses, as defined, increased $24.6 million, or 23.1%, to $130.9 million for the three months ended March 31, 2008.
The increase in operating expenses was primarily driven by the growth in our AIR MILES reward miles redemptions, which resulted in increased
cost of sales for the products redeemed. Within these operating expense increases, changes in the exchange rate of the Canadian dollar increased
operating expenses by $17.7 million. Adjusted EBITDA margin increased to 23.8% for the three months ended March 31, 2008 as compared to
19.3% in the comparable period in 2007. The increase in adjusted EBITDA margin was a result of strong revenue growth combined with a lower cost
structure achieved through increased operating leverage.

Epsilon Marketing Services. Operating expenses, as defined, increased $14.2 million, or 18.3%, to $91.8 million for the three months ended
March 31, 2008. The increase in operating expenses was primarily attributable to an increase in salaries and benefits associated with the overall
growth of the business. Adjusted EBITDA margin decreased to 20.5% for the three months ended March 31, 2008 as compared to 21.2% in the
comparable period in 2007. Our adjusted EBITDA margin was negatively impacted by a slower than expected ramp up of our proprietary data
products as well as revenue growth at Epsilon Interactive that had not yet offset the growth in operating expenses.
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*  Private Label Services. Operating expenses, as defined, increased $2.3 million, or 3.6%, to $67.7 million for the three months ended March 31, 2008.
The increase was primarily related to an increase in salary expense for additional staffing in our call centers and customer relationship areas, as well
as higher credit bureau costs. Adjusted EBITDA margin decreased to 28.4% for the three months ended March 31, 2008 as compared to 33.2% in the
comparable period in 2007. Our adjusted EBITDA margin was negatively impacted by the decline in revenue and increase in operating expenses as
previously described.

»  Private Label Credit. Operating expenses, as defined, increased $2.2 million, or 1.8%, to $122.0 million for the three months ended March 31, 2008.
The increase was primarily related to higher marketing expenses for our clients as well as an increase in collection agency expenses associated with
an increase in delinquency rates. Adjusted EBITDA margin decreased to 41.7% for the three months ended March 31, 2008 as compared to 45.5% in
the comparable period in 2007. Our adjusted EBITDA margin was negatively impacted by the decline in revenue and increase in operating expenses
as previously described.

»  Corporate/Other. Operating expenses, as defined, decreased $15.8 million, or 52.3%, to $14.4 million for the three months ended March 31, 2008.
This decline was primarily an impact of the sale of our mail services division in November 2007, as this division generated $11.7 million in operating
expenses for the three months ended March 31, 2007. Corporate operating expenses were positively impacted by a reduction in benefit costs and
payroll expenses resulting from staff reductions made in the third and fourth quarters of 2007.

»  Stock compensation expense. Stock compensation expense decreased $4.2 million, or 39.9%, to $6.3 million for the three months ended March 31,
2008. The decrease was due to a combination of factors, which included, the impact of certain awards that had fully amortized prior to March 31,
2008 and the true-up of certain estimates for forfeitures, which reduced stock compensation expense by approximately $1.0 million. Additionally, per
the terms of the Merger Agreement, we were only permitted to issue a limited amount of additional awards under the equity plans, and therefore,
contrary to past practice, no equity awards were issued in the first quarter of 2008.

*  Depreciation and Amortization. Depreciation and amortization increased $6.1 million, or 21.0%, to $34.9 million for the three months ended
March 31, 2008 primarily due to a $2.1 million increase in the amortization of purchased intangibles related to the acquisition of Abacus, and an
increase of $4.0 million in depreciation and other amortization, in part related to our recent acquisitions and capital expenditures.

*  Merger and other costs. Merger and other costs were $3.7 million for the three months ended March 31, 2008. Costs associated with the proposed
Merger were approximately $1.6 million and included advisory fees, legal and accounting costs. Although the Merger Agreement was terminated in
April 2008, we expect to incur additional legal costs associated with the ongoing litigation. In addition, we incurred $2.1 million in compensation
charges related to the severance of certain employees and other non-routine costs associated with the disposition of our mail services business.

*  Loss on the sale of assets. In March 2008, we incurred an additional loss of $1.1 million related to the settlement of certain working capital accounts

in connection with the disposition of our mail services business.

Operating Income. Operating income decreased $2.0 million, or 1.7%, to $118.6 million for the three months ended March 31, 2008 from $120.6 million
for the comparable period in 2007. Operating income decreased due to the revenue and expense factors discussed above.

Interest Income. Interest income decreased $0.3 million, or 9.7%, to $2.5 million for the three months ended March 31, 2008 from $2.8 million for the
comparable period in 2007. This decrease was due to lower average balances of our short term cash investments, as well as a decrease in the yield earned on those
short term cash investments.
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Interest Expense. Interest expense increased $1.0 million, or 5.6%, to $19.6 million for the three months ended March 31, 2008 from $18.6 million for the
comparable period in 2007. Interest expense on core debt, which includes the credit facilities and senior notes, remained relatively flat as lower interest rates were
offset by higher average balances. Interest on certificates of deposit increased $0.8 million, primarily as a result of a higher average balances as of March 31,
2008 as compared to March 31, 2007.

Taxes. Income tax expense decreased $1.3 million to $38.8 million for the three months ended March 31, 2008 from $40.1 million for the comparable
period in 2007, due to a decrease in taxable income. Our effective tax rate remained flat at 38.2% for the three months ended March 31, 2008 and 2007,
respectively.

Discontinued Operations.

In March 2008, we determined that our merchant services and utility services businesses were not aligned with our long-term strategy and committed to a
disposition plan for these businesses. We are exploring the potential sale of these businesses. It is expected that these dispositions would each be completed within
the next twelve months. These businesses have been reported as a discontinued operation in our condensed consolidated financial statements.

On an after tax basis, losses from discontinued operations increased $5.5 million to $13.4 million for the three months ended March 31, 2008. The increase
in losses was primarily the result of a $15.0 million pre-tax impairment charge associated with the write-down of long-lived assets to estimated fair value less cost
to sell. This charge was offset in part by a pre-tax gain of $4.3 million associated with the sale of certain assets in our utility services business. As of March 31,
2008, we are unable to determine the total estimated amount or range of amounts expected to be incurred with the disposition of these businesses.

In May 2008, we entered into an agreement with Heartland Payment Systems, Inc. to sell our merchant services business for approximately $77.5 million.
The sale is expected to be completed in the second quarter of 2008.

Asset Quality

Our delinquency and net charge-off rates reflect, among other factors, the credit risk of our private label credit card receivables, the average age of our
various private label credit card account portfolios, the success of our collection and recovery efforts, and general economic conditions. The average age of our
private label credit card portfolio affects the stability of delinquency and loss rates of the portfolio. We continue to focus resources on refining our credit
underwriting standards for new accounts and on collections and post charge-off recovery efforts to minimize net losses.

An older private label credit card portfolio generally drives a more stable performance in the portfolio. At March 31, 2008, 60.1% of our managed accounts
with balances and 60.4% of managed receivables were for accounts with origination dates greater than 24 months old. At March 31, 2007, 58.5% of managed
accounts with balances and 59.9% of receivables were for managed accounts with origination dates greater than 24 months old.

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. It is our policy to continue to accrue interest and fee income on all credit card accounts beyond 90 days, except in limited circumstances, until the
account balance and all related interest and other fees are paid or charged off, typically at 180 days delinquent. When an account becomes delinquent, we print a
message on the 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 rolling to a more delinquent status. 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 efforts, we engage collection agencies and outside attorneys to continue those efforts.
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The following table presents the delinquency trends of our managed credit card portfolio:

March 31, % of December 31, % of
2008 total 2007 total
(in thousands, except percentages)
Receivables outstanding $3,778,117 100% $4,157,287 100%
Receivables balances contractually delinquent:

31 to 60 days 59,671 1.6% 70,512 1.7%

61 to 90 days 43,703 1.2 48,755 1.2

91 or more days 95,965 E 101,928 ﬁ
Total $ 199,339 5.3% $ 221,195 5.3%

Net Charge-Offs. Net charge-offs comprise the principal amount of losses from cardholders unwilling or unable to pay their account balances, as well as
bankrupt and deceased cardholders, less current period recoveries. The following table presents our net charge-offs for the periods indicated on a managed basis.
Average managed receivables represents the average balance of the cardholder receivables at the beginning of each month in the year indicated.

Three months ended

March 31,
2008 2007
(in thousands, except
percentages)
Average managed receivables $3,906,811 $3,916,191
Net charge-offs 67,681 57,811
Net charge-offs as a percentage of average managed receivables (annualized) 6.9% 5.9%

Our public securitization master trust is utilized for the majority of our funding and represents the mature and stable segment of our private label credit card
account portfolio. The following table presents our net charge-offs for the periods indicated for the receivables in our public securitization master trust.

Three months ended

March 31,
2008 2007
(in thousands, except
percentages)
Average receivables $3,134,531 $3,233,668
Net charge-offs 50,383 45,239
Net charge-offs as a percentage of average receivables (annualized) 6.4% 5.6%

Liquidity and Capital Resources

Operating Activities. We have historically generated cash flows from operations, although that amount may vary based on fluctuations in working capital
and the timing of merchant settlement activity. Our operating cash flow is seasonal, with cash utilization peaking at the end of December due to increased activity
in our Private Label Credit segment related to holiday retail sales.

Three months ended

March 31,
2008 2007
(in thousands)
Cash provided by operating activities before change in merchant settlement activity $ 76,197 $17,415
Net change in merchant settlement activity (102,713) 11,201
Cash (used in) provided by operating activities $ (26,516) $28,616
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We generated cash flow from operating activities before changes in merchant settlement activity of $76.2 million for the three months ended March 31, 2008 as
compared to $17.4 million for the comparable period in 2007. The increase in operating cash flows before changes in merchant settlement activity is related to an
increase in net income as adjusted for non-cash charges, and positive changes in working capital. Merchant settlement activity is driven by the number of days of
float at the end of the period. For these purposes, “float” means the difference between the number of days we hold cash before remitting the cash to our
merchants and the number of days the card associations hold cash before remitting the cash to us. The difference in the number of days of float between

March 31, 2008 and December 31, 2007 was three days as compared to March 31, 2007 and December 31, 2006 where the difference was only one day. Merchant
settlement activity fluctuates significantly depending on the day in which the period ends. We utilize our cash flow from operations for ongoing business
operations, acquisitions and capital expenditures.

Investing Activities. Cash provided by investing activities was $73.3 million for the three months ended March 31, 2008 compared to cash used by
investing activities of $322.9 million for the comparable period in 2007. Significant components of investing activities are as follows:

»  Acquisitions. No acquisitions were made in the first quarter of 2008. Cash outlays, net of cash received, for acquisitions for the three months ended
March 31, 2007 was $438.7 million, relating primarily to the acquisition of Abacus.

»  Securitizations and Receivables Funding. We generally fund all private label credit card receivables through a securitization program that provides us
with both liquidity and lower borrowing costs. As of March 31, 2008, we had over $3.3 billion of securitized credit card receivables. Securitizations
require credit enhancements in the form of cash, spread accounts and additional receivables. The credit enhancement is partially funded through the
use of certificates of deposit issued through our subsidiary, World Financial Network National Bank. Net securitization and credit card receivable
activity provided cash flows of $84.7 million for the three months ended March 31, 2008 and $153.8 million for the comparable period in 2007. We
intend to utilize our securitization program for the foreseeable future.

*  Capital Expenditures. Our capital expenditures for the three months ended March 31, 2008 were $13.9 million compared to $21.9 million for the
comparable period in 2007. We anticipate capital expenditures to be approximately 3% of annual revenue for the foreseeable future.

Financing Activities. Cash used by financing activities was $17.0 million for the three months ended March 31, 2008 as compared to cash provided by
financing of $268.7 million for the comparable period in 2007. Our financing activities during the three months ended March 31, 2008 relate primarily to
borrowings and repayments of debt and the issuance and repayment of certificates of deposit.

Liquidity Sources. In addition to cash generated from operating activities, we have four main sources of liquidity: the securitization program, certificates of
deposit issued by World Financial Network National Bank and World Financial Capital Bank, our credit facilities and issuances of equity securities. We believe
that internally generated funds and existing sources of liquidity are sufficient to meet current and anticipated financing requirements during the next 12 months.

Securitization Program and Off-Balance Sheet Transactions. Since January 1996, we have sold, sometimes through WFN Credit Company, LLC and WFN
Funding Company II, LLC, substantially all of the credit card receivables owned by our credit card bank subsidiary, World Financial Network National Bank, to
World Financial Network Credit Card Master Trust, World Financial Network Credit Card Master Note Trust, World Financial Network Credit Card Master
Trust II and World Financial Network Credit Card Master Trust III, which we refer to as the WEN Trusts, as part of our securitization program. This securitization
program is the primary vehicle through which we finance our private label credit card receivables.

As of March 31, 2008, the WEN Trusts had over $3.3 billion of securitized credit card receivables. Securitizations require credit enhancements in the form
of cash, spread deposits and additional receivables. The
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credit enhancement is principally based on the outstanding balances of the series issued by the WFN Trusts and by the performance of the private label credit
cards in the securitization trust. During the period from November to January, the WEN Trusts are required to maintain a credit enhancement level of between 6%
and 10% of securitized credit card receivables. Certain of the WFN Trusts are required to maintain a level of between 4% and 9% for the remainder of the year.

Certificates of Deposit. We utilize certificates of deposit to finance the operating activities and fund securitization enhancement requirements of our credit
card bank subsidiaries, World Financial Network National Bank and World Financial Capital Bank. World Financial Network National Bank and World Financial
Capital Bank issue certificates of deposit in denominations of $100,000 in various maturities ranging between three months and two years and with effective
annual fixed rates ranging from 3.6% to 5.7%. As of March 31, 2008, we had $281.9 million of certificates of deposit outstanding. Certificate of deposit
borrowings are subject to regulatory capital requirements.

Credit Facilities. On March 28, 2008, we entered into a third amendment to the Credit Agreement, dated as of January 24, 2007, which we refer to as the
bridge loan. As amended, the bridge loan provided for loans in a maximum amount of $300.0 million. The maturity date of the bridge loan was extended from
March 31, 2008 to December 31, 2008. On March 17, 2008, we prepaid $150.0 million of the principal amount of the bridge loan together with accrued interest
thereon and pursuant to the terms of the bridge loan, such amounts are not available to be re-borrowed. In addition, the third amendment provides for two
principal payments in the amount of $25.0 million each on June 30, 2008 and September 30, 2008, respectively, and adjusts the margin applicable to base rate and
Euro dollar loans as those set forth in Note 6 to our unaudited condensed consolidated financial statements. We borrowed on our revolving credit facility to
prepay the $150.0 million principal amount of the bridge loan but expect to fund these future principal payments from operating cash flow.

At March 31, 2008, we had borrowings of $483.0 million outstanding under our credit facilities (with a weighted average interest rate of 4.3%), $2.0
million in letters of credit outstanding, and we had available unused borrowing capacity of approximately $205.0 million. These credit facilities limit our
aggregate outstanding letters of credit to $50.0 million.

We utilize our credit facilities and excess cash flows from operations to support our acquisition strategy and to fund working capital and capital
expenditures. We were in compliance with the covenants under our credit facilities at March 31, 2008.

Recent Accounting Pronouncements

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141 (revised 2007) (“SFAS No. 141R”), “Business Combinations”
and Statement of Financial Accounting Standards No. 160 “Noncontrolling Interests in Consolidated Financial Statements, an amendment of Accounting
Research Bulletin No. 51” (“SFAS No. 160”). SFAS No. 141R will change how business acquisitions are accounted for and will impact financial statements both
on the acquisition date and in subsequent periods. SFAS No. 160 will change the accounting and reporting for minority interests, which will be recharacterized as
noncontrolling interests and classified as a component of equity. Both statements are required to be adopted for the first annual reporting period beginning on or
after December 15, 2008. Earlier adoption is prohibited. We are currently evaluating the impact that SFAS No. 141R and SFAS No. 160 will have on our
consolidated financial statements.

In March 2008, the FASB issued Statement of Financial Accounting Standards No. 161, “Disclosures about Derivative Instruments and Hedging
Activities” (“SFAS No. 161”). SFAS No. 161 is intended to improve financial reporting about derivative instruments and hedging activities by requiring enhanced
disclosures to enable investors to better understand their effects on an entity’s financial position, financial performance, and cash flows. The provisions of SFAS
No. 161 are effective for financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with early application
encouraged. The Company does not expect the provisions of SFAS No. 161 to have a material impact on our consolidated financial statements.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
Market Risk

There has been no material change from our Annual Report on Form 10-K for the year ended December 31, 2007 related to our exposure to market risk
from off-balance sheet risk, interest rate risk, credit risk, foreign currency exchange risk and redemption reward risk.

Item 4. Controls and Procedures
Evaluation

As of March 31, 2008, 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 March 31, 2008, 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.

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

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. Such statements may use words such as “anticipate,”
“believe,” “estimate,” “expect,” “intend,” “predict,” “project” and similar expressions as they relate to us or our management. When we make forward-looking
statements, we are basing them on our management’s beliefs and assumptions, using information currently available to us. Although we believe that the
expectations reflected in the forward-looking statements are reasonable, these forward-looking statements are subject to risks, uncertainties and assumptions,
including those discussed in the “Risk Factors” section in our Annual Report on Form 10-K for the year ended December 31, 2007 and Item 1A of this Quarterly
Report.

 « 2«

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. Any forward-looking statements contained in this quarterly report reflect our current views with respect to future events and are subject
to these and other risks, uncertainties and assumptions relating to our operations, results of operations, growth strategy and liquidity. These risks, uncertainties
and assumptions include those made with respect to and any developments related to the termination of the proposed merger with an affiliate of The Blackstone
Group L.P,, including risks and uncertainties arising from actions that the parties to the Merger Agreement may take in connection therewith. We have no
intention, and disclaim any obligation, to update or revise any forward-looking statements, whether as a result of new information, future results or otherwise.
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PART II

Item 1. Legal Proceedings.

We are aware of litigation arising from what were originally four lawsuits filed against the Company and its directors in connection with the Merger. On
May 18, 2007, Sherryl Halpern filed a putative class action (cause no. 07-04689) on behalf of Company stockholders in the 68th Judicial District of Dallas
County, Texas against the Company, all of its directors and The Blackstone Group (the “Halpern Petition”). On May 21, 2007, Levy Investments, Ltd. (“Levy™)
filed a purported derivative lawsuit (cause no. 219-01742-07) on behalf of the Company in the 219th Judicial District of Collin County, Texas against all of the
Company’s directors and The Blackstone Group (the “Levy Petition) (this suit was subsequently transferred to the 296th Judicial District of Collin County, Texas
and assumed the cause no. 296-01742-07). On May 29, 2007, Linda Levine filed a putative class action (cause no. 07-05009) on behalf of Company stockholders
in the 192nd Judicial District of Dallas County, Texas against the Company and all of its directors (the “Levine Petition”). On May 31, 2007, the J&V Charitable
Remainder Trust filed a putative class action (cause no. 07-05127-F) on behalf of Company stockholders in the 116th Judicial District of Dallas County, Texas
against the Company, all of its directors and The Blackstone Group (the “J&V Petition”).

The three putative class actions were consolidated in the 68th Judicial District Court of Dallas County, Texas (the “Court”) under the caption In re Alliance
Data Corp. Class Action Litigation, No. 07-04689. On July 16, 2007, a consolidated class action petition was filed seeking a declaration that the action was a
proper class action, an order preliminarily and permanently enjoining the Merger, a declaration that the director defendants breached their fiduciary duties and an
award of fees, expenses and costs. The Company and its directors filed general denials in response to the putative class actions.

The derivative action filed by Levy was voluntarily dismissed and refiled in Dallas County (cause no. 07-06794), and was subsequently transferred to the
Court. On July 18, 2007, Levy filed an amended derivative petition seeking an injunction preventing consummation of the Merger, an order directing the director
defendants to exercise their fiduciary duties to obtain a transaction beneficial to the Company and its stockholders, a declaration that the Merger Agreement was
entered into in breach of the director defendants’ fiduciary duties and is unlawful and unenforceable, an order rescinding the Merger Agreement, the imposition of
a constructive trust upon any benefits improperly received by the director defendants and an award of costs and disbursements, including reasonable attorneys’
and experts’ fees. On July 24, 2007, the Company and its directors filed their Motion to Abate, Plea to the Jurisdiction and Special Exceptions to the derivative
action.

On July 12, 2007, class plaintiffs filed a motion to enjoin the scheduled August 8, 2007 special meeting of stockholders at which stockholders would be
asked to vote to adopt the Merger Agreement. On July 20, 2007, Levy filed a motion reflecting its similar demand. On July 27, 2007, the Company and its
directors filed an opposition brief to both motions. The Company continued to deny all of the allegations in the consolidated class action petition and the amended
derivative petition, contended that the asserted claims were baseless and strongly believed that its disclosures in the Company’s definitive proxy statement filed
with the SEC on July 5, 2007 (the “Definitive Proxy”) were appropriate and adequate under applicable law. Nevertheless, in order to lessen the risk of any delay
of the closing of the Merger as a result of the litigation, the Company made available to its stockholders certain additional information in connection with the
Merger, which was filed with the SEC on July 27, 2007 and subsequently mailed to stockholders on or about July 28, 2007 (the “Proxy Supplement”). Class
action and derivative plaintiffs subsequently withdrew their motions to enjoin the August 8, 2007 special meeting of stockholders.

Subsequently, on August 7, 2007, Levy filed an Application for Attorneys’ Fees, stating that the substantive issues in the case had been resolved and
seeking $750,000 in attorney’s fees. Levy alleged that its lawsuit caused the Company to issue the Proxy Supplement, which, Levy contended, contained material
disclosures critical to the stockholders’ assessment of the fairness of the Merger. Levy filed a Second Amended Petition and Amended Application for Attorney’s
Fees on October 25, 2007, replacing Levy Investments with Yona Levy as plaintiff. In
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late December 2007, the parties reached a tentative settlement wherein the Company agreed to pay derivative plaintiffs’ counsel $290,000 as consideration for
their contribution to the issuance of the Proxy Supplement. The settlement includes a mutual release between the Company and Yona Levy, in his individual
capacity and in his derivative capacity as a stockholder of the Company. An order approving the settlement and a judgment dismissing the derivative claims were
entered on January 31, 2008.

On August 14, 2007, class plaintiffs filed a Second Amended Petition, in which they withdrew all prior claims but added a claim for an equitable award of
attorney’s fees. Similar to Levy, class plaintiffs allege that their lawsuits caused the Company to issue the Proxy Supplement, and that the supplement constituted
a benefit to the Company, its directors and stockholders for which class plaintiffs” attorneys should be compensated. In mid-December 2007, the parties reached a
tentative settlement wherein the Company agreed to pay class plaintiffs’ counsel $380,000 as consideration for their contribution to the issuance of the Proxy
Supplement. The parties are in the process of finalizing a stipulation of settlement, which must be approved by the Court.

We continue to contend that the disclosures in the Definitive Proxy were appropriate and adequate, and that we made the Proxy Supplement available to
stockholders solely to lessen the risk of any delay of the closing of the Merger as a result of the litigation. We deny that the Proxy Supplement contained any
material disclosures or constituted any benefit to the Company, its directors or its stockholders.

On January 30, 2008, we filed a lawsuit against the Blackstone Entities in the Delaware Court of Chancery, seeking specific performance to compel the
Blackstone Entities to comply with their obligations under the Merger Agreement, including their covenants to obtain required regulatory approvals and to
consummate the Merger. On February 8, 2008, we filed a motion to dismiss this lawsuit without prejudice in response to the Blackstone Entities’ confirmation of
their commitment to work to consummate the Merger.

On March 17, 2008, we notified the Blackstone Entities that they were in breach of the Merger Agreement and demanded that the Blackstone Entities cure
the breaches including, among other things, obtaining required regulatory approvals from the Office of the Comptroller of the Currency and the Federal Deposit
Insurance Corporation.

On April 18, 2008, Parent repudiated the Merger Agreement by sending us a notice purporting to terminate the contract. The notice of termination was
ineffective because the Merger Agreement cannot be terminated under the relevant termination provision by a party that is in breach. Subsequently, on April 18,
2008, we terminated the Merger Agreement because of the Blackstone Entities’ repudiation and their refusal to timely cure their breaches and perform their
covenants and agreements, thereby causing specified closing conditions not to be satisfied.

Pursuant to the Merger Agreement, if we terminate the Merger Agreement as a result of Parent or Merger Sub’s breach or failure to perform that causes
specified closing conditions not to be satisfied, Parent is required to pay, or cause to be paid, to us a fee of $170.0 million (the “Business Interruption Fee”).
Blackstone Capital Partners V L.P. (“BCP V”) provided a limited guarantee pursuant to which, among other things, BCP V guarantees payment of the Business
Interruption Fee and up to $3.0 million of other amounts for which the Blackstone Entities are liable under the Merger Agreement. We have demanded that Parent
pay the Business Interruption Fee, and commenced litigation on April 18, 2008 seeking full and timely payment of this fee by BCP V, as guarantor of the fee, in
the New York State Supreme Court.

On April 21, 2008, the Blackstone Entities filed an action for declaratory judgment in the Delaware Court of Chancery against us seeking an order
declaring that, among other things, the Blackstone Entities are not in breach of the Merger Agreement and that they are not obligated to pay the Business
Interruption Fee.

In addition, 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 affect on our business or financial condition, including claims and lawsuits alleging breaches of our contractual obligations.
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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, 2007.

Litigation in connection with the Merger Agreement is costly and could be disruptive to our business.

We are currently pursuing legal action against Blackstone Capital Partners V L.P. in connection with the termination of the Merger Agreement, as discussed
above under Item 1. Legal Proceedings. Further, we may be exposed to additional litigation claims relating to the proposed Merger and the termination of the
Merger Agreement. Regardless of the outcome, we have and may continue to incur substantial expenses in connection with such litigation. In addition, the
potential of such litigation to divert the time and attention of our management from our day-to-day business is substantial. As with any litigation, we cannot
predict with certainty the outcome of the proceedings, but the costs and energy expended for such litigation could have a material negative impact on our results
of operations and financial condition and could adversely affect our stock price.

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

During 2005 and 2006 our Board of Directors authorized three stock repurchase programs to acquire up to an aggregate of $900.0 million of our
outstanding common stock through December 2008, as more fully described in the footnote to the table below. As of March 31, 2008, we had repurchased
8,605,552 shares of our common stock for approximately $403.3 million under these programs. The following table presents information with respect to those
purchases of our common stock made during the three months ended March 31, 2008.

Approximate Dollar Value of

Total Number of Shares that May Yet Be
Total Number Shares Purchased as Purchased
of Shares Average Price Part of Publicly Announced Under the Plans or
Period Purchased!) Paid per Share Plans or Programs Programs(z)(3)
(in millions)

During 2008:
January 18,287 $ 53.38 — $ 496.7
February 10,740 53.36 — 496.7
March 11,308 46.69 — 496.7

Total 40,335 $ 51.50 — $ 496.7

(1) During the period represented by the table, 40,335 shares of our common stock were purchased by the administrator of our 401(k) and Retirement Saving
Plan for the benefit of the employees who participated in that portion of the plan.

(2) On June 9, 2005, we announced that our Board of Directors authorized a stock repurchase program to acquire up to $80.0 million of our outstanding
common stock through June 2006. As of the expiration of the program, we acquired the full amount available under this program. On October 27, 2005, we
announced that our Board of Directors authorized a second stock repurchase program to acquire up to an additional $220.0 million of our outstanding
common stock through October 2006. On October 3, 2006, we announced that our Board of Directors authorized a third stock repurchase program to
acquire up to an additional $600.0 million of our outstanding common stock through December 2008, in addition to any amount remaining available at the
expiration of the second stock repurchase program. As of December 31, 2007, we had repurchased 8,605,552 shares of our common stock for
approximately $403.3 million under these programs.

(3)  Per the terms of the Merger Agreement, we agreed that from May 17, 2007 until the effective time of the Merger or the expiration or termination of the
Merger Agreement, which occurred on April 18, 2008, with certain exceptions, that we would not purchase any of our capital stock, which included
suspension of any repurchases under the third stock repurchase program or otherwise. On May 6, 2008, the Board of Directors authorized reinstituting the
third stock repurchase program. Debt covenants in our credit facilities also
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restrict the amount of funds that we have available for repurchases of our common stock in any calendar year. The limitation for each calendar year was
$200.0 million beginning with 2006, increasing to $250.0 million in 2007 and $300.0 million in 2008, conditioned on certain increases in our Consolidated
Operating EBITDA as defined in the credit facilities. In addition, amounts available but not utilized for repurchases in any calendar year may be carried
over for use in the immediately succeeding fiscal year.

Item 3. Defaults Upon Senior Securities.
None
Item 4. Submission of Matters to a Vote of Security Holders.
None
Item 5. Other Information.
(a) None
(b) None

29



Table of Contents

Item 6. Exhibits.
(a) Exhibits:
EXHIBIT INDEX
Exhibit No. Description
3.1 Second Amended and Restated Certificate of Incorporation of the Registrant (incorporated by reference to Exhibit No. 3.1 to our
Registration Statement on Form S-1 filed with the SEC on March 3, 2000, File No. 333-94623).
3.2 Second Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit No. 3.2 to our Registration Statement on
Form S-1 filed with the SEC on March 3, 2000, File No. 333-94623).
33 First Amendment to the Second Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit No. 3.3 to our
Registration Statement on Form S-1 filed with the SEC on May 4, 2001, File No. 333-94623).
34 Second Amendment to the Second Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit No. 3.4 to our
Annual Report on Form 10-K, filed with the SEC on April 1, 2002, File No. 001-15749).
4 Specimen Certificate for shares of Common Stock of the Registrant (incorporated by reference to Exhibit No. 4 to our Quarterly Report on
Form 10-Q filed with the SEC on August 8, 2003, File No. 001-15749).
10.1 Third Amendment to Credit Agreement, dated as of March 28, 2008, by and among Alliance Data Systems Corporation and certain
subsidiaries parties thereto as Guarantors, Bank of Montreal, as Administrative Agent and various other agents and banks (incorporated by
reference to Exhibit No. 10.1 to our Current Report on Form 8-K filed with the SEC on April 1, 2008, File No. 001-15749).
*+10.2 Secondment Agreement, dated May 8, 2008, by and between ADS Alliance Data Systems, Inc. and Loyalty Management Group Canada Inc.
*31.1 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 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 Certification of Chief Executive 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.
*32.2 Certification of Chief Financial Officer of Alliance Data Systems Corporation pursuant to Rule 13a-14(b) promulgated under the Securities

* Filed herewith

Exchange Act of 1934, as amended, and Section 1350 of Chapter 63 of Title 18 of the United States Code.

+ Management contract, compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, 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/  EDWARD J. HEFFERNAN

Edward J. Heffernan
Executive Vice President and Chief Financial Officer
Date: May 9, 2008 (Principal Financial Officer)

By: /s/  MICHAEL D. KUBIC

Michael D. Kubic
Senior Vice President and Corporate Controller
Date: May 9, 2008 (Principal Accounting Officer)

31



Table of Contents

EXHIBIT INDEX
Exhibit No. Description
3.1 Second Amended and Restated Certificate of Incorporation of the Registrant (incorporated by reference to Exhibit No. 3.1 to our

Registration Statement on Form S-1 filed with the SEC on March 3, 2000, File No. 333-94623).

3.2 Second Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit No. 3.2 to our Registration Statement on
Form S-1 filed with the SEC on March 3, 2000, File No. 333-94623).

3.3 First Amendment to the Second Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit No. 3.3 to our
Registration Statement on Form S-1 filed with the SEC on May 4, 2001, File No. 333-94623).

34 Second Amendment to the Second Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit No. 3.4 to our
Annual Report on Form 10-K, filed with the SEC on April 1, 2002, File No. 001-15749).

4 Specimen Certificate for shares of Common Stock of the Registrant (incorporated by reference to Exhibit No. 4 to our Quarterly Report on
Form 10-Q filed with the SEC on August 8, 2003, File No. 001-15749).

10.1 Third Amendment to Credit Agreement, dated as of March 28, 2008, by and among Alliance Data Systems Corporation and certain
subsidiaries parties thereto as Guarantors, Bank of Montreal, as Administrative Agent and various other agents and banks (incorporated by
reference to Exhibit No. 10.1 to our Current Report on Form 8-K filed with the SEC on April 1, 2008, File No. 001-15749).

*+10.2 Secondment Agreement, dated May 8, 2008, by and between ADS Alliance Data Systems, Inc. and Loyalty Management Group Canada Inc.

*31.1 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 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 Certification of Chief Executive 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.

*32.2 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.

* Filed herewith
+ Management contract, compensatory plan or arrangement
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SECONDMENT AGREEMENT
BY AND BETWEEN
LOYALTY MANAGEMENT GROUP CANADA, INC.
AND
ADS ALLIANCE DATA SYSTEMS, INC.
DATED EFFECTIVE

OCTOBER 1, 2006
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SECONDMENT AGREEMENT

This Secondment Agreement (this “Agreement”) is made and entered effective as of the 1st day of October, 2006 (the “Effective Date”) by and between ADS
Alliance Data Systems, Inc. a corporation organized and existing under the laws of the State of Delaware, USA with its primary headquarter offices in Dallas,
Texas (hereinafter referred to as the “Company”), and Loyalty Management Group Canada, Inc. a Canadian corporation incorporated under the laws of Ontario,
Canada (hereinafter referred to as the “Employer”).

WITNESSETH

WHEREAS, the Employer and the Company deem it necessary and beneficial that certain personnel currently employed by the Employer be seconded to the
Company in order for the Company to benefit from the experience and expertise provided by those personnel; and

WHEREAS, Employer is ready, willing and able to assign and to second to the Company certain of its employees pursuant to the terms and conditions hereinafter
set forth.

NOW, THEREFORE, IT IS HEREBY AGREED AS FOLLOWS:
ARTICLE 1 - DEFINITIONS

Unless the context otherwise requires, the following terms shall, in this Agreement, in the recitals hereto, and in the Annexes attached to this Agreement, have the
following meanings:

“Affiliate” shall mean a company or other juridical entity, excluding a governmental agency or body, that directly or indirectly controls, is controlled by, or
is under common control with a party hereto. “Control” for this purpose shall, in the case of a company with outstanding voting stock, require the direct or
indirect ownership of, or power to vote, the outstanding shares of such company’s stock constituting fifty (50%) percent or more of the votes of any class of
such company’s outstanding voting stock. NOTWITHSTANDING ANY OTHER PROVISION HEREOF TO THE CONTRARY, NEITHER
PARTY HERETO SHALL, FOR PURPOSES OF THIS AGREEMENT, BE CONSIDERED THE AFFILIATE OF THE OTHER PARTY
HERETO.

“Agreement” shall mean this Agreement entitled “Secondment Agreement”, together with the Annexes attached hereto, as the same may be amended in
writing from time to time by the parties hereto.

“Annex” shall mean an annex to this Agreement, attached hereto and made a part hereof for all purposes.
“Secondee(s)” shall mean any employee of Employer seconded to the Company pursuant to the provisions of this Agreement.

“United States Dollars” shall mean dollars of the United States of America.
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3.01

“Canadian Dollars” shall mean dollars of Canada.
ARTICLE 2 - SCOPE OF AGREEMENT

(a) Subject to the terms and upon the conditions of this Agreement, the Employer hereby undertakes to assign to the Company, certain of its employees
for secondment to the Company from time to time during the term hereof, to assist the Company in the conduct of its business operations.

(b) The Employer shall be an independent contractor engaged by the Company to make the Secondees available for the purposes of this Agreement, and
neither the Employer nor any Secondee shall be a servant or employee of the Company.

(c) Notwithstanding that for the duration of the secondment period the Company shall have the right to exercise supervision, control and direction over
each Secondee, each such Secondee shall remain an employee of the Employer for all purposes (other than for U.S. tax purposes), including promotion and
career planning.

(d) The Company shall have no authority to terminate employment or to administer disciplinary action with respect to any Secondee, except to terminate
the secondment pursuant to Article 3.01(b) hereof. Only the Employer shall have authority to discipline or terminate the employment of Secondees. The
Company shall have the right to operationally manage the work of the Secondee as needed in order to ensure Secondee achieves the purposes intended by
this Agreement.

(e) The Company and Employer agree that no Secondee provided hereunder shall retain the authority to negotiate or enter into contracts on behalf of
Employer during the course of the Secondment, nor are Secondees working on behalf of or for the benefit of Employer during the course of their
assignment to Company. Any Secondee who prior to their assignment hereunder held positions of corporate authority, including but not limited to,
corporate officer positions, shall have those responsibilities suspended during the course of their assignment pursuant to this Agreement and shall retain no
requirements to provide services to Employer except if specifically agreed to in writing between the parties. At Annex 3, incorporated herein by reference
is a list of each Secondee, and any officer or director position held that will be suspended during the course of the Secondment of Secondee.

ARTICLE 3 - PROVISION OF SECONDEES

Provision of Secondees

(@) Attached hereto as Annex 1 is a list of the initial Secondees and the position to which each is assigned. Company and Employer may agree from time
to time to add positions and assign personnel as the needs of the Company dictate, and any additions or changes will be made to Annex 1 and agreed
by both parties in
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writing. The Employer shall give notice to the Company from time to time of any changes in the status of each respective Secondee on account of
assignment, reassignment, termination, retirement or other employment changes affecting said Secondee, and the attached listing shall be modified
from time to time to reflect such changes.

(b)  The Secondees shall be approved by the Company, and such approval shall not be unreasonably withheld or unduly delayed. Upon notice by the
Company that it does not approve of the secondment or continued secondment of a Secondee, the Employer shall remove that person from the
secondment no later than thirty (30) days after notice is delivered (as provided in Article 16.01 below). The Employer shall have the right to
nominate other persons to fill such positions identified on Annex 1 or, at its option, may notify the Company that it will decline to fill such
position(s).

(c) The Secondees shall perform duties for the benefit of the Company consistent with reasonable standards of performance established by the Company
in a professional, competent and diligent manner. The Company shall have the right to assign work duties as appropriate to each Secondee and to
supervise, control and direct the actions of such Secondee during the period of the Secondee’s secondment except as otherwise limited by this
Agreement.

3.02 Duration of Secondment

(@) The normal period of secondment for each Secondee shall be for a period to be negotiated between the parties. Each Secondee’s term shall be
reviewed after three (3) years of service, if the term extends to that length of time, to determine if a longer period is needed.

ARTICLE 4 — REASSIGNMENT, REDEPL.OYMENT, RESTRICTIONS
AND REVISIONS

4.01 Reassignment

Except in cases of death, termination of employment, resignation, illness, disability or emergency, the Employer shall endeavor to provide the Company
with a minimum of thirty (30) days advance notice before a Secondee is reassigned and/or redeployed.

4.02 Localized Employment

If at the end of the assignment, Company desires to retain the services of the Secondee, the Company may offer Secondee local employment after first
notifying Employer and securing Employer’s written agreement to the offer. If local employment is accepted by the Secondee, his or her employment
relationship will cease with Employer as if Secondee resigned voluntarily upon his or her own initiative. Company agrees to include this requirement in
any offer it makes to Secondee.
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4.03 Revision of Assignment

Any change in the assigned position to which any Secondee has been assigned within the Company, and any material change in duties and responsibilities
shall require the prior written approval of the Employer.

ARTICLE 5 - DUTIES OF SECONDEES

During the period of each respective secondment, each Secondee shall be integrated into the organization of the Company only to the extent necessary to carry
out his or her assigned functions, and will be subject to the administrative regulations of, and to the direction and management of the Company, except that any
disciplinary action shall only be taken by Employer. Each Secondee shall perform the particular duties and assume the responsibilities attendant upon his or her
assigned position as may be properly required by the management of the Company, and in such performance the Secondee shall be acting as the representative of
the Company; provided, however, that no Secondee shall have the authority to negotiate or conclude contracts on behalf of the Employer while on assignment to
the Company. If the position of the Secondee warrants authority to negotiate or conclude contracts on behalf of Company, Company shall provide specific
authority to Secondee for handling such matters.

ARTICLE 6 - TRAINING

Attendance of a Secondee at courses shall be arranged by the Company at the Company’s cost, if the Company deems that such attendance is beneficial to its
business. In addition, Company may provide, at its discretion and expense, at reasonable intervals and for agreed periods, continuing training to the Secondees in
functions relevant to their duties for the Employer and/or the Company, and the Company shall use reasonable endeavors to cooperate with Employer in respect
of such training by permitting the Secondee time to attend such training.

ARTICLE 7 - RESPONSIBILITIES OF THE COMPANY

7.01 (a) The Company shall provide or procure on behalf of the Secondees, at the Company’s cost, the following support and services in accordance with
the Company’s practices and policies and as set forth in any specific enumeration of benefits attached hereto at Annex 2 for each Secondee:

@A) suitable accommodation and equipment, and other facilities for Secondees that may be required to enable them to carry out their duties in
a proper and safe manner;

(ii) administrative assistance in connection with all travel to, within and from the United States including, but not limited to, obtaining
required visas and/or work permits, transport, import and export of personal effects, as well as immigration, customs and registration;

(iii)  local transport for business purposes; and



Secondment Agreement
Canada to United States
October 1, 2006

Page 6 of 15

(iv)  withholding of taxes to the appropriate taxing authority required by the applicable laws of the United States, if any.

(b)  All support and services referred to in Article 7.01(a) (ii) hereof shall also apply to immediate families of expatriate Secondees who accompany
Secondees on assignment, if any.

7.02 The Company shall provide the Employer with supplemental input concerning the performance of each Secondee in the seconded position.

7.03 The Company shall provide or procure on behalf of each Secondee, at the Company’s cost, any other accommodations or benefits necessary in order for
Secondee to reasonably carry out his or her responsibilities hereunder in the location of the Company.

ARTICLE 8 - CHARGES AND FEES FOR PROVISION OF SECONDEES

8.01 Establishment and Elements of Fees:

(@)  During the period of each secondment, the Employer shall maintain payroll responsibility for payment of all salary and benefits that relate to the
compensation package applicable to the Secondee during the course of the assignment, in accordance with the applicable payroll laws of the
United States and Canada and with policies of the Employer as the same may exist, from time to time. During the period of each secondment,
Company shall make payments to or on behalf of Secondee as they relate to host country expenses as required.

(b)  Subject to applicable laws regarding transfer pricing in effect in Canada and the United States, the Company shall owe Employer a fee as payment
for services rendered by Secondee that is equal to the costs incurred by Employer associated with this assignment in accordance with Employer’s
personnel policies and practices, and any applicable laws and regulations, plus 10%. The cost basis for each Secondee shall be set forth on Annex
2 and amended from time to time as necessary.

© @O In addition, the Company shall be responsible for and shall pay the cost of Secondees’ relocation to and from the location where the
Secondees will reside or work in the United States in connection with the assigned duties and responsibilities of Secondee as enumerated
in the documents provided at Annex 2.

(ii) Such relocation and repatriation costs shall include transportation of Secondees and their families, personal and household effects of the
Secondees and their families, transit expenses, and all other related costs in accordance with Employer’s policies and procedures if
applicable to Secondee.
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8.02

9.01

(d) The cost basis for the fee owed by the Company to the Employer shall, in accordance with this Agreement, consist of all of the costs referred to in
Article 6, Article 7 and in this Article 8.01 for which the Employer has made payment for each Secondee.

Payment of Fees
(@)  On aregular basis according to the accounting functions established by the Employer and communicated to the Company, the Company will pay
Employer its fees for each Secondee, which fees are calculated based on the formula set forth in Article 8.01(b), subject to applicable laws. Division

of financial responsibility and specific benefits owed to each Secondee are attached hereto at Annex 2.

ARTICLE 9 - LIABILITY AND INDEMNITY

General Liability and Indemnity

Subject to the indemnification and hold harmless provisions of Article 9.02 and Article 9.03 hereof, the Company shall be responsible for, and
shall defend, protect, release, hold harmless, indemnify and keep indemnified Employer and the Affiliates of Employer (other than the Company),
and the officers, directors, managers, employees, insurers and agents of both (collectively, the “Employer Group”), from and against all costs,
claims, liabilities, damages, suits, causes of action and expenses (including, without limitation, attorneys’ fees and other legal costs and expenses),
of whatsoever nature and howsoever caused, which in any way arises out of or in connection with the performance or non-performance of the
Company’s obligations under this Agreement including Company’s obligation to administer and make payments of the costs associated with the
Secondees.

9.02 Employer Indemnity

Employer shall be responsible for, and shall defend, protect, release, hold harmless, indemnify and keep indemnified the Company from and
against all costs, claims, liabilities, damages, suits, causes of action, and expenses (including, without limitation, attorneys’ fees and other legal
costs and expenses), for the following, when arising out of, associated with or incident to the provision of services by the Secondees (or any of
them) under this Agreement:

(a) all injuries to, deaths, or illnesses of employees of Employer (including, but not limited to, the Secondees),

(b) all damages to or losses of the property of the employees of Employer (including, but not limited to, the Secondees), and
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9.03

10.01

10.02

(c) all claims for salaries, wages, taxes, benefit plans and programs, by and on behalf of Employer employees (other than the Secondees),

whether or not attributable to any act, omission, negligence (active, passive, sole, joint, or concurrent with that of any other person, party or
entity), strict liability, products liability, any condition or defect in any property, or other fault or responsibility of the Company.

Company Indemnity

Without prejudice to the provisions of Article 9.01 hereof, but subject to Employer’s obligations as set forth in Article 9.02 hereof, the Company
shall be responsible for, and shall defend, protect, release, hold harmless, indemnify, and keep indemnified the Employer from and against all
costs, claims, liabilities, damages, suits, causes of action, and expenses (including, without limitation, attorneys’ fees and other legal costs and
expenses), for the following, when arising out of, associated with or incident to the provision of services by the Secondees (or any of them) under
this Agreement:

(a) all injuries to, deaths, or illnesses of the Company employees and personnel (other than the Secondees) or those of third parties;
(b) all damages to or losses of the Company’s or third parties’ property (other than property of the Secondees), and

(c) all claims for salaries, wages, taxes, benefit plans and programs, by and on behalf of the Company employees and personnel (including the
Secondees) or third parties,

whether or not attributable to any act, omission, negligence (active, passive, sole, joint or concurrent with that of any other person, partly or
entity), strict liability, products liability, any condition or defect in any property, or other fault or responsibility of the Employer.

ARTICLE 10 - ASSIGNMENT AND DURATION

Assignment by the Company

The Company shall not assign or transfer the whole or any part of this Agreement without the prior written approval of Employer.

Assignment by Employer

Employer shall, in addition to its other rights set forth in this Agreement, have the right to assign or transfer its rights and obligations under this
Agreement in whole or in part to an Affiliate (other than Company); provided that notice of such assignment or transfer shall be promptly given to the
Company, and that Employer shall remain responsible for the
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12.01

12.02

13.01

13.02

due performance of this Agreement by its assignee or transferee and shall be relieved from its obligations hereunder only to the extent that such
obligations are performed by its assignee or transferee in accordance with this Agreement.

ARTICLE 11 - EFFECTIVE DATE AND DURATION

This Agreement shall come into full force and effect as of the Effective Date, and shall remain in effect until this Agreement is terminated upon the
written agreement of the parties hereto.

ARTICLE 12 - FORCE MAJEURE

No failure or omission by either party hereto to carry out or observe any of the terms or conditions of this Agreement (other than the failure to pay money,
when, as and if due hereunder), shall give rise to any claim against the party failing or omitting to carry out or observe any of the terms or conditions
hereof, or be deemed a breach of this Agreement by such party, if such failure or omission arises from force majeure. As used herein, “force majeure”
means an occurrence resulting from circumstances (other than strikes, industrial disputes or lockouts caused by or involving a party’s own workforce,
except if part of a nation wide general strike and other than mere shortage of labor, material, equipment or supplies) that are beyond the control of the
party affected that delays or prevents the due performance of the provisions of this Agreement and which, by exercise of due diligence, such party is
unable to prevent or overcome, provided that the affected party shall give written notice to the other party no later than five (5) days after the party giving
notice is first made aware of (a) the force majeure occurrence, (b) the facts and circumstances giving rise to it, and (c) the obligation or performance
which is delayed or is prevented by such force majeure.

A party invoking the provisions of Article 12.01 hereof shall take all actions that are reasonable under the circumstances to overcome the force majeure
situation, and to proceed with the performance of its obligations hereunder.

ARTICLE 13 - APPLICABLE LAW AND DISPUTE RESOLUTION

Applicable Law

This Agreement shall be governed by, construed, interpreted and applied in all respects in accordance with the laws of the State of Texas, United States of
America, without reference or regard to conflict of law or choice of law rules or principles.

Litigation

The parties hereto hereby accept the appropriate Texas State or Federal Court as the exclusive venue for any dispute between the parties hereto arising
under this Agreement.
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14.01

14.02

15.01

15.02

ARTICLE 14 - NOTICES

Manner of Notices

Unless otherwise expressly provided herein, any notice, advisement, statement, request, confirmation, or other communication under this Agreement
(herein a “notice”) shall be given in writing and shall be deemed effectively given (a) upon personal delivery to the party to be notified, (b) on
confirmation of receipt by facsimile by the party to be notified; provided such facsimile is received during a business day for such party (otherwise,
receipt shall be deemed to occur at the commencement of the immediately following business day), or (c) three (3) days after deposit with a reputable
overnight courier, prepaid for overnight delivery and addressed as set forth below in Article 15.02, or at such other address as such party may, at any time,
or from time to time, during the term hereof, designate by ten (10) days advance written notice to the other party set forth and identified below in

Article 15.02 given in the foregoing manner.

Addresses

Employer Company

Loyalty Management Group Canada, Inc. ADS Alliance Data Systems, Inc.
438 University Avenue, Suite 600 17655 Waterview Parkway
Toronto, ON M5G 2L1 Dallas, TX 75252
Attention: Bryan Pearson, President Attention: J. Michael Parks, CEO

ARTICLE 15 - MISCELLANEOUS
This Agreement constitutes the entire agreement of the parties hereto, and no other representations, memoranda, protocols, instruments, documents,
contracts, agreements or other matters, oral or written, prior to the Effective Date shall vary, alter or aid in the interpretation of the terms, conditions or
provisions hereof. The headings and captions in this Agreement are for the convenience of the parties hereto in identification of the provisions hereof and
shall not constitute a part of this Agreement nor be considered interpretative thereof.
In the consideration and interpretation of this Agreement, the following shall apply:
(a) This Agreement was prepared jointly by the parties hereto and not by either party to the exclusion of the other;

(b) Failure to exercise any right hereunder shall not be considered a waiver of such right or rights in the future;

(c) The Annexes attached hereto are incorporated herein by reference and made a part of this Agreement for all purposes;
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15.03

15.04

15.05

15.06

(d) Inthe event of a conflict between the terms, conditions and/or provisions of an Annex and those of this Agreement, the terms, conditions and/or
provisions of this Agreement shall in the event of a conflict, prevail, govern and control;

(e)  The provisions hereof shall inure to the benefit of and be binding upon the parties hereto, their respective successors-in-interest and permitted
assigns;

(f)  If any provision of this Agreement is or becomes invalid, such invalidity shall not affect the other provisions hereof. If the invalidity of one or more
provisions or any other circumstance concerning the performance of this Agreement reveals a situation not provided for in this Agreement, the
parties shall jointly seek an arrangement having a valid legal and economic effect that will be as similar as possible to the ineffective provisions and
will cover the scope of any missing provisions in a reasonable manner for the purposes of this Agreement.

(g) Words used herein importing the singular shall, where their context so permits or requires, be deemed to include the plural and vice versa; and
(h) This Agreement may be amended only by the written agreement of the parties hereto.

No person or entity (including but not limited to any Secondee) shall receive, obtain or otherwise benefit from any rights, obligations or provisions of this
Agreement (except for, solely with respect to Article 9 hereof, the indemnified parties thereunder). By way of example and without limiting the
application of this provision, no Secondee shall, except as provided above, gain any rights or privileges enforceable by law or by contract on account of
any provision in this Agreement.

Solely for the purposes of compliance with the laws of Canada, the Company will make any necessary payments on behalf of Secondees to Canadian
taxing authorities as may be required. By complying with Canadian law in this regard, neither the Company nor Employer shall, except as hereinafter
provided, be deemed to have modified the status of the Secondees as employees of Employer. Notwithstanding the foregoing, for Canadian tax purposes,
the parties hereto agree to treat the Company as the employer of the Secondees during the secondment period.

If a Secondee is a resident of a country with which Canada or the United States has entered into a Totalization Agreement and the Secondee is eligible for
an exemption from U.S. or Canadian social security taxation pursuant to such agreement, then the Employer shall request and obtain, on behalf of such
Secondee, a valid “certificate of coverage” from the appropriate governmental agency of such country in order to establish the Secondee’s entitlement to
such exemption.

In the event of a breach or violation of this Agreement, neither party shall be entitled to recover special or consequential damages from the other party,
and each party hereby waives any claim or right to special, consequential, indirect exemplary or punitive
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damages hereunder even if caused by the active, passive, sole, joint, concurrent or comparative negligence, strict liability or other fault of the other party
hereto.

In Witness Whereof, and intending to be legally bound, the duly authorized and empowered representatives of the parties hereto have executed this Agreement
effective for all purposes as of the Effective Date.

Employer:
Loyalty Management Group Canada, Inc.

By: /s/Bryan Pearson

Name: Bryan Pearson
Title:  President
Date: May 8, 2008

Company:
ADS Alliance Data Systems, Inc.

By: /s/ J. Michael Parks

Name: J. Michael Parks
Title: CEO
Date: May 8, 2008
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10.

11.

12.

13.

Individual

SECONDEES

Date Secondment
Begins

Positions at Host Location

John W. Scullion

October 1, 2006

President, Chief Operating Officer: ADS Alliance Data Systems, Inc., its
parent corporation(s) and subsidiaries
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ANNEX 2

Individual Assignment Benefits Detail

EMPLOYER COSTS COMPANY COMPANY COSTS (Paid directly by the
NAME (Basis for Fees) ASSIGNMENT Company and not subject to the Fee)
John 100% Salary, bonus, other compensation according to ADS Alliance Data Systems, Inc. Local housing; local transportation; local business

Scullion  practice and policy;

expenses; air travel between home and host
locations
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ANNEX 3

SECONDEE CORPORATE OFFICER POSITION LIST

NAME POSITION HELD; ENTITY INVOLVED SUSPENDED
John Scullion Loyalty Management Group, Inc.: President, CEO  Suspended authority
John Scullion LMG Travel Services Ltd.: President, Director Suspended authority
John Scullion Thunderball Acquisition I Inc.: Director, President ~Suspended authority
John Scullion Thunderball Acquisition II Inc.: Director, President Suspended authority
John Scullion Epsilon Interactive CA Inc.: President Suspended authority

John Scullion ICOM Ltd.: Director Suspended authority



Exhibit 31.1

CERTIFICATION OF THE
CHIEF EXECUTIVE OFFICER
OF
ALLIANCE DATA SYSTEMS CORPORATION

I, J. Michael Parks, certify that:
1. T 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 last fiscal
quarter that has materially affected, or is reasonably likely to materially affect the registrant’s internal control over financial reporting;

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/ J. MICHAEL PARKS

J. Michael Parks
Chief Executive Officer

Date: May 9, 2008



Exhibit 31.2

CERTIFICATION OF THE
CHIEF FINANCIAL OFFICER
OF
ALLIANCE DATA SYSTEMS CORPORATION

I, Edward J. Heffernan, certify that:
1. T 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 last fiscal
quarter that has materially affected, or is reasonably likely to materially affect the registrant’s internal control over financial reporting;

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/  EDWARD J. HEFFERNAN

Edward J. Heffernan
Chief Financial Officer

Date: May 9, 2008



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 March 31, 2008 (the “Form 10-Q”) of Alliance Data Systems Corporation (the “Registrant”).

I, J. Michael Parks, 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 of 1934 (15 U.S.C. 78m(a) or
780(d)); and

(ii) 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/ J. MICHAEL PARKS

Name: J. Michael Parks
Chief Executive Officer

Dated: May 9, 2008

Subscribed and sworn to before me
this 9% day of May, 2008.

/s/  JANE BAEDKE

Name: Jane Baedke
Title: Notary Public

My commission expires:
October 23, 2008

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 March 31, 2008 (the “Form 10-Q”) of Alliance Data Systems Corporation (the “Registrant”).

I, Edward J. Heffernan, 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 of 1934 (15 U.S.C. 78m(a) or
780(d)); and

(ii) 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/  EDWARD J. HEFFERNAN

Name: Edward J. Heffernan
Chief Financial Officer

Dated: May 9, 2008

Subscribed and sworn to before me
this 9% day of May, 2008.

/s/  JANE BAEDKE

Name: Jane Baedke
Title: Notary Public

My commission expires:
October 23, 2008

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.



