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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

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

OF 1934
For the fiscal year ended November 30, 2007

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

For the transition period from to

Commission File Number 001-33378

DISCOVER FINANCIAL SERVICES

(Exact name of registrant as specified in its charter)

Delaware 36-2517428

(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification No.)

2500 Lake Cook Road

Riverwoods, Illinois 60015 (224) 405-0900

(Address of principal executive offices, including zip code) (Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $0.01 per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes ™ No x
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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange
Act. Yes © No x

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. x

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

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

The aggregate market value of the common equity held by non-affiliates of the registrant on the last business day of the registrant s most recently
completed second fiscal quarter was: N/A (the registrant was not yet a public company).

As of January 31, 2008 there were 479,098,177 shares of the registrant s Common Stock, par value $0.01 per share, outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant s definitive proxy statement for its annual stockholders meeting to be held on April 10, 2008 are incorporated by
reference in Part III of this Form 10-K.
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Part 1.
Item 1. Business
Introduction

We are a leading credit card issuer and electronic payment services company with one of the most recognized brands in U.S. financial services.
Since our inception in 1986, we have grown to become one of the largest card issuers in the United States with $48.2 billion in managed
receivables as of November 30, 2007. We are also a leader in payments processing, as we are one of only two credit card issuers with its own
U.S. payments network and the only issuer whose wholly-owned network operations include both credit and debit functionality. In 2007, we
processed 3.8 billion transactions through our signature card network (the Discover Network ) and PULSE EFT Association (the PULSE
Network or PULSE ), one of the nation s leading ATM/debit networks.

We issue credit cards in the United States under the Discover Card brand to various segments within the consumer and small business sectors.
Most of our cards offer a Cashback Bonus rewards program. In addition, we offer a range of banking products to our customers, including
personal loans, student loans, certificates of deposit and money market accounts.

Discover Network cards currently are accepted at millions of merchant and cash access locations primarily in the United States, Mexico, Canada
and the Caribbean. In October 2004, the U.S. Department of Justice ( DOJ ) prevailed in its antitrust lawsuit (the DOIJ litigation ) against Visa
U.S.A., Inc. (together with its predecessors, Visa ) and MasterCard Worldwide (together with its predecessors, MasterCard ) which challenged
their exclusionary rules rules that effectively precluded us from offering network services to financial institutions. Since then, we have
accelerated our network growth by entering the debit market with the acquisition of the PULSE Network, and by signing card issuing

agreements with a number of financial institutions. We also have significantly expanded our relationships with companies that provide

merchants with credit card processing services, which we believe will further increase the number of merchants accepting Discover Network
cards.

In addition, we issue credit cards on the MasterCard and Visa networks in the United Kingdom, the world s second-largest credit card market.
Our portfolio includes Goldfish, one of the United Kingdom s leading rewards credit cards, as well as several Morgan Stanley-branded credit
cards and a number of affinity credit cards. As of November 30, 2007, we had $4.4 billion of managed receivables in the United Kingdom. On
February 7, 2008, we entered into an agreement to sell our credit card business in the United Kingdom to Barclay s Bank Plc. The closing is
expected to occur by the end of our second quarter of 2008 and is subject to the satisfaction of a number of conditions. See Management s
Discussion and Analysis of Financial Condition and Results of Operations Sale of International Card Segment; First Quarter 2008 Charge for
more information relating to the sale of our Goldfish business.

Our revenues (net interest income plus other income) have increased over the last three years, from $4.3 billion in 2005 to $5.1 billion in 2007,
and net income was $589 million (which included a non-cash impairment charge of $279 million after tax related to our credit card business in
the United Kingdom, also referred to as the Goldfish business), $1.1 billion, and $578 million for the years ended November 30, 2007, 2006 and
2005, respectively. For additional financial information relating to our business and our operating segments, see Note 23: Segment Disclosures
to the consolidated and combined financial statements and for additional financial information concerning our geographic regions, see Note 25:
Geographical Distribution of Loans to the consolidated and combined financial statements.

On June 30, 2007, we were spun-off from our former parent company, Morgan Stanley, through the distribution of our shares to its shareholders
(the Distribution ). We became a subsidiary of Morgan Stanley in May 1997 as a result of the combination of Dean Witter, Discover & Co. and
Morgan Stanley Group, Inc. The entity currently named Discover Financial Services was a subsidiary of Sears, Roebuck and Co. ( Sears ) from
1960 until 1993, when it was part of the spin-off of Dean Witter Financial Services Group Inc. from Sears. The Discover Card business was
launched in 1986.
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We were incorporated in Delaware in 1960. Our principal executive offices are located at 2500 Lake Cook Road, Riverwoods, Illinois 60015.
Our main telephone number is (224) 405-0900.

Available Information

We are required to file current, annual and quarterly reports, proxy statements and other information required by the Securities Exchange Act of
1934, as amended (the Exchange Act ), with the SEC. You may read and copy any document we file with the SEC at the SEC s Public Reference
Room located at 100 F Street, N.E., Washington, DC 20549. Information on the operation of the Public Reference Room may be obtained by
calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains an internet website at http.//www.sec.gov, from which interested persons can
electronically access our SEC filings.

We will make available free of charge through our internet site http://www.discover.com, our annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, proxy statements, Forms 3, 4 and 5 filed by or on behalf of directors, executive officers and certain
large stockholders, and any amendments to those documents filed or furnished pursuant to the Exchange Act. These filings will become
available as soon as reasonably practicable after such material is electronically filed with or furnished to the SEC.

We also make available, on the Investor Relations page of our website, our (i) Corporate Governance Policies, (ii) Code of Ethics and Business
Conduct and (iii) the charter of the Audit, Compensation, and Nominating and Governance Committees of our Board of Directors. These
documents will also be available in print without charge to any person who requests them by writing or telephoning: Discover Financial
Services, Office of the Corporate Secretary, 2500 Lake Cook Road, Riverwoods, Illinois 60015, U.S.A., telephone number (224) 405-0900.

Operating Model

We operate in three reportable segments: U.S. Card, Third-Party Payments and International Card. On February 7, 2008, we announced that we
had entered into a definitive sale and purchase agreement to sell our U.K. credit card business, which represents substantially all of the
International Card segment, to Barclay s Bank Plc. See Management s Discussion and Analysis of Financial Condition and Results of
Operations Sale of International Card Segment; First Quarter 2008 Charge for more information relating to the sale of our Goldfish business.

U.S. Card

From our inception in 1986 until October 2004, we operated as a closed loop credit card business in which we performed all functions related to
our credit card business by acting as the card issuer, network and merchant acquirer. As a result of the resolution of the DOJ litigation, we
recently began entering into agreements with a number of third-party merchant acquirers.

We issue Discover Cards through our wholly-owned subsidiary Discover Bank. Cardmembers are permitted to revolve their balances and repay
their obligations over a period of time and at an interest rate set forth in their cardmember agreements, which may be either fixed or variable.

The interest that we earn on revolving balances is our primary source of revenue from cardmembers. We finance these balances using a variety

of debt instruments, including securitizations, from which we derive a significant portion of our income. We also charge cardmembers other

fees, including fees for late payment and for exceeding credit limits. In addition, we receive fees from merchants or merchant acquirers based on
sales volume charged to Discover Network cards. We recognize rewards cost as a reduction of discount and interchange revenue.

Where we have a direct relationship with the merchant, which is the case with respect to our large merchants that represent a majority of
Discover Card sales volume, we receive discount and fee revenue from merchants. Discount and fee revenue is based on pricing that varies due
to a number of factors including industry, special marketing arrangements, competitive pricing levels and size of merchant.
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Where we do not have a direct relationship with the merchant, we receive interchange and assessment fees from the merchant acquirer that
settles transactions with the merchant. The amount of this fee is based on a standardized schedule and can vary based on the type of merchant or
type of card (e.g., consumer vs. business).

The following chart shows the U.S. Card transaction cycle:

We also offer various products and services, such as Payment Protection, Identity Theft Protection, Wallet Protection, Credit ScoreTracker and
other cross-sell and fee-based products to our existing customer base.

Third-Party Payments

Our payments business includes the PULSE Network, as well as financial institutions that issue credit, debit and prepaid cards on the Discover
Network. When a financial institution joins the PULSE Network, debit cards issued by that institution can be used at all of the ATMs and PIN
point-of-sale debit terminals that participate in the network, and the PULSE mark can be used on that institution s debit cards and ATMs. In
addition, financial institution participants may sponsor merchants and independent sales organizations to participate in the network s PIN POS
and ATM debit service. A participating financial institution assumes liability for transactions initiated through the use of debit cards issued by
that institution, as well as for ensuring compliance with PULSE s operating rules and policies applicable to that institution s debit cards, ATMs
and, if applicable, sponsored merchants and independent sales organizations. PULSE derives its revenue from switch fees paid for PIN POS and
ATM transactions routed to the PULSE Network for authorization, as well as membership and other fees paid by participants in the network. We
earn merchant discount and acquirer interchange revenue, net of issuer interchange paid, plus assessments and fees for processing transactions
for third-party issuers of credit cards on the Discover Network.
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The following chart shows the third-party payments transaction cycle:

International Card

Our international card issuing business differs from our U.S. card business in that we rely on third-party networks, historically the MasterCard
Network, and more recently, as a member of Visa Europe, the Visa Network. As a result, third parties maintain the relationships with merchants
and pass customer charges on to our U.K. card issuing bank, Goldfish Bank Limited. As in the U.S. card business, we charge interest fees, late
payment and overlimit fees and fees for various other products and services.

The following table shows our International Card transaction cycle:

Marketing

The key functions performed in marketing include customer acquisition, product development, pricing and analytics, customer management,
advertising and brand management, rewards/Cashback Bonus, fee products and website management.
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Customer Acquisition

We seek creditworthy individuals by leveraging an integrated acquisition and risk management process. To acquire new customers, we use
proprietary targeting and analytical models to identify attractive prospects and match them with our product offerings. We employ multiple
acquisition channels, including direct mail, internet, print advertising, direct response television and telemarketing.

Direct mail has historically accounted for the greatest proportion of new accounts, representing approximately 50% of new accounts acquired in
2007. We focus on our account acquisition costs through product innovation, expanded creative testing, enhanced targeting/modeling and
production efficiencies. Historically, telemarketing was also a significant channel but we have largely shifted to other channels such as
internet-acquired accounts.

Product Development

We continue to develop card features and benefits to attract and retain cardmembers and merchants, such as our popular 5% Cashback Bonus
program where cardmembers who sign up for this program earn 5% cash rewards in select retail categories. The category mix changes each
quarter, allowing us to target different areas of cardmember spending each season, alert cardmembers to new places they can use their cards and
manage our rewards costs.

We have also relaunched several card products, including our 5% Gas Card (now known as the Discover Open Road Card) and a redesigned
Miles by Discover Card. In June 2006, we announced the launch of a small business credit card that offers cash rewards, distinctive control
features and dedicated service. The Discover Motiva Card, launched in March 2007, provides cardmembers with a full month s interest as a
reward each time they make six consecutive on-time payments. In 2007, we launched personal loan and student loan products, as well as the
Discover Insurance Center.

Pricing and Analytics

We use an analytical pricing strategy that provides competitive pricing for cardmembers and seeks to maximize revenue on a risk-adjusted basis.
We assign specific annual percentage rates (APRs), fees and terms for different products and cardmembers, including purchases, balance
transfers and cash advances. We periodically assess individual-level behavior practices and use risk models to determine appropriate pricing
terms for our cardmembers, providing lower promotional rates for some customers while assessing higher rates for others who have
demonstrated high-risk behaviors such as defaulting on their payments.

Customer Management

We actively work to increase sales and build loan balances of new and existing cardmembers by marketing to them through a variety of
channels, including mail, phone and online. Targeted offers may include balance transfers, fee products and reinforcement of our Cashback
Bonus rewards program.

We also continue to improve our modeling and customer engagement capabilities, which we believe will help us offer the right products and
pricing at the right time and through the right channels. Recent enhancements include the development of a large prospect database, trade-line
level data and a customer contact strategy and management system.

Advertising and Brand Management

We maintain a full-service, in-house marketing and communications department charged with delivering communications to foster customer
engagement with our products and services. This helps us promote our brands, launch new products, supervise external agencies and provide
integrated marketing communications.
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Rewards /Cashback Bonus

Under our Cashback Bonus rewards program, we provide cardmembers with up to 1% Cashback Bonus, based upon their level and type of
purchases. The amount of the Cashback Bonus generally increases as the cardmember s purchases increase during the year. Cardmembers earn a
full 1.0% once their total annual purchases exceed $3,000. Annual purchases up to $1,500 earn a 0.25% Cashback Bonus and purchases between
$1,500 and $3,000 earn 0.50%. Purchases made at certain warechouse clubs or discount stores earn a fixed Cashback Bonus reward of 0.25%.
Cardmembers can earn additional rewards by participating in periodic 5% Get More promotions for select categories of merchants.

Cardmembers can choose from several card products that allow them to accelerate their cash rewards earnings based on how they want to use
credit. For example, the Discover Open Road Card provides 5% Cashback Bonus on the first $100 in gas and auto maintenance purchases each
billing period.

Cardmembers who are not delinquent or otherwise disqualified may redeem Cashback Bonus rewards at any time in increments of $20, and
cardmembers have the option to choose a statement credit, direct deposit, partner gift card or charitable donation. When cardmembers choose to
redeem their Cashback Bonus with one of our more than 100 merchant partners, they have the opportunity to increase their reward, up to double
the reward amount.

Fee Products

We market several fee-based products to our cardmembers, including the following:

Identity Theft Protection. The most comprehensive identity theft monitoring service we offer includes an initial credit report, credit
bureau file monitoring, prompt alerts that help cardmembers spot possible identity theft quickly, and access to knowledgeable
professionals who can provide information about identity theft issues or credit reports.

Payment Protection. This service allows cardmembers to suspend their payments in the event of unemployment, disability or other
life events for up to two years. In most states, any outstanding balance up to $25,000 is cancelled in the event of death.

Wallet Protection. This service offers one-call convenience if the cardmember s wallet is lost or stolen, including requesting
cancellation and replacement of the cardmember s credit and debit cards, monitoring the cardmember s credit files for 90 days,
providing up to $100 to replace the cardmember s wallet, and if needed, lending the cardmember up to $1,000 in emergency cash.

Credit ScoreTracker. A comprehensive credit score tracking product offering Discover cardmembers resources that help them
understand and monitor their credit score. Credit ScoreTracker is specifically designed for score monitoring, alerting cardmembers
when their score changes, allowing cardmembers to set a target score and providing resources to help them understand the factors
that may be influencing their score.

Cardmember Website

Cardmembers can register their accounts online at Discover.com, which offers a range of benefits and control features that allow cardmembers
to customize their accounts to meet their own preferences and needs. Key offerings include:

Online account services that allow cardmembers to customize their accounts, choose how and when they pay their bills, and create
annual account summaries that assist with budgeting and taxes;

Email reminders to help cardmembers avoid fees and track big purchases or returns;
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Secure online account numbers that let cardmembers shop online without ever revealing their actual account numbers; and

ShopDiscover, an online portal where cardmembers automatically earn 5 20% Cashback Bonus when they shop at well-known online
merchants.
Credit Risk

Risk management is a critical and fully integrated component of our management and growth strategy. We have developed a risk management
structure to manage credit and other risks facing our business.

Credit risk refers to the risk of loss arising from borrower default when a borrower is unable or unwilling to meet their financial obligations to
Discover. Our credit risk is generally highly diversified across millions of accounts without significant individual exposures; accordingly, we
manage risk on a portfolio basis. We have a risk committee that is composed of our senior management and is responsible for the establishment
of criteria relating to risk management.

New Cardmembers

We subject all credit applications to an underwriting process that assesses the creditworthiness of each applicant. In terms of identifying
potential cardmembers, we give consideration to the prospective cardmember s financial stability, as well as ability and willingness to pay.

Prospective cardmembers applications are evaluated using credit information provided by the credit bureaus and other sources. Credit scoring
systems, both externally developed and proprietary, are used to evaluate cardmember and credit bureau data. We assign credit lines to our
cardmembers on the basis of risk level, income and expected card usage.

We use experienced credit underwriters to supplement our automated decision-making processes. Approximately 25% of all applications are
subject to manual review that covers the areas of key cardmember data verification, fraud prevention and approval of higher credit lines. We
periodically review policies, procedures and processes to ensure accurate implementation.

Portfolio Management

Proactive management of a cardmember s account is a critical part of credit management, and all accounts are subject to ongoing credit
assessment. This assessment reflects information relating to the performance of the individual s Discover account as well as information from a
credit bureau relating to the cardmember s broader credit performance. This information is used as an integral part of credit decision-making as
well as for management reporting purposes.

The measurement and management of credit risk is supported by scoring models (statistical evaluation models). At the individual cardmember
level, we use custom risk models together with generic industry models as an integral part of the credit decision-making process.

Depending on the duration of the cardmember s account, risk profile and other performance metrics, the account may be subject to a range of
account management treatments, for example, eligibility for marketing initiatives, authorization, increases or decreases in retail and cash credit
limits, pricing adjustments and delinquency strategies.

Cardmember Assistance

Authorizations. Each transaction is subject to screening and approval through a proprietary point-of-sale decision system. This system utilizes
rules-based decision-making logic, statistical models and data integrity

Table of Contents 11



Edgar Filing: Discover Financial Services - Form 10-K

Table of Conten

checks to manage fraud and credit risks. Strategies are subject to regular review and enhancement to enable us to respond quickly to changing
credit conditions as well as to protect our cardmembers and the business from emerging fraud activity.

Proactive Account Management. We use a variety of collection and recovery strategies, with overdue delinquent accounts scored and segmented
to tailor the collection approach. We employ predictive call campaigns, as well as offering payment programs for certain cardmembers to find
customized solutions that fit their financial situation. We offer tools such as payment email reminders, flexible payment plans and a collections
website designed to educate and assist cardmembers with their payment needs. Our payment plans are designed to help bring accounts out of
delinquency or overlimit exposure.

Collections. All monthly billing statements of accounts with past due amounts include a request for payment of such amounts. These accounts
also receive a written notice of late fee charges, as well as an additional request for payment, after the first monthly statement that reflects a past
due amount. Collection personnel generally initiate contact with cardmembers within 30 days after any portion of their balance becomes past
due. The nature and the timing of the initial contact, typically a personal call or letter, are determined by a review of the cardmember s prior
account activity and payment habits. For higher risk accounts, as determined by statistically derived predictive models, telephone contacts may
begin as soon as the account becomes past due. Lower risk cardmembers are typically contacted by letter and further collection efforts are
determined by behavioral scoring, financial exposure and the lateness of the payment.

We reevaluate our collection efforts and consider the implementation of other techniques as a cardmember becomes more days delinquent. We
limit our exposure to delinquencies through controls within the authorizations system and criteria based account suspension and revocation. In
situations involving a cardmember with financial difficulties, we may enter into arrangements to extend or otherwise change payment schedules.

Recovery. Credit card loans are charged-off at the end of the month during which an account becomes 180 days contractually past due. The only
exceptions are bankrupt accounts, deceased customers, accounts on payment hardship or settlement programs and fraudulent transactions, which
are charged off earlier.

We use various recovery techniques and channels that include internal collection activities, use of collections agencies, legal action and sales of
charged-off accounts and the related receivables. The timing and choice of channel utilized are subject to a recovery optimization strategy that
encompasses factors such as cost and duration against expected recovery effectiveness.

Fraud Prevention

We actively monitor cardmember accounts to prevent, detect, investigate and resolve fraud. Our fraud prevention processes are designed to
protect the security of cards, applications and accounts in a manner consistent with our cardmembers needs to easily acquire and use our
products. Prevention systems handle the authorization of application information, verification of cardmember identity, sales, processing of
convenience and balance transfer checks and electronic transactions.

Our fraud detection program utilizes a variety of proven systems techniques to identify and halt fraudulent transactions, including neural and
pattern recognition technology, rules-based decision-making logic, report analysis and manual account reviews. Accounts identified by the fraud
detection system are managed by proprietary software that integrates effective fraud prevention with customer centric service.
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Customer Service and Processing Services
Customer Service

We currently manage over 70 million annual inbound service calls placed to 1-800-Discover. We are committed to answering calls within 60
seconds or less and to providing one-call resolution.

We perform the functions required to service and operate cardmember credit accounts, including new account solicitation, application
processing, new account fulfillment, transaction authorization and processing, cardmember billing, payment processing, cardmember service and
collection of delinquent accounts. We believe that direct management of these functions reduces our customer attrition and is cost-effective.

Designed around customer and account manager needs, our technology and systems enable our account managers to quickly access information
in a manner that supports accurate and timely resolution of inquiries. We develop and maintain our infrastructure solutions with the flexibility to
change and adapt quickly to meet customer expectations and needs. In addition to our systems, we invest in our people, providing them with the
training and work environment that facilitates their ability to build strong customer relationships.

Processing Services

Processing Services is composed of four functional areas: card personalization/embossing, print/mail, remittance processing and
check/document processing. Card personalization/embossing is responsible for the embossing and mailing of plastic credit cards for new
accounts, replacements and reissues, as well as gift cards. Print/mail specializes in statement and letter printing and mailing for merchants and
cardmembers. Remittance processing handles account payments, check processing and product enrollments.

Technology

We provide technology systems processing through a combination of owned and hosted data centers. These data centers support our Discover
and PULSE Networks, provide cardmembers with access to their accounts at all times and manage transaction authorizations, among other
functions.

Our approach to technology development and management involves both third-party and in-house resources. We use third-party vendors for
basic technology services (e.g., telecommunications, hardware and operating systems). Each vendor participates in a formal selection process to
ensure that we have partners who can provide us with a cost-effective and reliable technology platform. This approach enables us to focus our
in-house resources on building proprietary systems (e.g., for cardmember and merchant settlement, authorizations and customer relationship
management) that we believe enhance our operations, improve cost efficiencies and help distinguish us in the marketplace.

Discover Card Terms and Conditions

The terms and conditions governing our products vary by product and change over time. Each cardmember enters into an agreement governing
the terms and conditions of the cardmember s account. Discover Card s terms and conditions are generally uniform from state to state. The
cardmember agreement permits us to change the credit terms, including the annual percentage rates and the fees imposed on accounts, with
notice to the cardmember. The cardmember has the right to opt out of the change of terms and pay their balance off under the old terms. Each
cardmember agreement provides that the account can be used for purchases, cash advances and balance transfers. Each Discover Card account is
assigned a credit limit when the account is initially opened. Thereafter, individual credit limits may be increased or decreased from time to time,
at our discretion, based primarily on our evaluation of the cardmember s creditworthiness.

Discover Bank offers various features and services with the Discover Card accounts, including the Cashback Bonus reward described under
Marketing Rewards/Cashback Bonus. A cardmember s earned Cashback
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Bonus rewards are recorded ina Cashback Bonus Account ; eligible cardmembers may redeem their rewards in increments of $20.

Discover Card accounts generally have the same billing and payment structure, though there are some differences between the consumer and
business credit cards, as described below. Unless we waive the right to do so, we send a monthly billing statement to each cardmember who has
an outstanding debit or credit balance. Cardmembers also can waive their right to receive a physical copy of their bill, in which case they will
receive email notifications of the availability of their billing statement online at the Discover Card Account Center. Discover Card accounts are
grouped into multiple billing cycles for operational purposes. Each billing cycle has a separate billing date, on which we process and bill to
cardmembers all activity that occurred in the related accounts during the period of approximately 28 to 34 days that ends on that date.

We offer fixed and variable rates of periodic finance charges on accounts. Neither cash advances nor balance transfers are subject to a grace
period. Periodic finance charges on purchases are calculated on a daily basis, subject to a grace period that essentially provides that periodic
finance changes are not imposed if the cardmember pays his or her entire balance each month. Certain account balances, such as balance
transfers, may accrue periodic finance charges at lower fixed rates for a specified period of time. Variable rates are indexed to the highest prime
rate published in The Wall Street Journal on the last business day of the month.

Additional Consumer Card Terms. Each cardmember with an outstanding debit balance in his or her consumer Discover Card account must
generally make a minimum payment each month. If a cardmember exceeds his or her credit limit as of the last day of the billing period, we may
include all or a portion of this excess amount in the cardmember s minimum monthly payment. From time to time, we have offered and may
continue to offer eligible cardmembers the opportunity to not make the minimum monthly payment, while continuing to accrue periodic finance
charges, without being considered past due. A cardmember may pay the total amount due at any time. We also may enter into arrangements with
delinquent cardmembers to extend or otherwise change payment schedules, and to waive finance charges, fees and/or principal due, including
re-aging accounts in accordance with regulatory guidance. Income may be reduced during any period in which we offer cardmembers the
opportunity to not make the minimum monthly payment or to extend or change payment schedules.

In addition to periodic finance charges, we may impose other charges and fees on Discover Card accounts, including cash advance transaction

fees, late fees where a cardmember has not made a minimum payment by the required due date, overlimit fees for balances that exceed a
cardmember s credit limit as of the close of the cardmember s monthly billing cycle, balance transfer fees, returned check fees, pay-by-phone fees
and fees for balance transfers or other promotional checks that are returned by us due to insufficient credit availability.

For most consumer cards we use the two-cycle billing method for determining periodic finance charges. This means if a cardmember begins a
billing cycle with no outstanding balance, makes purchases or other transactions and then does not pay the outstanding balance in full by the
payment due date, we impose finance charges beginning on the date transactions were posted to the account.

Terms and conditions may vary for other products, such as the Discover Business Card, Discover Motiva Card and our U.K. cards.
Payments and Merchant Relationships
Merchant Relationships

We support our growing base of merchants through a merchant acquiring model that includes direct relationships with the largest merchants in
the United States and outsourced arrangements with our merchant acquiring partners for small and mid-size merchants.
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We have chosen to retain direct relationships with most of our largest merchant accounts because many prefer dealing with us directly, we are
able to retain the entire discount revenue from the merchant and we are able to capitalize on joint marketing programs and opportunities.
Competitor networks and credit card companies typically do not enjoy direct relationships with merchants.

Since mid-2006, Discover Network has worked with merchant acquirers to allow them to begin offering a comprehensive payments processing
package for small and mid-size merchants that includes consolidated servicing for Discover, Visa and MasterCard transactions. Integrated
payments solutions provide these merchants with streamlined statementing and customer service. In some cases, Discover has sold and will
continue to sell small and mid-size merchant acquiring portfolios to third-par