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DISCOVER FINANCIAL SERVICES REPORTS SECOND QUARTER RESULTS 
 
 
Riverwoods, IL, June 20, 2007 - Discover Financial Services (NYSE: DFSWI) today reported net income of 

$209 million for the quarter ended May 31, 2007, compared with record net income of $343 million for the second 

quarter of 2006.  The second quarter of 2007 included approximately $20 million of pretax costs related to the spin-

off from Morgan Stanley that will take place on June 30, 2007.  The second quarter of 2006 benefited from low 

bankruptcy filings in the United States following the bankruptcy legislation that became effective in October 2005.  

Return on managed receivables for the second quarter of 2007 was 1.65%, down from 2.90% in the second quarter 

of 2006.  

 

Managed credit card receivables were $51.4 billion as of May 31, 2007 reflecting growth of 6% over last year.  

Sales volume of $25.4 billion was up 6% from the second quarter of 2006.  Total transactions processed on the 

Discover® and PULSE® networks grew 14% over the same period last year. 

 

Credit quality remained strong with the managed over 30 day delinquency rate of 3.12% at an all time low reflecting 

record low U.S. delinquencies partially offset by higher delinquencies in the United Kingdom.  The managed net 

charge-off rate for the quarter was 4.23%, up 93 basis points from the same period last year. 

 

Financial information presented on a managed basis assumes that loans that have been securitized were not sold and 

presents financial information on these loans in a manner similar to the way financial information on loans that have 

not been sold is presented.  For more information and a detailed reconciliation, please refer to the schedule titled 

“Reconciliation of GAAP to Managed” attached to this press release. 

 
 
Segment Results (Managed Basis): 
 
U.S. Card 
 
The U.S. Card segment reported second quarter 2007 pretax income of $389 million compared with $534 million for 

the second quarter of 2006.  Results reflect increased provision for loan losses, higher other expense and lower net 

interest income partially offset by an increase in other income.  The increase in the provision for loan losses reflects 

a trend toward more normalized levels of bankruptcy charge-offs compared to low levels in the second quarter of 
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2006.  The increase in other expense reflects approximately $10 million of spin-off related costs and higher 

compensation and professional services expense.  The decrease in net interest income reflects higher cost of funds 

driven by increased market rates and increased borrowings partially offset by higher interest income.  The increase 

in other income reflects an increase in the interest-only strip receivable mainly due to gains recognized on $3.7 

billion of new securitization transactions in the second quarter of 2007, and higher discount and interchange revenue 

due to higher sales volume, partially offset by lower late and overlimit fees.  

 
U.S. Card managed credit card receivables grew 6% over the same period last year to $46.9 billion and U.S. credit 

quality remained strong with an over 30 day delinquency rate of 2.97%, 23 basis points lower than last year’s second 

quarter and 34 basis points below the first quarter of 2007.  The net charge-off rate of 4.00% was up 82 basis points 

from the same period last year and 19 basis points from the first quarter of 2007.   

 
International Card 
 
The International Card segment reported a pretax loss of $64 million for the second quarter of 2007 compared to 

pretax income of $4 million for the second quarter of 2006 driven primarily by an increase in the provision for loan 

losses and higher other expense.  The second quarter of 2007 included a $16 million increase in the provision for 

loan losses related to implementation of higher minimum payment requirements on certain accounts.   Other expense 

included approximately $10 million of spin-off related costs and higher technology-related investment. 

 

International Card managed credit card receivables increased 3% from the same period last year to $4.6 billion.  The 

over 30 day delinquency rate rose 42 basis points from the second quarter of 2006 to 4.69%, but declined 6 basis 

points from the first quarter of 2007.  The net charge-off rate of 6.50% increased 193 basis points from the second 

quarter of 2006 and 5 basis points from the first quarter of 2007.  Charge-offs related to the Goldfish portfolio were 

significantly lower for the second quarter of 2006 as no late stage delinquencies were purchased under the terms of  

the acquisition of the Goldfish business in February 2006. 

 

Third Party Payments 

The Third Party Payments segment reported pretax income of $8 million for the second quarter of 2007 compared to 

pretax income of $7 million for the second quarter of 2006.  Increased revenues driven by higher volumes were 
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partially offset by increased expenses. 

 

Transactions processed on the PULSE Network increased 19% to 559 million for the second quarter of 2007. 

 

Outlook 

Growth in U.S. Card sales and receivables is expected to continue in the second half of 2007 while loan losses are 

expected to gradually increase as bankruptcies trend toward more normal levels.  These factors are expected to result 

in higher loan loss reserves in the second half of 2007.  In addition, the elevated level of securitization transactions 

completed in the second quarter is not representative of the quarterly volume of securitization transactions expected 

for the remainder of the year.  This is expected to lead to lower gains related to new securitization transactions in the 

second half of 2007.  Marketing expense is expected to increase in the second half of the year, reaching a level 

similar to 2006 on a full year basis.  The Company estimates an additional $30 million of pre-tax spin-off related 

costs in the second half of 2007.  Transition effects of the separation from Morgan Stanley, including higher stand-

alone funding and liquidity costs and higher compensation expenses, are expected to negatively impact earnings 

following the spin-off.   

 

About Discover Financial Services 

Discover Financial Services, a business unit of Morgan Stanley (NYSE: MS), operates the Discover Card with more 

than 50 million cardmembers, the Discover Network with millions of merchant and cash access locations, and the 

Goldfish credit card business in the United Kingdom. Discover also operates the PULSE ATM/debit network, which 

serves more than 4,400 financial institutions and includes nearly 260,000 ATMs, as well as point-of-sale terminals, 

nationwide. For more information, visit www.discoverfinancial.com, www.discovercard.com, 

www.discovernetwork.com or www.pulse-eft.com. 

 
Contacts 
Discover Financial Services Investor Relations  Discover Financial Services Public Relations 
Craig Streem      Leslie Sutton 
224-405-4555      224-405-3965 
 
Morgan Stanley Investor Relations   
William Pike     
212-761-0008     
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A financial summary follows.  Financial, statistical, and business related information, as well as information 

regarding business and segment trends, is included in the Financial Supplement.  Both the earnings release and the 

Financial Supplement are available online in the Investor Relations section at www.discoverfinancial.com. 

 
 

### 
 

 
This press release contains forward-looking statements within the meaning of the Private Securities Litigation 
Reform Act of 1995.  Such statements are based upon the current beliefs and expectations of Discover Financial 
Services’ management and are subject to significant risks and uncertainties.  Actual results may differ materially 
from those set forth in the forward-looking statements.  The following factors, among others, could cause actual 
results to differ materially from those set forth in the forward-looking statements: the actions and initiatives of 
current and potential competitors; our ability to manage credit risks and securitize our receivables at acceptable 
rates; changes in economic variables, such as the number and size of personal bankruptcy filings, the rate of 
unemployment and the levels of consumer confidence and consumer debt; the level and volatility of equity prices, 
commodity prices and interest rates, currency values, investments and other market indices; the availability and cost 
of funding and capital; access to U.S. or U.K. debt markets; the ability to increase or sustain Discover Card usage or 
attract new cardmembers and introduce new products or services; our ability to attract new merchants and maintain 
relationships with current merchants; material security breaches of key systems; unforeseen and catastrophic events; 
our reputation; the potential effects of technological changes; the effect of political, economic and market conditions 
and geopolitical events; unanticipated developments relating to lawsuits, investigations or similar matters; the 
impact of current, pending and future legislation, regulation and regulatory and legal actions; our ability to attract 
and retain employees; the ability to protect our intellectual property; the impact of our separation from Morgan 
Stanley; the impact of any potential future acquisitions; investor sentiment; and the restrictions on our operations 
resulting from indebtedness incurred during our separation from Morgan Stanley. 
 
These forward-looking statements speak only as of the date of this press release, and there is no undertaking to 
update or revise them as more information becomes available.  Additional factors that could cause Discover 
Financial Services’ results to differ materially from those described in the forward-looking statements can be found 
in the Company’s Form 10, as amended, filed with the SEC and available at the SEC’s internet site 
(http://www.sec.gov). 
 
 


