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ksv advisory inc.

Court File No.: CV-23-00696017-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,

R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT

OF LOYALTYONE, CO.

FIFTH REPORT OF KSV RESTRUCTURING INC.

November 23, 2023

Introduction

1.

Pursuant to an order (the “Initial Order”) issued by the Ontario Superior Court of
Justice (Commercial List) (the “Court’) on March 10, 2023, LoyaltyOne, Co.
(“LoyaltyOne”) was granted protection under the Companies’ Creditors Arrangement
Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”), and KSV Restructuring Inc.
was appointed monitor of LoyaltyOne (in such capacity, the “Monitor”). The Initial
Order also extended the CCAA stay and certain other relief to LoyaltyOne Travel
Services Co./Cie Des Voyages LoyaltyOne, a non-applicant subsidiary of LoyaltyOne
(“Travel Services” and together with LoyaltyOne, the “LoyaltyOne Entities”). At a
comeback hearing on March 20, 2023, the Court issued an Amended and Restated
Initial Order (the “ARIO”).

Also on March 10, 2023, LoyaltyOne’s ultimate US parent company, Loyalty Ventures
Inc. (“LVI"), and three affiliated entities' (collectively, the “US Debtors”), filed
voluntary petitions to commence proceedings (the “US Proceedings”) under Chapter
11 of Title 11 of the United States Code (the “Bankruptcy Code”) in the United States
Bankruptcy Court for the Southern District of Texas (the “US Court”). The LoyaltyOne
Entities are not debtors in the US Proceedings, and the US Debtors are not applicants
in this proceeding (this “CCAA Proceeding”).

The principal purpose of this CCAA Proceeding was to, among other things: (i) create
a stabilized environment and provide the breathing space necessary for LoyaltyOne
to continue to operate the AIR MILES® Reward Program in the ordinary course; (ii)
secure debtor-in-possession (“DIP”) financing from Bank of Montreal (including its
affiliates, “BMO”) to fund the LoyaltyOne Entities’ ongoing businesses and the
restructuring proceedings pursuant to a US$70 million DIP loan facility; and (iii)
identify and complete a going-concern sale transaction pursuant to a Court supervised
sale and investment solicitation process (the “SISP”) underpinned by a “stalking
horse” bid from BMO, LoyaltyOne’s largest customer (as amended, the “Stalking
Horse APA”).

" The affiliated Chapter 11 debtor entities are LVI Sky Oak LLC, LVI Lux Holdings S.a r.I. and Rhombus Investments

L.P.
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4.  On March 17, 2023, in connection with the US Proceedings, the US Debtors filed a
Combined Disclosure Statement and Joint Chapter 11 Plan of Reorganization
pursuant to Chapter 11 of the Bankruptcy Code (“Combined DS and Plan” or the
“LVI Chapter 11 Plan”). Among other things, the LVI Chapter 11 Plan provides for
the establishment of a liquidating trust to pursue recoveries on behalf of the US
Debtors’ stakeholders (the “LVI Chapter 11 Liquidating Trust®’). PIRINATE
Consulting Group, LLC is the trustee of the LVI Chapter 11 Liquidating Trust pursuant
to a liquidating trust agreement dated June 2, 2023.

5. On April 27, 2023, the Combined DS and Plan was approved and confirmed by the
US Court. On May 1, 2023, the Court issued an order granting certain relief sought by
LoyaltyOne in connection with the LVI Chapter 11 Plan that was a condition precedent
to the LVI Chapter 11 Plan becoming effective. The LVI Chapter 11 Plan became
effective on June 2, 2023.

6. On May 12, 2023, following the conclusion of the court-approved SISP, the Court
issued:

° an Approval and Vesting Order, among other things, approving the transaction
contemplated by the Stalking Horse APA (the “BMO Transaction”);

° an Assignment Order, among other things, assigning all of LoyaltyOne’s rights
and obligations in respect of certain contracts to BMO effective upon the closing
of the BMO Transaction; and

° an Ancillary Relief Order, among other things:

o providing that, following the closing of the BMO Transaction, all of the
existing directors and officers of LoyaltyOne (other than certain officers of
LoyaltyOne who remained employed for a brief period following closing)
were deemed to have resigned, and authorizing and empowering the
Monitor to exercise any powers which may be properly exercised by a
board of directors or any officers of LoyaltyOne; and

o extending the stay of proceedings to July 14, 2023.

7. The BMO Transaction closed on June 1, 2023. Pursuant to the BMO Transaction,
LoyaltyOne sold substantially all of its assets (save for specified excluded assets) for
cash proceeds of US$160,259,861 (subject to certain adjustments). Since that time,
the adjustments to the purchase price have been settled with BMO without dispute,
and the amount of the purchase price that was subject to an escrow arrangement
(US$10 million) has been released to LoyaltyOne and BMO, as applicable. The
shares of Travel Services were sold as part of the BMO Transaction and Travel
Services is no longer subject to the CCAA Proceeding.
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8.  OnJuly 5, 2023, the Court issued a Stay Extension and Distribution Order (the “Stay
Extension and Distribution Order”) that, among other things, (i) approved the
distribution of a portion of the proceeds from the BMO Transaction and other cash
held by LoyaltyOne (or held by the Monitor on behalf of LoyaltyOne) to LoyaltyOne’s
secured creditors, and (ii) extended the stay of proceedings to June 28, 2024.2

9.  All Court materials filed in this proceeding, including the Monitor’'s reports, are
available on the Monitor’s website at the following link:
https://www.ksvadvisory.com/experience/case/loyaltyone

10. All US Court materials filed in the US Proceedings are available at the following link:
https://cases.ra.kroll.com/LVI/Home-Index.

1.1 Overview and Purposes of this Report

1. A potentially material asset excluded from the BMO Transaction was LoyaltyOne’s
ongoing Tax Appeal (as defined below) in which it seeks payment of approximately
$96 million from the CRA (the “Disputed Amount”).

2. In addition to the dispute with the CRA, there is also a dispute about who is entitled
to the benefit of the Disputed Amount. Bread Financial Holdings, Inc. (“Bread”),
LoyaltyOne’s former parent company, alleges that under the TMA (as defined and
discussed below) it is entitled to the benefit of the Disputed Amount if LoyaltyOne is
successful on the Tax Appeal. As outlined below, LoyaltyOne disagrees with this
position and believes that the Disputed Amount is an asset of LoyaltyOne for the
benefit of its creditors.

3. In particular, LoyaltyOne is of the view that the TMA was never binding on it, including
because it is not a party or signatory to the TMA. Further, it is LoyaltyOne’s position
that even if the TMA was found to be binding on it, the TMA is void or is otherwise
unenforceable against it because it is oppressive, unconscionable or a transfer at
undervalue. LoyaltyOne has also issued notice of its intention to disclaim or resiliate
the TMA to Bread® pursuant to subsection 32(1) of the CCAA (the “Disclaimer
Notice”), without prejudice to its position that the TMA is not binding on it. The Monitor
has also considered its potential claims pertaining to the TMA (as detailed below) and
is seeking the Court’s authorization to advance those claims.

4. LoyaltyOne must take material (and expensive) steps in early 2024 to prepare for the
fall 2024 trial in respect of the Tax Appeal. The TMA issue is coming before the Court
now because whether LoyaltyOne or Bread alone will benefit from the Disputed
Amount will dictate whether LoyaltyOne can use its cash on hand (being proceeds of
the BMO Transaction which are subject to the security interest of LoyaltyOne’s
secured creditors) to advance the Tax Appeal. In particular, the Monitor understands
that the Credit Facility Agent (as defined below) will only agree to allow LoyaltyOne to
use a portion of the undistributed remaining net proceeds from the BMO Transaction

2 Notwithstanding the lengthy stay extension, the Stay Extension and Distribution Order requires the Monitor to file a
report to Court at least once every six months. This is the first report filed by the Monitor since the granting of the Stay
Extension and Distribution Order.

3 The Monitor notes that the Disclaimer Notice was inadvertently addressed to “Bread Financial Services, Inc.” as
opposed to “Bread Financial Holdings, Inc.” The Applicant’s counsel has advised Bread’s counsel of this typographical
error.
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to pursue the Tax Appeal if this Court makes a timely determination that LoyaltyOne
is entitled to retain the Disputed Amount for the benefit of its creditors.

5. Given these issues, LoyaltyOne decided it would take steps to address the TMA and
prepared the TMA Motion (as defined and discussed below) and, on October 27,
2023, LoyaltyOne, with the approval of the Monitor, also issued the Disclaimer Notice.
A copy of the Disclaimer Notice is attached as Appendix “A” to this report (the “Fifth
Report”).

6. On November 1, 2023, Bread requested that LoyaltyOne provide written reasons for
its intention to disclaim or resiliate the TMA (the “Bread Disclaimer Letter”). A copy
of the Bread Disclaimer Letter is attached as Appendix “B” hereto.

7. In response to the Bread Disclaimer Letter, and in accordance with subsection 32(8)
of the CCAA, on November 6, 2023, LoyaltyOne delivered written reasons for the
disclaimer to Bread (the “Disclaimer Response Letter”). A copy of the Disclaimer
Response Letter is attached as Appendix “C” hereto.

8.  On November 8, 2023, counsel to Bread advised counsel to LoyaltyOne and counsel
to the Monitor that Bread intended to object to the Disclaimer Notice as well as seek
a declaration that the TMA was binding on and enforceable against LoyaltyOne.
Counsel for each of LoyaltyOne and the Monitor advised that, in addition to the
Disclaimer Notice, LoyaltyOne and the Monitor had prepared the TMA Motion. Later
that day, counsel for LoyaltyOne provided a copy of the notice of motion for the TMA
Motion to counsel for Bread.

9. In light of the foregoing, and to advance a discussion of a timetable with Bread, on
November 9, 2023, LoyaltyOne and the Monitor served a joint motion in the CCAA
Proceeding (the “TMA Motion”) requesting, among other things, the following relief:

° a declaration, sought by LoyaltyOne, that the Tax Matters Agreement between
Alliance Data Systems Corporation (“ADS”, and now known as Bread) and LVI
dated November 5, 2021 (the “TMA”) is not and was never binding on
LoyaltyOne;

° in the alternative, if the TMA is found to have been binding on LoyaltyOne:

i. a determination, sought by LoyaltyOne and the Monitor, pursuant to
section 5 of the Third Schedule of the Companies Act, R.S.N.S. 1989, c.
81, as amended, that the Proceeds Payment Provisions (as defined in the
TMA Motion) are oppressive and unenforceable against LoyaltyOne (the
“Oppression Relief”);

i. a declaration, sought by LoyaltyOne, that the TMA is unconscionable and
void with respect to LoyaltyOne; and

iii. a determination, sought by the Monitor, pursuant to section 96 of the
Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended, as
incorporated into section 36.1 of the CCAA, that the Proceeds Payment
Provisions are a transfer at undervalue and void and unenforceable by
Bread (the “TUV Relief”);
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10.

11.

12.

13.

14.

15.

° in the further alternative, if (i) the TMA is found to have been binding on
LoyaltyOne and (ii) the Proceeds Payment Provisions are not found to be void
by reason of being oppressive or a transfer at undervalue, a determination,
sought by LoyaltyOne, that Bread’s only entitlement with respect to its claims
for payment under the Proceeds Payment Provisions of the TMA (as disclaimed
by LoyaltyOne) is as an unsecured claim in an amount to be determined, if
necessary; and

° an Order (the “Monitor Authorization Order”), among other things: (i)
authorizing the Monitor to commence and continue the Oppression Relief and
the TUV Relief within the TMA Motion; (ii) indemnifying the Monitor for any cost
award against it in connection with the Oppression Relief or the TUV Relief; (iii)
securing such indemnity claim by the Administration Charge (as defined in the
ARIO); and (iv) increasing the maximum aggregate amount of the
Administration Charge accordingly.

On November 13, 2023, Bread served a notice of motion objecting to the Disclaimer
Notice and seeking a declaration that the TMA binds LoyaltyOne and/or is otherwise
enforceable against it, a copy of which is attached hereto as Appendix “D” (the “Bread
Disclaimer Motion” and, with the TMA Motion, the “Motions”).

LoyaltyOne and the Monitor have proposed a litigation schedule for the Motions, and
the parties have reserved a case conference before the Court on November 30, 2023.

This Fifth Report is filed:

° to provide the Court with information regarding the TMA Motion, including its
background and the various matters at issue; and

° in support of the Monitor’s request that the Court issue the Monitor Authorization
Order.

This Fifth Report does not include a summary of all evidence and arguments that may
be relevant to the Motions, including the Oppression Relief and/or the TUV Relief if
the Monitor is authorized to pursue such relief pursuant to the Monitor Authorization
Order.

The proposed Monitor Authorization Order does not make any determination of
liability with respect to the matters or claims raised in the TMA Motion, and expressly
provides that all issues regarding the merits of the Oppression Relief or the TUV Relief
may be raised in the course of the TMA Motion.

Further information regarding the TMA Motion, including evidence in support of the
relief being requested in the TMA Motion, is set out in the affidavit of Cynthia Hageman
affirmed November 9, 2023 (the “Hageman Affidavit”) and the affidavit of Jeffrey Fair
affirmed November 9, 2023 (the “Fair Affidavit”).
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1.2 Restrictions

1.

In preparing this Fifth Report, the Monitor has relied upon LoyaltyOne’s unaudited
financial information and books and records and LVI's publicly filed documents,
including its audited financial statements (collectively, the “Information”).

The Monitor has not audited or otherwise attempted to verify the accuracy or
completeness of the Information relied on to prepare this Fifth Report in a manner that
complies with Canadian Auditing Standards (“CAS”) pursuant to the Chartered
Professional Accountants of Canada Handbook and, accordingly, the Monitor
expresses no opinion or other form of assurance contemplated under the CAS in
respect of the Information. Any party wishing to place reliance on the Information
should perform its own diligence.

The Monitor does not, and does not intend to, waive any applicable privilege by any
statement herein.

1.3 Currency and Definitions

1.

Unless otherwise noted, all currency references in this Fifth Report are in Canadian
dollars.

Capitalized terms used in this Fifth Report and not otherwise defined have the
meanings given to them in the previous reports of the Monitor.

2. Background

2.1 Overview

1.

2.

LoyaltyOne is a Nova Scotia unlimited liability company.

Prior to the BMO Transaction, LoyaltyOne was the main operating entity of the
marketing program known as the AIR MILES® Reward Program (the “AIR MILES®
Reward Program” or “AIR MILES®”).

AIR MILES® launched in Canada in 1992. From 1998 until November 5, 2021, the
ultimate parent of LoyaltyOne was the Delaware corporation now known as Bread.
Bread is a US based public company headquartered in Columbus, Ohio. Bread’s
common shares are listed under the symbol “BFH” on the NYSE Capital Market.

As a result of completing the Spinoff Transaction (as defined and discussed below)
on November 5, 2021, LVI became the ultimate parent of LoyaltyOne.

The affidavit of Shawn Stewart, the former President of LoyaltyOne, sworn March 10,
2023 in support of the CCAA application (the “Stewart Affidavit”), provides further
background information with respect to LoyaltyOne and its former business and
operations. A copy of the Stewart Affidavit is available on the Monitor's website,
referenced above.
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2.2 Spinoff Transaction

1.

On November 5, 2021, Bread, then known as ADS, completed a corporate spinoff
(the “Spinoff Transaction”) of its loyalty programs business line, which consisted of:
(i) AIR MILES®; and (ii) the Netherlands-based “BrandLoyalty” business. As a result
of the Spinoff Transaction, LVI, a newly formed independent, publicly-traded
company, became the ultimate parent of the entities that owned and operated the AIR
MILES® and BrandLoyalty businesses (including LoyaltyOne).

Pursuant to the Spinoff Transaction, 81% of the outstanding shares of LVI were
distributed pro rata to the holders of ADS common stock based on the outstanding
shares of ADS common stock at the close of business on the record date of
October 27, 2021. ADS retained 19% of the outstanding shares of LVI. In addition,
and as described in more detail below, as part of the Spinoff Transaction, ADS caused
LVI and the subsidiaries comprising the spun-out business to make cash distributions
totalling US$750 million to ADS on November 3, 2021.

LVI entered into several agreements with ADS in connection with the Spinoff
Transaction, including the TMA. As discussed further below, the TMA addresses the
rights and obligations of ADS, LVI and, purportedly, their respective subsidiaries, with
respect to various tax obligations and tax refunds.

Also as part of the Spinoff Transaction, on November 3, 2021, LVI and certain of its
affiliates, as borrowers (collectively, the “Borrowers”), entered into a credit
agreement (as amended, the “Credit Agreement”) with Bank of America N.A., as
administrative agent (the “Credit Facility Agent”), and certain lenders party thereto
(the “Credit Agreement Lenders”).

Pursuant to the terms of the Credit Agreement, the Credit Agreement Lenders made
available the following facilities (collectively, the “Credit Facilities”): (i) a US$175
million Term Loan A facility for the Borrowers due November 3, 2026; (ii) a US$500
million Term Loan B facility for the Borrowers due November 3, 2027; and (iii) a
revolving credit facility in the maximum amount of US$150 million for LVI due
November 3, 2026. Certain of LVI's subsidiaries, including LoyaltyOne, are
“Guarantors” under the Credit Agreement (as such term is defined therein).

LVI borrowed the maximum available under the term loans (being US$675 million in
the aggregate) and distributed the net proceeds of such loans to ADS (being US$650
million after accounting for US$25 million of transaction costs). In addition, the Monitor
understands from the Hageman Affidavit that an additional US$100 million was
received by ADS as a result of a cash sweep from various ADS subsidiaries that were
divested as part of the Spinoff Transaction, including a US$68 million dividend from
LoyaltyOne.

As of March 9, 2023 (i.e. the day prior to the commencement of this CCAA
Proceeding), there was approximately US$656 million of principal estimated to be
outstanding under the Credit Facilities (plus approximately US$8 million in letters of
credit), plus interests and costs which continue to accrue.
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2.3 CCAA Proceedings

1.

On March 10, 2023, LoyaltyOne commenced this CCAA Proceeding and obtained the
Initial Order. The commencement of this CCAA Proceeding, among other things,
enabled LoyaltyOne to continue to operate the AIR MILES® business within a
stabilized environment, obtain US$70 million of DIP financing from BMO, enter into
the Stalking Horse APA with BMO, and conduct the SISP to identify the most value-
maximizing transaction available in the circumstances.

As referenced above, the Court-approved SISP culminated in the BMO Transaction,
which closed on June 1, 2023. The Purchase Price was US$160,259,861.40 in cash,
less certain purchase price adjustments, and included the assumption of certain
liabilities as well as the payment of certain transfer taxes. Pursuant to the terms of the
Approval and Vesting Order that approved the BMO Transaction, on the closing of the
BMO Transaction, all obligations owing under the DIP facility were repaid and the
corresponding DIP Lender’s Charge was discharged.

Upon closing of the BMO Transaction, the Ancillary Relief Order enhanced the
Monitor’'s powers to enable the Monitor “...to exercise any powers which may be
properly exercised by a board of directors or any officers of [LoyaltyOne] to cause
[LoyaltyOne], through [LoyaltyOne’s] Assistants (then engaged, if any) to, including
without limitation: [...]

(c) perform such other functions or duties, and enter into any agreements or
incur any obligations, as the Monitor considers necessary or desirable in
order to facilitate or assist the winding-down or liquidation of [LoyaltyOne],
the realization and/or sale of all of [LoyaltyOne’s] remaining assets and
undertakings not transferred pursuant to the AVO (the “Remaining
Property”), the distribution of any net proceeds of the Transaction and/or
the Remaining Property (the “Proceeds”), or any other related activities,
including, without limitation, in connection with terminating this CCAA
Proceeding;

(d) exercise any rights of [LoyaltyOne]; [...]

(f) initiate, prosecute, and/or continue the prosecution of any and all
proceedings and to defend all proceedings now pending or hereafter
instituted with respect to [LoyaltyOne], the Remaining Property, or the
Proceeds, and, subject to the prior consent of the Requisite Consenting
Lenders or further Order of this Court, to settle or compromise any such
proceedings, including, without limitation, the proceedings between
[LoyaltyOne] and His Majesty the King pending before the Tax Court of
Canada (2020-1038(IT)G) [i.e. the Tax Appeal]. The authority hereby
conveyed shall extend to such appeals or applications for judicial review in
respect of any order or judgment pronounced in any such proceeding; [and]

(i) claim any and all insurance refunds or tax refunds to which [LoyaltyOne]
is entitled on behalf of [LoyaltyOne]; [...]".
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The Stay Extension and Distribution Order approved the distribution of a portion of
the proceeds from the BMO Transaction and other cash held by LoyaltyOne (or held
by the Monitor on behalf of LoyaltyOne) to the Credit Facility Agent. This distribution
(approximately US$85 million) was significantly less than the obligations outstanding
under the Credit Agreement (US$656 million, plus ongoing interest and expenses). It
is expected that the Credit Facility Lenders will suffer a significant shortfall in respect
of amounts owing under the Credit Agreement. In addition, while no claims process
has been conducted to date in respect of pre-filing claims and restructuring claims,
LoyaltyOne’s records reflect that approximately $6 million remains owing to trade
creditors, which amount does not include any unsecured claims that may be held by
creditors as a result of the disclaimer of approximately 58 contracts by LoyaltyOne or
in respect of any off-balance sheet obligations.

The Stay Extension and Distribution Order also extended the stay of proceedings to
June 28, 2024.

3. The Tax Appeal

1.

In September 2015, the Canada Revenue Agency (the “CRA”) initiated an income tax
audit of LoyaltyOne for the tax year ending December 31, 2013. As a result of that
audit, in December 2019, the CRA issued an assessment which disallowed
deductions associated with deferred revenue for services in the amount of $348.5
million. This resulted in additional taxes of $85.5 million, plus interest and penalties of
$24.3 million, for a total amount of $109.8 million (the “2013 Tax Assessment”).

LoyaltyOne contested the 2013 Tax Assessment by filing a notice of objection with
the CRA and in July 2020 filed a Notice of Appeal with the Tax Court of Canada (“Tax
Appeal’), a copy of which is attached as Appendix “E” to this Fifth Report.

In 2020, the CRA completed audits for the 2014, 2015, and 2016 taxation years and,
based on the same substantive issue as in the 2013 Tax Assessment, issued
assessments in the amounts of $11.1 million for 2014 and $4.0 million for 2015.
LoyaltyOne has filed notices of objections with the CRA with respect to these
assessments.

Taxation authorities in Alberta and Quebec have issued consequential assessments
based on the 2013 Tax Assessment with respect to LoyaltyOne’s 2013, 2014, 2015
and 2016 tax years. LoyaltyOne has filed notices of objection with respect to such
reassessments.

LoyaltyOne has satisfied approximately $96 million of the federal and provincial
amounts assessed in the 2013 Tax Assessment through a combination of payments
and overpayments. If LoyaltyOne is successful in the Tax Appeal, it will be entitled to
a payment of up to this amount from the CRA, i.e. the Disputed Amount.

The Tax Appeal is scheduled to be heard before the Tax Court of Canada in
September 2024. Based on discussions with LoyaltyOne’s counsel in the Tax Appeal
(Osler Hoskin & Harcourt LLP (“Osler”)), the Monitor understands that LoyaltyOne will
need to begin taking significant steps (and incurring related expenses) early in 2024
as it begins to prepare for trial. Osler has advised that its fees and disbursements for
the Tax Appeal will be at least several million dollars.
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The Monitor, following consultations with LoyaltyOne and its counsel (including Osler),
believes the Tax Appeal has sufficient merit that it is worthwhile being pursued.

LoyaltyOne’s remaining cash assets (including the remaining proceeds of the BMO
Transaction) are subject to the Credit Agreement Lender’'s security and the Stay
Extension and Distribution Order. The Monitor understands that the Credit Facility
Agent will only permit LoyaltyOne to utilize its cash to fund the Tax Appeal if a timely
determination is made that LoyaltyOne is entitled to retain the Disputed Amount for
the benefit of creditors. The Monitor understands from the Hageman Affidavit that
Bread has not responded to previous requests by LoyaltyOne to indemnify it for the
costs of the Tax Appeal.

4. The TMA

1.

The TMA was entered into between ADS and LVI “on behalf of itself and the members

of the Loyalty Ventures Group”. “Loyalty Ventures Group” is defined in the TMA to
include reference to LoyaltyOne.

LoyaltyOne is not a signatory to the TMA.

Section 8 of the TMA addresses entitlements to Tax Refunds (as defined therein). It
provides, in part, as follows:

(a) Except as provided by Section 8(b), ADS shall be entitled to all Tax
Refunds received by any member of the ADS Group or any member of
the Loyalty Ventures Group, including but not limited to Tax Refunds
resulting from the matters set forth on Schedule C.

(c) A Company* (a “Tax Refund Recipient”) receiving (or realizing) a Tax
Refund to which another Company is entitled hereunder shall pay over
the amount of such Tax Refund (including interest received from the
relevant Taxing Authority, but net of any Taxes imposed with respect to
such Tax Refund or the payment of such Tax Refund and any other
reasonable costs associated therewith incurred after the Distribution
Time, including third-party expenses incurred after the Distribution Time
in connection with the application for or any Tax Proceeding with respect
to such Tax Refund) within thirty (30) days of receipt thereof (or from the
due date for payment of any Tax reduced thereby); provided, however,
that the other Company, upon the request of such Tax Refund Recipient,
shall repay the amount paid to the other Company (plus any penalties,
interest or other charges imposed by the relevant Taxing Authority) in
the event that, as a result of a subsequent Final Determination, a Tax
Refund that gave rise to such payment is subsequently disallowed.

4 Company is defined in the TMA as follows: “Company” means ADS or Loyalty Ventures (or the appropriate member
of each of their respective Groups), as appropriate.
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4.  Schedule C of the TMA provides, in part, that:

The following matters may result in Tax Refunds to which ADS is entitled
pursuant to Section 8(a):

o LoyaltyOne, Co. income tax payments made in order to appeal
and litigate the 2013 tax assessments (and additional
assessments in 2014-2016) issued by both Canadian federal and
provincial tax authorities.

5.  To the knowledge of the Monitor, no payment or other consideration was provided by
Bread to LoyaltyOne in respect of the TMA.

5. LoyaltyOne’s Financial Position at the time of the TMA

1. The TMA was entered into on November 5, 2021, two days after LVI and LoyaltyOne
(among others) entered into the Credit Agreement on November 3, 2021.
Approximately 16 months later, LoyaltyOne commenced this CCAA Proceeding.

2. With respect to LVI, the Monitor understands that LVI was a holding company and did
not have any material assets other than its equity interests in its subsidiaries. A copy
of LVI's annual report for the fiscal year ended December 31, 2021, is attached to this
Fifth Report as Appendix “F”.

3. With respect to LoyaltyOne, copies of LoyaltyOne’s unaudited income statement and
balance sheet for the year ended December 31, 2022, which also include reference
to the 2020 and 2021 periods, were appended to the Stewart Affidavit and are
attached to this Fifth Report as Appendix “G” (the “L1 Financials”). In addition, a copy
of LoyaltyOne’s functional currency balance sheet as at November 30, 2021, is
attached as Appendix “G1” (the “L1 11/30/21 Balance Sheet”) .

4. The Monitor has considered LoyaltyOne’s solvency at the time LVI entered into the
TMA. In that regard, the Monitor reviewed the L1 11/30/21 Balance Sheet (being 25
days after the date of the TMA) and the L1 Financials for the year ended December
31, 2021 (the “L1 2021 Financials”) (being 56 days after the date of the TMA).

5. Neither the L1 11/30/21 Balance Sheet nor the L1 2021 Financials include any liability
under the Credit Agreement, and reflect a book value of LoyaltyOne’s total equity of
approximately $158.5 million as at November 30, 2021, and $166.7 million as at
December 31, 2021.° If LoyaltyOne’s liability of up to US$675 million under the Credit
Agreement were recorded as a liability, significant negative equity would be reflected
on the balance sheets such that LoyaltyOne was insolvent on a balance sheet basis.

5 In accordance with Generally Accepted Accounting Principles, a contingent obligation of this nature is not recorded
on the guarantor’s balance sheet. Had LoyaltyOne’s financial statements as at December 31, 2021 been audited, its
guarantee obligation under the Credit Agreement would have been disclosed in the notes to its audited financial
statements.
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6. Monitor’'s Review

1. While there is no guarantee LoyaltyOne will ultimately be able to recover all or any
portion of the Disputed Amount, the Tax Appeal is a significant remaining source of
potential recovery for LoyaltyOne’s creditors.

2. As noted above, the Monitor understands that Bread takes the position that the TMA
obligates LoyaltyOne to pay the Disputed Amount to Bread if LoyaltyOne is successful
in the Tax Appeal. Bread has now also delivered the Bread Disclaimer Motion
contesting LoyaltyOne’s ability to disclaim the TMA and seeking a declaration that the
TMA binds LoyaltyOne and/or is otherwise enforceable against it.

3.  As referenced above, pursuant to paragraph 5(f) of the Ancillary Relief Order, the
Monitor is specifically directed and empowered to initiate or defend all proceedings
with respect to LoyaltyOne and the Remaining Property. In addition, the CCAA
contemplates that the Monitor has the authority to review and initiate proceedings in
respect of transfers at undervalue.

4. In accordance with its duties and powers, the Monitor has, including with the
assistance of its counsel:

reviewed and discussed the Tax Appeal with LoyaltyOne and its counsel
(including counsel to LoyaltyOne on the Tax Appeal);

° reviewed the Spinoff Transaction and the agreements and other documents
related thereto, including the TMA;

° consulted with counsel to LoyaltyOne in respect of LoyaltyOne’s potential claims
and rights pertaining to the TMA;

° consulted with counsel to the Monitor in respect of the Monitor’s potential claims
and rights pertaining to the TMA;

o considered the views of the Credit Agreement Lenders with respect to all of the
foregoing, including their willingness to use their collateral to fund the Tax
Appeal;

° reviewed and approved the Disclaimer Notice;

o reviewed and considered the TMA Motion, the Hageman Affidavit and the Fair
Affidavit; and

° considered the Bread Disclaimer Letter, the Disclaimer Response Letter and the
Bread Disclaimer Motion.®

5 The Monitor will report to the Court further in respect of the Bread Disclaimer Motion in a subsequent report as Bread
has not yet delivered any evidence in support of the Bread Disclaimer Motion. The Monitor notes that it has also
reviewed and discussed the Breach of Fiduciary Duty Claim (as defined and discussed below) with the Applicant and
its counsel.
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Based upon its review and consideration of all of the foregoing, the Monitor believes
the TMA Motion should be considered and determined by the Court and, accordingly,
it authorized the commencement of the TMA Motion on behalf of LoyaltyOne pursuant
to the enhanced powers granted to it under the Ancillary Relief Order. As the TMA
Motion also includes the Oppression Relief and TUV Relief brought by the Monitor,
the Monitor is also seeking the Monitor Authorization Order.

The Monitor intends to provide a further report to the Court once the evidentiary
portion of the Motions is complete.

7. Monitor Authorization Order

1.

The Monitor is a co-moving party with LoyaltyOne with respect to the Oppression
Relief and the moving party with respect to the TUV Relief in accordance with the
CCAA.

Accordingly, the Monitor is requesting that this Court grant the Monitor Authorization
Order, among other things, authorizing the Monitor to commence and continue the
Oppression Relief and the TUV Relief within the TMA Motion. As referenced above,
the Monitor believes that there is a sufficient basis to justify the Oppression Relief and
the TUV Relief being considered and determined by the Court.

In addition to authorizing the Monitor to commence and continue the Oppression
Relief and the TUV Relief in this Court, the Monitor Authorization Order, among other
things, provides that:

° all issues regarding the merits of the Oppression Relief and the TUV Relief may
be raised in the course of the TMA Motion, and the granting of the Monitor
Authorization Order does not constitute a determination of any issue, or of any
liability, that may be asserted in the proceedings;

° in addition to the powers provided to the Monitor pursuant to the ARIO, the
Ancillary Relief Order, and the obligations imposed upon those with information
and records pertaining to LoyaltyOne, all persons having notice of the Monitor
Authorization Order shall cooperate fully with the Monitor in relation to its
investigation, commencement and continuation of the Oppression Relief and
the TUV Relief, provided that such persons shall incur no liability merely by
reason of such cooperation;

° all procedural and discovery related issues in the Oppression Relief and the
TUV Relief shall be determined by the supervising judge in the CCAA
Proceeding;

° in relation to all matters connected with the Oppression Relief and the TUV
Relief, the Monitor shall have all of the rights, powers and protections provided
for pursuant to the ARIO, the Ancillary Relief Order, the Monitor Authorization
Order, the CCAA and otherwise at law;
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4.

° the foregoing does not preclude the Court from awarding legal costs associated
with the Oppression Relief and the TUV Relief in favour of a party to the
proceedings and in the event that such costs are awarded against the Monitor,
the Monitor shall have a claim for indemnity against the Property (as defined in
the ARIO) to satisfy any such costs award (“Monitor’s Cost Indemnity Claim”)
and such indemnity claim shall be secured by the Administration Charge; and

° the ARIO is amended such that the maximum aggregate amount of the
Administration Charge shall be equal to $3 million (being the current amount of
the Administration Charge) plus the amount of the Monitor's Cost Indemnity
Claim.

The Monitor believes that the relief sought in the proposed Monitor Authorization
Order is appropriate and reasonable in the circumstances given that it is pursuing the
Oppression Relief and the TUV Relief for the benefit of creditors of LoyaltyOne.

8. Path Forward

1.

Counsel for LoyaltyOne and the Monitor have commenced discussions with counsel
for Bread to develop a litigation schedule for resolution of the matters addressed in
the Motions through a consolidated procedure before this Court. These discussions
are ongoing. As noted previously, a case conference has been scheduled for
November 30, 2023. The Monitor will update the Court on the progress of these
discussions in connection with the case conference.

9. The Breach of Fiduciary Duty Action

1.

Although not the subject of the Motions, LoyaltyOne recently commenced another
proceeding related to the Spinoff Transaction. The Monitor authorized the
commencement of that proceeding by LoyaltyOne in an abundance of caution shortly
before, arguably, the applicable limitation period would have expired.

On October 18, 2023, LoyaltyOne issued a Statement of Claim with the Ontario
Superior Court of Justice claiming, among other things, damages in the amount of the
Canadian dollar equivalent of US$775 million on a joint and several basis against (i)
Joseph L. Motes Il (“Motes”),” for breach of his fiduciary duty and breach of his duty
of care to LoyaltyOne; and (ii) against Bread, for knowingly causing, encouraging,
inducing, participating in, assisting, and receiving the benefits of Motes’ breaches of
his duties to LoyaltyOne (the “Breach of Fiduciary Duty Claim”). A copy of the
Statement of Claim is attached at Appendix “H” to this Fifth Report.

The Breach of Fiduciary Duty Claim has been delivered to counsel to Bread but
LoyaltyOne has not sought to formally serve the Breach of Fiduciary Duty Claim at
this stage.

” Motes was the general counsel of ADS and, until completion of the Spinoff Transaction, was also the sole director of

LoyaltyOne.
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4. LoyaltyOne is not seeking to progress the Breach of Fiduciary Duty Claim in
conjunction with the Motions, including because the Motions deal with a discrete and
time sensitive issue which is separate and distinct from the broader Breach of
Fiduciary Duty Claim (both in terms of factual subject matter and legal positions and
arguments advanced) and there is no similar urgency with respect to the
determination of the Breach of Fiduciary Duty Claim.

10. Conclusion and Recommendation

1. For the reasons outlined herein, the Monitor respectfully recommends that this Court
issue the Monitor Authorization Order, among other things, authorizing and
empowering the Monitor to commence and continue the Oppression Relief and the
TUV Relief within the TMA Motion and granting certain related relief.

* % %

All of which is respectfully submitted,

%(g e @57%&7@7 Ine..

KSV RESTRUCTURING INC,,

IN ITS CAPACITY AS MONITOR OF
LOYALTYONE, CO.

AND NOT IN ITS PERSONAL CAPACITY
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Appendix “A”

Disclaimer Notice



TO:

Court File No. CV-23-00696017-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF LOYALTYONE, CO.

Applicant

NOTICE TO DISCLAIM OR RESILIATE AN AGREEMENT

Loyalty Ventures Inc. and Bread Financial Services, Inc.

TAKE NOTICE THAT:

1.

Proceedings under the Companies’ Creditors Arrangement Act (the “Act”) in respect of
LoyaltyOne, Co. were commenced on the 10" day of March, 2023.

In accordance with subsection 32(1) of the Act, LoyaltyOne, Co. gives you notice of its
intention to disclaim or resiliate the following agreement, without prejudice to its position
that the agreement does not bind LoyaltyOne, Co. and/or is otherwise unenforceable and
void as against LoyaltyOne, Co., in whole or in part:

Tax Matters Agreement between Alliance Data Systems
Corporation, on behalf of itself and the members of the ADS Group,
and Loyalty Ventures Inc., on behalf of itself and the members of
the Loyalty Ventures Group, dated as of November 5, 2021.

In accordance with subsection 32(2) of the Act, any party to the agreement may, within 15
days after the day on which this notice is given and with notice to the other parties to the
agreement and to the Monitor, apply to court for an order that the agreement is not to be
disclaimed or resiliated.

In accordance with paragraph 32(5)(a) of the Act, if no application for an order is made in
accordance with subsection 32(2) of the Act, the agreement is disclaimed or resiliated on
the 26" day of November, 2023, being 30 days after the day on which this notice has
been given.
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5. For greater certainty, this notice to disclaim or resiliate an agreement does not constitute
any acknowledgment that the above agreement is binding on, or enforceable against, in
whole or in part, LoyaltyOne, Co.

Dated at Toronto, Canada, on October 27, 2023.

Y4 Bestructhuing e

LoyaltyOne, Co.
by KSV Restructuring Inc. in its capacity as Monitor
and not in its personal or corporate capacity

The Monitor approves the proposed disclaimer or resiliation.
Dated at Toronto, Canada, on October 27, 2023.

%(S/ %257%0‘75/7 /ne .

KSV Restructuring Inc.
in its capacity as Monitor
and not in its personal or corporate capacity
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Appendix “B”

Bread Disclaimer Letter



Stikeman Elliott Barmstors & Solictors
5300 Commerce Court West

199 Bay Street
Toronto, ON M5L 1B9

Main: 416 869 5550
Fax: 416 947 0866
www.stikeman.com

BY EMAIL November 1, 2023

Cassels Brock & Blackwell LLP Goodmans LLP

Suite 2100, Scotia Plaza, Bay Adelaide Centre, West Tower
40 King Street West 333 Bay Street, Suite 3400
Toronto, ON M5H 3C2 Toronto, ON M5H 2S7

Attn.: Ryan Jacobs, Tim Pinos, Jane Dietrich and Attn.: Brendan O’Neill and Chris Armstrong
Alan Merskey
KSV Restructuring Inc.

220 Bay St. Suite 1300,
Toronto, ON M5J 2W4

Attn.: Noah Goldstein, David Sieradzki, Murtaza
Tallat

Dear Sirs/Mesdames:
Re: Notice to Disclaim or Resiliate the Tax Matters Agreement between Alliance Data Systems
Corporation, on behalf of itself and the members of the ADS Group, and Loyalty Ventures

Inc., on behalf of itself and the members of the Loyalty Ventures Group, dated as of
November 5, 2021 (the “Agreement”).

As you know, we are counsel to Alliance Data Systems Corporation, now Bread Financial Holdings Inc.
We are writing in connection with the ‘Notice to Disclaim or Resiliate’ the Agreement received on October
27, 2023.

Pursuant to section 32(8) of the Companies’ Creditors Arrangement Act, R.S.C. 1985, C. C-36, as
amended, we are seeking to be provided with written reasons for the proposed disclaimer or resiliation of
the Agreement.

We appreciate your cooperation on this matter.

Yours truly,

11/ /7
4 —
Maria Konyukhova
cc: Ashley Taylor and Rania Hammad, Stikeman Elliott LLP

Josh Sturm, Ben Kaminetzky and Brian Resnick, Davis Polk & Wardwell LLP
Joseph Motes and Ben Morgan, Bread Financial Holdings, Inc.

118155438 v2



Appendix “C”

Disclaimer Response Letter



Cassels

November 6, 2023

Via Email TIMOTHY PINOS
Stikeman Elliott LLP =~ Certified as a Specialist
Barristers & Solicitors | in Civil Litigation

5300 Commerce Court West tpinos@cassels.com

199 Bay Street tel: +1 416 869 5784

Toronto ON M5L 1B9

Attention: Maria Konyukhova

Dear Ms. Konyukhova:

Re: Notice to Disclaim or Resiliate the Tax Matters Agreement between Alliance Data
Systems Corporation (“ADS”), on behalf of itself and the members of the ADS
Group, and Loyalty Ventures Inc., on behalf of itself and the members of the
Loyalty Ventures Group, dated as of November 5, 2021 (the “Agreement”)

| am writing to respond to your letter dated November 1, 2023.

It is the position of LoyaltyOne, Co. (the “Applicant”) that the Agreement is not binding on the
Applicant. The Notice to Disclaim or Resiliate (the “Notice”) was delivered on October 27, 2023
without prejudice to that position.

In the event that the Agreement binds the Applicant, the Applicant delivered the Notice at that
time for the following reasons:

1. ADS has asserted that if the Applicant recovers certain disputed tax amounts (in the
estimated amount of up to CAD$96 million), the Applicant is required under the
Agreement to pay the amount of any recovery over to ADS. Disclaimer of the Agreement
is intended to ensure that the Applicant will retain the benefit of the disputed tax amounts
for the benefit of the Applicant’s creditors as a whole.

2. The Agreement does not provide any benefit to the Applicant or its stakeholders.
3. The disclaimer will ensure that any of the Applicant’s assets expended in the pursuit of
the disputed tax amounts will be incurred for the benefit of creditors of the Applicant as a

whole and not for the sole benefit of ADS.

4. The disputed tax amounts are a contingent asset and ADS will not suffer any significant
financial hardship as a result of the disclaimer.

416 869 5300 Cassels Brock & Blackwell LLP
416 360 8877 Suite 3200, Bay Adelaide Centre - North Tower, 40 Temperance Street
Toronto, ON M5H OB4 Canada



Cassels

November 6, 2023
Page 2

5. The result of the disclaimer will be equitable in the circumstances.
Yours truly,

Cassels Brock & Blackwell LLP
ﬁ/ﬂw&q

Timothy Pinos
Partner
TP/gmc

cc: Cassels Brock & Blackwell LLP
Attention: Ryan Jacobs, Jane Dietrich and Alan Merskey

cc: Goodmans LLP
Attention: Brendan O’Neill, Chris Armstrong and Peter Ruby

cc: KSV Restructuring Inc.
Attention: Noah Goldstein, David Sieradzki and Murtaza Tallat

LEGAL*60662541.7



Appendix “D”

Bread Disclaimer Motion



Court File No. CV-23-00696017-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
LOYALTYONE, CO.

NOTICE OF MOTION
(Motion to Set Aside Disclaimer)

Bread Financial Holdings, Inc. (“Bread”) will make a motion to a judge presiding over the
Ontario Superior Court of Justice (Commercial List) (the “CCAA Court”) on a date to be scheduled

at 330 University Avenue, Toronto, Ontario.
PROPOSED METHOD OF HEARING: The motion is to be heard,
D In writing under subrule 37.12.1(1);

|:| In writing as an opposed motion under subrule 37.12.1(4);

In person;

|:| By telephone conference;

D By video conference.

THE MOTION IS FOR an order:

(a) if necessary, that the time for service of the Notice of Motion and the Motion Record

is hereby abridged and validated and that further service thereof is dispensed with;



(b) in accordance with subsection 32(2) of the Companies’ Creditors Arrangement Act,
R.S.C. 1985, c. C-36, as amended (the “CCAA?”), that the Tax Matters Agreement
(as defined and described below) is not disclaimed pursuant to the Notice of

Disclaimer of LoyaltyOne, Co. (“‘LoyaltyOne”) dated October 27, 2023;

(c) declaring that the Tax Matters Agreement binds LoyaltyOne and/or is otherwise

enforceable against it; and
(d) such further and other relief as this Honourable Court may deem just.
THE GROUNDS FOR THE MOTION ARE:
Background and LoyaltyOne’s CCAA Proceedings

2. LoyaltyOne is an indirect subsidiary of Loyalty Ventures Inc. (“LVI") and operated the
marketing program known as the AIR MILES® Reward Program (the “AIR MILES® Reward

Program” or “AIR MILES®").

3. On March 10, 2023, LoyaltyOne was granted protection under the CCAA pursuant to an
initial order (the “Initial Order”) of the Ontario Superior Court of Justice (Commercial List) (the
“Court”). Most recently, the stay of proceedings under the Initial Order was extended to June 28,

2024.

4, Also on March 10, 2023, LVI and three affiliated entities commenced proceedings (the
“Chapter 11 Proceedings”) by filing voluntary petitions for relief under Chapter 11 of Title 11 of
the United States Code in the United States Bankruptcy Court for the Southern District of Texas

(the “US Court”).

5. On April 27, 2023, the US Court entered an order confirming LVI's joint Chapter 11 plan

(the “US Plan”).

6. On June 2, 2023, the effective date of the US Plan, a Liquidating Trust (as defined in the

US Plan) was established to, among other things, hold, investigate and pursue, as appropriate,



claims and causes of action against the Bread Parties (as defined in the US Plan) in connection
with the Separation and Distribution Transaction (as defined below). Bread is not aware of any

other alleged assets held or claims being pursued by the Liquidating Trust.

7. Within the CCAA proceedings, LoyaltyOne sold AIR MILES to Bank of Montreal (“BMQO”)
for an approximate purchase price of US$160 million. Upon closing of the transaction with BMO,
LoyaltyOne’s existing directors and most officers resigned, LoyaltyOne discontinued its
operations and substantially all LoyaltyOne’s employees became employees of BMO. LoyaltyOne

does not carry on any operations at this time.

8. LoyaltyOne’s primary account receivable is a tax refund claim of approximately CAD$100
million (the “Tax Refund”) which is disputed by the Canada Revenue Agency and, if unresolved,
will proceed to trial before the Tax Court of Canada in the fall of 2024 (the “CRA Litigation”). As
described below, pursuant to the Tax Matters Agreement, LoyaltyOne agreed to hold the Tax

Refund as agent for Bread and to pay over to Bread the Tax Refund within 30 days of receipt.

9. LoyaltyOne has not sought approval of a claims process from the Court. Based on the
reports of KSV Restructuring Inc. (the “Monitor”), LoyaltyOne’s creditors include the Credit
Agreement Lenders (as defined and described below), various contractors and other vendors in
respect of goods and services provided to LoyaltyOne for which LoyaltyOne has been invoiced

less than CAD$14 million, and Bread.

10. Bread has an estimated claim against LoyaltyOne in the approximate amount of CAD$146
million arising from a certain indemnity related to a lease disclaimed by LoyaltyOne, among other

claims.
Separation and Distribution Transaction and the Distribution Agreements

11. AIR MILES® launched in Canada in 1992. From July 1998 until November 5, 2021, the

ultimate parent of LoyaltyOne (or its corporate predecessors) was Alliance Data Systems



Corporation (“ADS”), now Bread. Bread’s loyalty programs business line included both: (a) AIR

MILES®; and (b) the “BrandLoyalty” business.

12. On October 13, 2021, the Board of Directors of ADS approved the previously announced
separation (the “Separation and Distribution Transaction”) of its LoyaltyOne segment,
consisting of its Canadian AIR MILES® Reward Program and BrandLoyalty businesses, into an
independent, publicly traded company, LVI. On November 3, 2021, in an initial step of the
Separation and Distribution Transaction and in consideration for assets that ADS was conveying
to LVI, LVI made a cash distribution of US$750 million to ADS. On November 5, 2021, the date
the Separation was consummated, 81% of the outstanding shares of LVI were distributed pro rata
based on the outstanding shares of ADS common stock at the close of business on the record
date of October 27, 2021, with ADS retaining the remaining 19% of the outstanding shares of LVI.
ADS stockholders of record that did not sell their rights to receive LVI stock before the close of
business on November 5, 2021, received one share of LVI common stock for every two and one-
half (2.5) shares of ADS common stock. The distribution qualified as a tax-free reorganization and

a tax-free distribution to ADS and its stockholders for U.S. federal income tax purposes.

13. In connection with the Separation and Distribution Transaction, LVI on behalf of itself and
the members of the LVI Group (as defined and described below) entered into several agreements
with ADS and the ADS Group (as defined and described below) to govern the relationship of the
parties following the Separation and Distribution Transaction (collectively, the “Distribution

Agreements”), including:

(a) the Separation and Distribution Agreement dated November 3, 2021, by and

between LVI and ADS (the “Separation and Distribution Agreement”);

(b) the Tax Matters Agreement dated November 5, 2021, by and between LVI on
behalf of itself and the members of the LVI Group and ADS and the ADS Group

(the “Tax Matters Agreement”);



(© the Transition Services Agreement dated November 5, 2021, by and between LVI

and ADS (the “Transition Services Agreement”); and

(d) the Employee Matters Agreement dated November 5, 2021, by and between LVI

and ADS (the “EMA”).
14. Notably, the Tax Matters Agreement was signed by:

(@) ADS on behalf of a group comprised of itself and its listed subsidiaries (the “ADS

Group”); and

(b) LVI on behalf of the Loyalty Ventures Group, which is defined in the agreement as
LVI and all of its subsidiaries listed in Schedule 1.01(i) to the Tax Matters

Agreement (the “LVI Group”), which includes LoyaltyOne.

15. Pursuant to section 27 of the Tax Matters Agreement, each of ADS and LVI represented
and warranted, among other things, that it had the power and authority to execute the Agreement
on its behalf and on behalf of each member of its Group and that the Tax Matters Agreement

created a legal, valid and binding obligation on each party and each member of its Group.

16. The Tax Matters Agreement was signed by Jeffrey Fair, the Senior Vice President of LVI
and the Vice President of Taxation at LoyaltyOne. The Separation and Distribution Agreement,
the Transition Services Agreement and the EMA were signed by Charles Horn, the President and

Chief Executive Officer of LVI and the Treasurer of LoyaltyOne.

17. The Distribution Agreements are part of one integrated agreement and provide that the
Separation and Distribution Agreement, the Tax Matters Agreement and the Transition Services

Agreement constitute an entire agreement.

18. The Distribution Agreements are governed by, and shall be construed and enforced in

accordance with, the laws of the State of Delaware.



Transition Services Agreement

19. Shortly prior to the commencement of the CCAA proceedings, LVI purported to assign a

portion of the Transition Services Agreement to LoyaltyOne.

20. On July 14, 2023, LoyaltyOne delivered a Notice of Disclaimer to LVI and Bread seeking

to disclaim the Transition Services Agreement.

21. Bread disagreed with LoyaltyOne’s ability to disclaim all or a portion of the Transition
Services Agreement. However, given that the obligations of the parties under the Transition
Services Agreement had expired or been rendered largely inoperative through the sale of the
LoyaltyOne business to BMO, Bread did not oppose the disclaimer, without prejudice to Bread’s
rights to assert Bread’s rights with respect to the Tax Matters Agreement and any other

agreements entered into in connection with the Separation and Distribution Transaction.
Tax Matters Agreement

22. The Tax Matters Agreement expressly contemplates the anticipated Tax Refund and
provides that LoyaltyOne agrees to pay the Tax Refund over to Bread within 30 days of receipt
thereof. In particular, pursuant to section 8(a) “[e]xcept as provided by Section 8(b) [which is
inapplicable to the Tax Refund], ADS shall be entitled to all Tax Refunds received by any member
of the ADS Group or any member of the Loyalty Ventures Group, including but not limited to Tax
Refunds resulting from the matters set forth on Schedule C.” The Tax Refund at issue on this
motion is expressly listed on Schedule C. Pursuant to section 8(c), a Company receiving or
realizing a Tax Refund to which another party is entitled shall pay over the amount of the Tax
Refund within 30 days of receipt thereof. Section 12(b) of the Tax Matters Agreement further

requires LoyaltyOne to hold the Tax Refund amount as agent for Bread, once received.

23. The Tax Matters Agreement also incorporates general administrative provisions related

to, among other things: (a) the agreed upon allocation of taxes among and between the parties;



(b) filing tax returns; (c) the apportionment of earnings and profits and tax attributes; (d) the

utilization of tax attributes; and (e) deductions and reporting for certain awards.

24, Prior to delivery of the Notice of Disclaimer to Bread, LoyaltyOne had performed its

contractual obligations in accordance with the Tax Matters Agreement.

Loans in Connection with the Separation and Distribution Transaction

25. In the context of the Separation and Distribution Transaction, LVI, among other things,
borrowed (and LoyaltyOne guaranteed) US$675 million from the Credit Agreement Lenders. LVI
and certain affiliates (collectively, the “Borrowers”), a group of lenders (collectively, the “Credit
Agreement Lenders”) and Bank of America N.A., as administrative agent (the “Credit
Agreement Agent”), entered into a credit agreement dated as of November 3, 2021 (as
amended, the “Credit Agreement”) whereby the Credit Agreement Lenders established credit
facilities for the Borrowers. Certain of LVI's subsidiaries, including LoyaltyOne, are guarantors

under the Credit Agreement (collectively, the “Guarantors”).

26. The Credit Agreement contemplated that the funds borrowed by LVI thereunder would be
used to effect the Separation and Distribution Transaction. Among other provisions: (a) pursuant
to section 4.01(h), it was a condition precedent to the initial extension of credit that the Spinoff (as
defined in the Credit Agreement) shall have been initiated prior to, or substantially simultaneously
with, the Closing Date; and (b) pursuant to section 6.11, the proceeds of the Credit Extensions
were to be used for, among other things, to finance a portion of the Spin Payment and the other

Form 10 Transactions (as these terms are defined in the Credit Agreement).

27. The obligations under the Credit Agreement are secured by, among other things, a first
priority security interest in all present and after-acquired personal property of the Borrowers and
the Guarantors, including LoyaltyOne, but expressly excluding the Excluded Property. The Credit
Agreement specifically lists the Tax Refund as one type of Excluded Property that is not part of

the Credit Agreement Lenders’ collateral.



28. As of March 9, 2023, there was approximately US$656 million of principal outstanding
under the Credit Facilities. LoyaltyOne has made certain distributions to the Credit Agreement
Agent during its CCAA proceedings; however, it appears that the Credit Agreement Lenders
remain the largest creditor group in the estate of LoyaltyOne and are the directing minds of the

proceeding at this time.
Contemplated Litigation by LoyaltyOne and LVI against Bread

29. On October 18, 2023, LoyaltyOne filed a statement of claim in the Ontario Superior Court
of Justice against Bread and Joseph L. Motes lll seeking damages in the amount of US$775
million (the “Statement of Claim”). In the Statement of Claim, LoyaltyOne, as directed by its
largest stakeholder group, the Credit Agreement Lenders, is alleging that the Separation and
Distribution Transaction was “simply a value-stripping scheme orchestrated and implemented by

ADS and Motes for the benefit of ADS and to the corresponding detriment of LoyaltyOne.”

30. LoyaltyOne has not taken steps to serve the Statement of Claim on Bread (despite Bread’s
solicitors offering to accept service) and appears to be delaying commencing the determination

of its allegations in the Statement of Claim.

31. Despite the non-service of the Statement of Claim on Bread, on November 11, 2023,
LoyaltyOne and the Monitor served motion materials seeking, among other things, a
determination that the provisions in the Tax Matters Agreement requiring LoyaltyOne to pay Bread
an amount equivalent to the Tax Refund are oppressive and a transfer at undervalue and are void

and unenforceable by Bread against LoyaltyOne.

32. The motion materials further evidence that LoyaltyOne’s attempted disclaimer of the Tax
Matters Agreement is merely an improper attempt to litigate the same issue in more than one

context and forum.



33. In addition, while Bread has not been served with a claim, LVI has established a liquidating
trust in the Chapter 11 Proceedings to pursue claims against Bread and other parties to provide

for potential recovery for the Credit Agreement Lenders.
Notice of Disclaimer or Resiliation of the Tax Matters Agreement

34. Despite closing the transaction with BMO in June 2023 and ceasing operations at that
time, LoyaltyOne only delivered a Notice of Disclaimer to LVI and Bread seeking to disclaim the

Tax Matters Agreement on October 27, 2023.

35. The disclaimer or resiliation of the Tax Matters Agreement will not enhance the prospects
of a viable compromise or arrangement being made in respect of LoyaltyOne. As noted above,
LoyaltyOne has already sold substantially all of its assets to BMO, has no ongoing operations,

and has only relatively modest trade obligations.

36. In seeking to disclaim the Tax Matters Agreement, LoyaltyOne is attempting to improperly
utilize the disclaimer provisions in the CCAA to unwind one aspect of the completed Separation

and Distribution Transaction.

37. LoyaltyOne is improperly relying on the disclaimer provisions of the CCAA for the sole
purpose of shifting value from Bread to LoyaltyOne’s sophisticated secured lenders who explicitly

agreed to the Credit Agreement, including that:

@) the funds they advanced under the Credit Agreement would be utilized to fund the
Separation and Distribution Transaction, which included the entering into of the

Tax Matters Agreement;

(b) they were fully aware of and acknowledged that the Tax Refund is an asset that
belongs to Bread (and not to LoyaltyOne or LVI) under the terms of the Tax Matters

Agreement; and
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(© the Tax Refund forms part of the Excluded Property and does not form part of their

collateral.

38. The effect of LoyaltyOne’s purported disclaimer would be the effective conversion, for the
primary benefit of LoyaltyOne’s controlling minds, of funds that were intended to be held in escrow
by LoyaltyOne and transferred to Bread in completion of obligations between those parties. The

disclaimer would give effect to an effective breach of trust and appropriation of funds.

39. The disclaimer of the Tax Matters Agreement will cause significant financial hardship to
Bread, particularly when compared to the effect of an order denying the disclaimer on the Credit

Agreement Lenders.

40. Itis not fair, appropriate or reasonable in the circumstances for LoyaltyOne to disclaim the

Tax Matters Agreement.
General
41. The CCAA, including sections 11 and 32 thereof.

42. Rules 2.03, 3.02, 10.01, 12.07 and 37 of the Rules of Civil Procedure, R.R.O. 1990, Reg.

194, as amended.

43. Sections 95 and 96 of the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as

amended.
44, Section 138 of the Courts of Justice Act, R.S.0. 1990, c. C.43, as amended.

45, Such further and other grounds as counsel may advise and this Honourable Court may

permit.
THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing of the motion:
46. Affidavits to be filed.

47. Such further and other materials as counsel may advise and this Honourable Court may

permit.
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Court File No.:

TAX COURT OF CANADA
BETWEEN:

LOYALTYONE, CO.

Appellant
-and -
HER MAJESTY THE QUEEN

Respondent

NOTICE OF APPEAL

l. ADDRESS OF THE APPELLANT
1. The Appellant’s address is in the care of its counsel:

Osler, Hoskin & Harcourt LLP
1000 De La Gauchetiere West, Suite 2100
Montreal, Quebec H3B 4W5

Attention:  Louis Tassé (Itasse@osler.com)
Mark Brender (mbrender@osler.com)

1. OVERVIEW

2. This Appeal concerns the application of paragraph 20(1)(m) of the Income Tax Act
(Canada) (the “Act”).

3. The Minister of National Revenue (the “Minister”) reassessed LoyaltyOne, Co. (the
“Appellant”) for its taxation year ended December 31, 2013 (the “2013 Taxation Year”)
for Part | tax under the Act in respect of amounts that the Appellant had claimed as reserves
for services not rendered before the end of the year under paragraph 20(1)(m) of the Act.
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11.
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REASSESSMENT UNDER APPEAL

The Minister issued a Notice of Reassessment dated December 10, 2019 for the Appellant’s

2013 Taxation Year (the “Reassessment”).

The Minister reassessed the Appellant for the following amounts:

Description Amount
Additional Part | tax $51,777,579.00
Nova Scotia tax $985,165.00
Ontario tax $32,688,555.00
Instalment interest $13,468.78
Instalment penalty $5,143.01
Arrears interest $24,291,602.92
Total $109,761,513.71

More precisely, the Minister included an amount of $348,527,381 in the Appellant’s net
income for the 2013 Taxation Year on the basis that the Appellant is not entitled to a full
reserve under paragraph 20(1)(m) of the Act as claimed in its corporate income tax returns.

The Appellant duly objected to the Reassessment by way of a Notice of Objection dated
March 6, 2020 (the “Objection”).

More than 90 days have elapsed since the Appellant served the Objection on the Minister.

The Minister has not notified the Appellant that the Reassessment has been vacated or

confirmed, nor has the Minister issued any further reassessment of the 2013 Taxation Year.

The Appellant accordingly files this Notice of Appeal pursuant to paragraph 169(1)(b) of
the Act.

STATEMENT OF FACTS

The Appellant is a wholly owned subsidiary of Alliance Data Systems Corporation (U.S.).
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The Appellant is a global leader in the design and implementation of coalition loyalty
programs, customer analytics, and loyalty services for Fortune 1000 clients around the

world.
The Appellant operates, inter alia, the Air Miles Reward Program (“AMRP”) in Canada.

The AMRP was launched in 1992 and is Canada’s largest coalition loyalty program with
over 10 million Canadian households having at least one member participating in the
AMRP.

The AMRP has approximately 170 brand sponsors (the “Sponsors”).

The AMRP is a full-service outsourced loyalty program and a marketing device designed

to help Sponsors attract business.

The Sponsors pay the Appellant a fee for each Air Mile (“AM?”) issued (the “Issue Fee”),
and in return, the Appellant provides a number of services to both Sponsors and consumers,
including, but not limited to, all marketing (including the use of the AMRP brand),

analytics, customer service, redemption management.

Consumers must enroll in the AMRP (“Enrollment Agreement”), which allows them to
earn AMs as they shop across a broad range of retailers and other Sponsors (enrolled

consumers will hereinafter be referred to as “AM Collectors”).
AM Collectors can also earn AMs by using AM credit cards.

AM Collectors can redeem their AMs for Dream rewards (“Dream Rewards”) offered by
the AMRP, such as travel, merchandise, and other lifestyle rewards.

The Appellant fulfills the Dream Rewards through agreements with over 400 suppliers.

AM Collectors can also instantly redeem their AMs for cash credits (“Cash Rewards”)
through the Air Miles Cash program (“*AM Cash”) which allows them to use their Cash
Rewards at point of sale for in-store purchases at participating Sponsors.

Save and except for one exception, the Issue Fee is the only consideration paid by the

Sponsors to the Appellant for the management of the AMRP.
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33.

34.

35.
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Enrollment into the AMRP by AM Collectors is free of charge: no initiation fee and no

annual fee are payable by AM Collectors.

As a result, the Sponsors are funding the whole management of the AMRP as they are

paying for everything that allows the AMRP to be carried on.

The AMRP provides Sponsors with insights regarding consumer behavior from
transactional data which then allows them to connect with its customers and build long

term relationships.

The ability to earn AM on a frequent basis encourages customers to continue shopping
with Sponsors and generates transactional data which can be used by Sponsors to grow

their business.
The Appellant enters into a Program Participation Agreement (“PPA”) with each Sponsor.
The PPA grants the Sponsor a license to issue AMSs to their customers.

With the cash proceeds received from Sponsors (i.e. the Issue Fee), the Appellant has, inter
alia, an obligation to provide AM Collectors with Dream Rewards and Cash Rewards on

redemption of AMs.

To fund those future redemptions, the Appellant has certain cash and investments from the
proceeds that are subject to a security interest and held in trust for the benefit of funding

redemptions by AM Collectors under the PPA.

The revenue cycle begins when AM Collectors earn AM by making purchases of goods or

services from Sponsors or by using AM credits cards.

Each time an AM is issued by a Sponsor, an Issue Fee is paid by the Sponsor to the

Appellant in respect of such AM.

The Appellant claims a reserve in respect of the Issue Fees paid by Sponsors on account of
services to be rendered after the end of the year.

Under the PPAs and the Enrollment Agreements, the Taxpayer, the Sponsors and the

Collectors have a series of rights and obligations.
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For accounting purposes, the Appellant credits the deferred revenue account when Issue

Fees are invoiced to Sponsors.

The Issue Fee is broken down on average across all Sponsors, for accounting revenue

recognition purposes, into three components:

@) Redemption (approximately 60% of Issue Fee): this element represents the value
of the reward that the AM Collector is receiving in exchange for the AMs (the

“Redemption component”).

(b) Service (approximately 35% of Issue Fee): this element represents a combination
of administrative, analytical, and marketing services for the AMRP, described

further below (the “Service component”).

(c) Brand (approximately 5% of Issue Fee): the Sponsors receive significant value from
using the AM brand, which include the tradenames, trademarks, logos, service

marks in connection with the AMRP (the “Brand component”).
The Brand component is recognized as revenue immediately upon billing to the Sponsor.

In the letter received from the Canada Revenue Agency (“CRA”) on June 6, 2019, the
Minister confirmed that it does not dispute that the accounting allocation of the Issue Fees
to the Redemption, Service and Brand Components is in accordance with Generally
Accepted Accounting Principles (“GAAP”).

The Service component encompasses activities including, but are not limited to, customer

care, IT services, redemption management, analytics, client services and marketing.

A significant portion of the services described in the paragraph 40 above is provided after

the end of the taxation year in which the AMs are issued.

The obligation of the Appellant to provide services to an AM Collector survives as long as
that AM Collector has AMs.

As of December 31, 2013, no AMs had expired.
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The Service component is recognized as revenue on a straight line basis over a period of
42 months, which has been determined by the Appellant to represent the average life of an
AM.

In order to determine the estimated cost for the service deliverable, the Appellant used a
cost basis, based on historical costs directly associated with the Service component, plus
an applicable profit margin, based on market data related to historical margins from

companies providing similar services (only for AMs expected to be redeemed).

Tax Reporting

46.

47.

48.

49.

50.

51.

52,

For income tax purposes, the Appellant includes all Issue Fees received from Sponsors in

income pursuant to paragraph 12(1)(a) of the Act.

The Appellant then claims a paragraph 20(1)(m) reserve for the Redemption and Service

components.
As at December 31, 2013, the deferred revenue balance was $1,208,031,752.

The Appellant claimed a paragraph 20(1)(m) reserve in the amount of $1,043,978,866
($734,758,390 with respect to the Redemption component and $368,226,142 with respect
to the Service component, less $59,005,666 as an amount not claimed) for its 2013

Taxation Year.

In the Reassessment, the $59,005,666 amount not claimed is applied on a pro-rata basis to

the services and redemption amounts.

In respect of the taxation year ended December 31, 2016 (the “2016 Taxation Year”), the

Taxpayer suffered non-capital losses in the amount of $97,484,407.

On January 16, 2020, the Appellant requested that the Minister apply the non-capital losses
arising in the 2016 Taxation Year to the 2013 Taxation Year.
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ISSUES IN DISPUTE

The issue in dispute between the Appellant and the Minister as a result of the Reassessment
is whether the Appellant is entitled to a full reserve of the Service component under
paragraph 20(1)(m) of the Act.

Alternatively, should the Court confirm the Reassessment in whole or in part, the issue is
whether the Minister has to apply the non-capital losses arising in the 2016 Taxation Year
to the 2013 Taxation Year.

STATUTORY PROVISIONS RELIED ON

The Appellant relies, inter alia, on sections 9 and 111, and paragraphs 12(1)(a), 20(1)(m)
and 152(6)(c) of the Act.

REASONS

The Service component of the Issue Fees is properly included in income under
paragraph 12(1)(a) of the Act and deductible as a reserve under paragraph 20(1)(m)
of the Act

The Appellant submits that all Issue Fees are properly included in its income under
paragraph 12(1)(a) of the Act and that the Service component of such Issue Fees is properly

claimed as a reserve under paragraph 20(1)(m) of the Act.

The Appellant submits that it is entitled to a reserve under paragraph 20(1)(m) of the Act
on the full amount of the Service component because it is an amount described in paragraph
12(1)(a) of the Act: it is an amount received by the Appellant in the course of its business

that is on account of services not rendered before the end of the year.

The Appellant submits that the portion of the Service component in respect of which the
reserve is claimed is not earned in the year and is therefore properly included in income
under paragraph 12(1)(a) of the Act, because this portion of the services, described in
paragraph 40 above, are rendered after the end of the year and the reserve is properly
allocated to the provision of these services.

The Appellant submits that the full amount of the reserve claimed for the Service

component is deductible as a reserve under paragraph 20(1)(m) of the Act because it
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consists of amounts received in respect of services that are reasonably anticipated to be
performed after the end of the year in which an AM is issued because the average life of
an AM is 42 months and the services are to be rendered from the time an AM is issued and
persist until all outstanding AM have been redeemed.

The Appellant submits that a reasonable reserve under paragraph 20(1)(m) of the Act is

not limited to the expected actual costs of the services that will be rendered in later periods.

The Appellant submits that the amount allocated to the Service component does not have
the “quality of income” when received and is therefore statutorily regarded as not having

been earned in the year.

The Appellant submits that principles underlying the computation of profit provide that, in
ascertaining profit, a taxpayer is free to adopt any method which is not inconsistent with
the provisions of the Act, established case law principles or rules of law, and well-accepted
business principles (which include but are not limited to the formal codification found in
GAAP).

The Appellant submits that the burden is on the Minister to prove that an alternative method
would produce a more accurate picture of income than the method adopted by the
Appellant because the Minister does not dispute that the accounting allocation of the Issue

Fees to the Redemption, Service and Brand components is in accordance with GAAP.

Moreover, the Appellant submits that the Minister is not entitled to rely on particular well-
accepted business principles as inherently preferable over others.

Even if the Service component is included in income under subsection 9(1) of the Act
in the 2013 Taxation Year, which is not admitted and is expressly denied, the
Appellant is entitled to a reserve for the full amount of the Service component under
paragraph 20(1)(m) of the Act

The Appellant does not admit and expressly denies that the Service component should be
included in income under subsection 9(1) of the Act when it is received, because it does

not have the “quality of income”.

Nonetheless, whether the Service component is included in income under subsection 9(1)

or paragraph 12(1)(a) of the Act, the Appellant submits that it is entitled to a paragraph
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VIII.
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20(1)(m) reserve on the Service component of the Issue Fees, as this component constitutes
amounts described in paragraph 12(1)(a) of the Act, for the reasons set out in more detail

in section A above.

The Appellant submits that, even if the Service component is considered to be earned in
the year, which it does not admit and expressly denies, it still qualifies for a reserve

pursuant to paragraph 20(1)(m) of the Act.
For all the above reasons, the Reassessment is wrong in fact and in law.
The Appeal is well founded in fact and in law.

Alternatively, should the Court confirm the Reassessment in whole or in part, the
non-capital losses arising in the 2016 Taxation Year should have been applied to the
2013 Taxation Year

The Appellant submits that, should the Court confirm the Reassessment in whole or in part,
the Minister had to apply the non-capital losses arising in the 2016 Taxation Year in the
amount of $97,484,407 to the 2013 Taxation Year pursuant to subsection 111(8) and
paragraph 111(1)(a) of the Act.

The Appellant submits that the Minister had to reassess the taxpayer’s tax for the 2013
Taxation Year in order to take into account the deduction claimed under section 111 of the
Act in respect of a loss for a subsequent taxation year pursuant to paragraph 152(6)(c) of
the Act.

RELIEF SOUGHT

The Appellant respectfully requests that this appeal be allowed with costs and:

@) that the Minister be ordered to vacate the Reassessment, such that
Q) the addition of $348,527,381 to the Appellant’s net income be reversed;
(i)  the assessment of $51,777,579 of Part | tax be reversed;
(iii)  the assessment of $13,468.78 of instalment interest be reversed;

(iv)  the assessment of $5,143.01 of instalment penalty be reversed; and
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the assessment of $24,291,602.92 of arrears interest be reversed;

the Appellant be awarded such further relief as requested in the Objection or as this

Honourable Court may deem just.

Alternatively, should the Court confirm the Reassessment in whole or in part, the Appellant
respectfully requests that the Minister be ordered to apply the non-capital losses arising in
the 2016 Taxation Year in the amount of $97,484,407 to the 2013 Taxation Year.

The Appellant requests that the hearing of this matter be held in the City of Toronto.

DATED at the City of Montréal, in the Province of Québec, this 3™ day of July, 2020.

OSLER, HOSKIN & HARCOURT LLP
Counsel for the Appellant
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1000, De La Gauchetiere West, Suite 2100
Montréal, QC H3B 4W5

Telephone: 514-904-8170
Facsimile: 514-904-8101
Email: Itasse@osler.com
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Caution Regarding Forward-Looking Statements

This Annual Report on Form 10-K 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. All statements other than statements of historical fact, including statements regarding guidance, industry
prospects, or future results of operations or financial position, made in this Annual Report on Form 10-K are forward-looking
statements. Forward-looking statements give our expectations or forecasts of future events and can generally be identified by the
use of words such as “believe,” “expect,” “anticipate,” “estimate,” “intend,” “project,” “plan,” “likely,” “may,” “might,” “should,”
“would” or other words or phrases of similar import. We believe that our expectations are based on reasonable assumptions.
Forward-looking statements, however, are subject to a number of risks and uncertainties that could cause actual results to differ
materially for a variety of reasons, including, among others, continuing impacts related to COVID-19, including variants, reductions
in government economic stimulus, labor shortages, reduction in demand from clients, supply chain disruption for our reward
suppliers and disruptions in the airline or travel industries; loss of; or reduction in demand for services from, significant clients;
loss of active AIR MILES® Reward Program collectors or greater than expected redemptions by the same; unfavorable resolution of
pending or future litigation matters; disruption to operations due to the separation from our former parent or failure of the
separation to be tax-free; our high level of indebtedness; increases in market interest rates; fluctuation in foreign exchange rates;
new regulatory limitations related to consumer protection or data privacy limiting our services; and loss of consumer information
due to compromised physical or cyber security. These risks and uncertainties, as well as other risks and uncertainties that could
cause our actual results or outcomes to differ significantly frommanagement’s expectations, are described in greater detail in Item
1A of Part I, “Risk Factors.” Any forward-looking statements contained in this Form 10-K speak only as of the date made, and we
undertake no obligation, other than as required by applicable law, to update or revise any forward-looking statements, whether as a
result of new information, subsequent events, anticipated or unanticipated circumstances or otherwise.

2 2 < 2 2 <,
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PARTI
Item1. Business.

Overview

Loyalty Ventures Inc. (“Loyalty Ventures,” “we,” or “our”) is a leading provider of tech-enabled, data-driven consumer loyalty
solutions. Our solutions are focused on helping partners achieve their strategic and financial objectives, fromincreased consumer
basket size, shopper traffic and frequency and digital reach to enhanced programreporting and analytics. We help financial
services providers, retailers and other consumer-facing businesses create and increase customer loyalty across multiple touch
points fromtraditional to digital to mobile and emerging technologies. We own and operate the AIR MILES® Reward Program,
Canada’s most recognized loyalty program, and BrandLoyalty, a leading global provider of campaign-based loyalty solutions for
grocers and other high-frequency retailers.

The AIR MILES Reward Programis an end-to-end loyalty platform, combining technology, data/analytics and other solutions
to help our clients (who we call sponsors) drive increased engagement by consumers (who we call collectors) with their brand. The
AIR MILES Reward Program operates as a full-service coalition loyalty program for our sponsors. We provide marketing, customer
service, rewards and redemption management for our sponsors. We typically grant sponsors exclusivity in their market category,
enabling themto realize incremental sales and increase market share as a result of their participation in the AIR MILES Reward
Program. The AIR MILES Reward Programenables collectors to earn AIR MILES reward miles as they shop across a broad range
of sponsors from financial institutions, grocery and liquor, e-commerce, specialty retail, pharmacy, petroleumretail, and home
furnishings to hardware, that participate in the AIR MILES Reward Program. These AIR MILES reward miles can be redeemed by
collectors for travel, entertainment, experiences, merchandise or other rewards. Through our AIR MILES cash programoption,
collectors can also instantly redeem their AIR MILES reward miles eamed in the AIR MILES cash program option toward in-store
purchases at participating sponsors, such as Shell Canada.

BrandLoyalty is a worldwide leader in campaign-based loyalty solutions that positively impact consumer behavior on a mass
scale. We pride ourselves on being a business with purpose by connecting high-frequency retailers, supplier partners and
consumers to create sustainable solutions for today’s challenges. We design, implement, conduct and evaluate innovative,
digitally enhanced, tailor-made loyalty campaigns. These campaigns are tailored for the specific client and are designed to reward
key customer segments based on their spending levels during defined campaign periods. At BrandLoyalty, we aimto let shoppers
feel emotionally connected when they shop at our clients, by designing campaigns with the right mechanics and rewards that
instantly change shopping behavior and engender loyalty. The rewards we offer come fromtop brands with high creative
standards such as Disney, Zwilling, and vivo | Villeroy & Boch.

Spin-off Transaction

On October 13, 2021, the Board of Directors of Alliance Data Systems Corporation (“ADS” or “Parent”) approved the
previously announced separation (the “Separation”) of its LoyaltyOne segment, consisting of its Canadian AIR MILES® Reward
Programand BrandLoyalty businesses, into an independent, publicly traded company, Loyalty Ventures Inc. (“Loyalty Ventures”).
On November 5, 2021, the date of the Separation, 81% of the outstanding shares of Loyalty Ventures were distributed pro rata
based on the outstanding shares of ADS common stock at the close of business on the record date of October 27, 2021, with ADS
retaining the remaining 19% of the outstanding shares of Loyalty Ventures. ADS stockholders of record that did not sell their
rights to receive Loyalty Ventures stock before the close of business on November 5, 2021 received one share of Loyalty Ventures
common stock for every two and one-half (2.5) shares of ADS common stock. Additionally, Loyalty Ventures made a cash
distribution of $750.0 million to ADS on November 3, 2021 as part of the Separation. The distribution qualified as a tax-free
reorganization and a tax-free distribution to ADS and its stockholders for U.S. federal income tax purposes. On November 8, 2021,
“regular-way” trading of Loyalty Ventures’ common stock began on the Nasdaq Stock Market under the symbol “LYLT”.

We entered into several agreements with ADS that govern the relationship of the parties following the Separation, including
the Separation and Distribution Agreement, the Tax Matters Agreement, the Transition Services Agreement
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("TSA"), and the Employee Matters Agreement. Under the terms of the TSA, ADS agreed to provide certain corporate,
administrative and information technology services for periods up to 18 months, certain of which may be extended for an additional
six-month period. See Note 1, “Description of Business, Spinoff and Basis of Presentation,” of the Notes to Consolidated and
Combined Financial Statements for additional information regarding these agreements.

Strategy

Our goal is to accelerate stakeholder value creation through the continued development of loyalty platforms for the tech-
forward business and consumer era. We intend to pursue a variety of new omnichannel initiatives, including expanding
geographies and verticals; further enriching tech and analytic capabilities; employing sustainable solutions; and seeking additional
strategic partnerships.

Attract new clients and grow existing client base

The AIR MILES Reward Program continues to focus on broadening our sponsor base and expanding the network effects of
the coalition. We seek to attract new sponsors and deepen existing relationships by enhancing our solutions portfolio. Deployment
of enriched marketing and advertising capabilities will further sponsors’ ability to reach and engage collectors, increasing the value
proposition for sponsors and reward suppliers alike. Diversifying the sponsor network, including expansion to non-traditional
partnerships and alliances, including new arrangements with business-to-business e-commerce platforms that enable smaller, local
e-commerce partners to incorporate AIR MILES reward miles in their promotional activities, will allow for a stronger and broader
ecosystemto capture a larger portion of total consumer spend within the AIR MILES Reward Program. A core advantage to being a
part of the AIR MILES Reward Programis the benefit to each partner as the coalition expands.

Similarly, we believe there is market opportunity for BrandLoyalty to grow its client base by adding new grocers in existing
markets. Additional opportunity exists in the form of diversification into adjacent segments, such as convenience stores and
pharmacies, which are a natural fit for BrandLoyalty due to the high frequency and spend profile of the customer base. Further
expansion into new growing verticals like e-commerce and food delivery is also expected to present significant opportunities.

By diversifying and growing our ability to integrate advanced data analytics with marketing and loyalty services, we seek to
position ourselves to serve the modern consumer, thus increasing the value proposition for our clients by delivering long-term
integrated growth opportunities and ultimately delivering returns for our stakeholders.

Invest in technology to better engage consumers

The AIR MILES Reward Program continues to focus on driving collector engagement to enhance the benefit to the entire
coalition of sponsors. The AIR MILES Reward Programhas focused on enhancing digital initiatives targeting younger
demographic channels as well as the broader collector base as a whole. By providing in-store and mobile access and increasing the
relevancy of personalized, targeted, real-time offers, the AIR MILES Reward Programis improving effectiveness of digital
campaigns and overall collector engagement. We will continue to invest in technology to deliver new digital products and
solutions to improve collector engagement and the sponsor value proposition. An expansive collector and sponsor base results in
an expanding database, which can be used to create and monetize new and innovative supplemental solutions for all partners of the
ecosystem

BrandLoyalty has built a first-class technology platformand array of digital tools, including the Bright Loyalty Platform, the
Analytical Framework, StorePal and other features to support its campaign-based loyalty solutions. The Analytical Framework
provides full-cycle loyalty program design, real-time feedback and evaluation to adjust programs in progress or apply learnings to
future designs. BrandLoyalty’s Bright Loyalty Platform provides shoppers the ability to collect and share points digitally, eam
badges, play games, view leaderboards and level up to achieve better status and more exclusive perks. BrandLoyalty also offers
StorePal to directly support in-store staff with program execution through state-of-the-art Al analysis and collaboration to improve
in-store marketing, display placement, staff program knowledge and stock availability.
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We believe opportunities exist to leverage the digital loyalty capabilities of BrandLoyalty’s platformand the highly advanced
data science platformof the AIR MILES Reward Programto enhance the digital tools and capabilities of both businesses.

Expand into new geographies

We will seek to expand our geographic reach to accelerate growth. Our client-centered approach and the almost 30-year
operating history of our businesses has resulted in unique, rich shopper and market data, which we use to generate insights for
brands globally. There is substantial opportunity to serve untapped markets across the globe, which will serve as a growth lever in
the near-termand solidify sustainable sources of future revenue going forward. In the near term, BrandLoyalty expects to increase
its presence in the United Kingdom, the United States and the Nordic region. We also intend to enhance our product offerings and
geographic footprint through opportunistic acquisitions that complement our business. We will consider select acquisition
opportunities that expand the breadth of our product portfolio, enhance our market positioning and accelerate our presence in
attractive geographies, while maintaining alignment with our culture.

Segments

Our business is managed and reported as two segments: the AIR MILES Reward Programsegment and the BrandLoyalty
segment, which provide coalitions and campaign-based loyalty programs, respectively, as described more fully below. Financial
information about our segments and geographic areas appears in Note 23, “Segment Information,” of the Notes to Consolidated
and Combined Financial Statements.

The AIR MILES Reward Program

The AIR MILES Reward Programis an end-to-end loyalty platform, combining technology, data and analytics and other
solutions to help our sponsors drive increased engagement by collectors with their brand. The AIR MILES Reward Program
operates as a full-service outsourced coalition loyalty program for our sponsors, who pay us a fee per AIR MILES reward mile
issued, in return for which we provide all marketing, customer service, rewards and redemption management. The AIR MILES
Reward Programenables collectors to earn AIR MILES reward miles as they shop across a broad range of retailers and other
sponsors participating in the AIR MILES Reward Program. The AIR MILES Reward Program provides a wide range of rewards from
leisure and entertainment to merchandise, flight, travel and unique experiences with over 1,000 reward options that appeal to an
expansive set of collectors. Through our AIR MILES Cash program option, collectors can also instantly redeem their AIR MILES
reward miles collected in the AIR MILES Cash program option toward in-store purchases at participating sponsors.

Sponsors

We have over 100 brand name sponsors that participate in our AIR MILES Reward Program, including Shell Canada Products,
Jean Coutu, Amex Bank of Canada, Sobeys Inc. and Bank of Montreal. Our sponsor base covers a diverse set of market spend
categories, including gas, pharmacy, credit card, and grocery. Relationships with our largest and most well-known sponsors
account for a significant portion of our consolidated and combined revenue, including approximately 17% from Bank of Montreal
for the year ended December 31, 2021. We typically grant participating sponsors exclusivity in their market category, enabling them
to realize incremental sales and increase market share as a result of their participation in the AIR MILES Reward Program.

Collectors

Collectors can accumulate AIR MILES reward miles across a significant portion of their everyday spend and can earn AIR
MILES reward miles at thousands of in-store and online retail and service locations, including through our AIR MILES Reward
Program eCommerce site. Collectors can also earn AIR MILES reward miles at any locations where they are permitted to use certain
credit cards issued by Bank of Montreal and Amex Bank of Canada. Collectors can redeem AIR MILES reward miles through
multiple channels, including in-lane cash redemptions, online cash
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redemptions through our mobile app and online. We utilize these multiple channels to enable collectors to redeem for the rewards
they desire in the physical and digital locations they frequent.

As of December 31, 2021, there were approximately 10 million collectors in the AIR MILES Reward Program.
Suppliers

We enter into agreements with airlines, supplier platforms and other providers to supply rewards for the AIR MILES Reward
Program. The broad range of rewards that can be redeemed is one of the reasons the AIR MILES Reward Program remains popular
with collectors and collectors continue to engage in the program. Hundreds of brands use the AIR MILES Reward Programas an
additional distribution channel for these products. Suppliers include well-recognized companies in diverse industries, including
travel, hospitality, electronics and entertainment.

Loyalty platform

We provide a fully managed loyalty platformthat helps our sponsors by driving traffic, understanding key trends and
maximizing loyalty return on investment. We provide full management of all loyalty programservices and capabilities with instant
issuance at point of sale and instant cash redemption at point of sale (with real-time enabled connection), along with diverse
merchandise and travel rewards management, a full-service Customer Care team (employees answer questions in English & French
through voice, chat and social media channels) and plug and play through ready-to-integrate application programming interfaces,
or APIs.

We use data management and analytics to integrate a vast set of consumer information and turn it into meaningful collector
insights which (i) engage key segments with targeted, relevant communications with our sponsors, (ii) create predictive models to
enhance lifetime value throughout the customer lifecycle, and (iii) integrate directly with marketing channels for personalized
experiences. These management and analytics services help Sponsors understand and optimize loyalty performance. We provide
dedicated teams to help operate the programand deliver deep insights with reporting and analytics solutions to understand
program performance and contribution and to monitor programand customer health. We also use traditional and Al-powered
marketing tools to reach and engage collectors across multiple channels.

Our data and technology stack provides solutions based on agility, versatility, scalability and security.

BrandLoyalty

BrandLoyalty is a leading global provider of campaign-based loyalty solutions providing tailor-made programs to leading
grocery and other high frequency retailers. Our customers pay us a fee, based on the number of redemptions, to create and
implement customized campaigns designed to increase consumer traffic and develop consumer loyalty and long-termrelationships.
These campaigns are targeted at segments with the aimto increase the share of wallet for our customer by providing stamps for a
certain spent amount which can ultimately be redeemed by the consumer for highly collectible rewards and are designed to
generate traffic growth and increase basket size for our customer. The campaign-based loyalty programs typically last between 6
and 20 weeks, depending on the nature of the program, with contract terms usually less than one year in length. These programs
are tailored for the specific retailer client and are designed to reward key customer segments based on their spending levels during
defined campaign periods.

Customers

In 2021, we had approximately 145 retailers as our customers, operating on six continents in approximately 45 countries.
Europe and Asia represented our largest presence, with campaigns also offered in the United States, Canada, Brazil and Nordic
regions. Many of our customers are leading grocery retailers in their respective countries.

Brand suppliers

BrandLoyalty manages a broad portfolio of premium reward suppliers balanced between exclusive contracts, licenses and
proprietary suppliers that are globally relevant and recognized brand suppliers. These suppliers offer highly
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desirable rewards, encouraging long-term consumer loyalty, and the portfolio approach ensures we can offer the optimal reward
proposition for the targeted consumer segment at the right economics.

Tech-enabled solutions

Our Analytical Framework supports our customer throughout the end-to-end campaign design by identifying the right
campaign type with the right mechanics during the campaign preparation, by providing predictions and insights on campaigns in
execution and by evaluating finished campaigns. It provides real-time feedback and evaluation to adjust programs in progress or
apply leamings to future designs.

Our Bright Loyalty Platformis a cloud-based loyalty solution that provides our customers with a plug and play solution to run
digital loyalty solutions, enabling new ways of interacting such as instant promotions and digital stamp collection. It provides
shoppers the ability to collect and share points digitally, earn badges, play games, view leaderboards and level up to achieve better
status and more exclusive perks.

StorePal is a digital tool that provides retailers Al-enabled insights on store level campaign execution benefitting campaign
performance and consumer engagement through in-store marketing, display placement, staff program knowledge and stock
availability.

Competition

The markets for our products and services are highly competitive. We compete with advertising and other promotional and
loyalty programs, both traditional and online, for a portion of a client’s total marketing budget, as well as with the in-house staffs of
our current and potential clients. In the campaign-based loyalty programmarket, we have both global and, in certain geographies,
regional competitors with the most significant being TCC Global N.V.

Seasonality

Our revenues, earings and cash flows are affected by promotional activity by our sponsors, timing of campaign-based loyalty
programs in market as well as increased consumer spending pattemns leading up to and including the holiday shopping period in
the fourth quarter.

Disaster and Contingency Planning

We operate, either internally or through third-party service providers, multiple data processing centers to process and store
our customer transaction data. Given the significant amount of data that we or our third-party service providers manage, much of
which is real-time data to support our clients” commerce initiatives, we have established redundant capabilities for our data centers.
We have a number of safeguards in place that are designed to protect us fromdata-related risks and in the event of a disaster, to
restore our data centers’ systems.

Protection of Intellectual Property and Other Proprietary Rights

We rely on a combination of copyright, trade secret and trademark laws, confidentiality procedures, contractual provisions and
other similar measures to protect our proprietary information and technology used in each segment of our business. We generally
enter into confidentiality or license agreements with our employees, consultants and corporate partners, and generally control
access to and distribution of our technology, documentation and other proprietary information. Despite the efforts to protect our
proprietary rights, unauthorized parties may attempt to copy or otherwise obtain the use of our products or technology that we
consider proprietary and third parties may attempt to develop similar technology independently. We have a number of domestic
and foreign patents and pending patent applications. We pursue registration and protection of our trademarks primarily in the
United States and Canada, although we also have either registered trademarks or applications pending for certain marks in other
countries. No individual patent or license is material to us or our segments other than that we are the exclusive Canadian licensee of
the AIR MILES family of trademarks pursuant to a perpetual license agreement with Diversified Royalty Corp., for which we pay a
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royalty fee. We believe that the AIR MILES family of trademarks and our other trademarks are important for our branding, corporate
identification and marketing of our services in each business segment.

We own or have rights to use trademarks and trade names that we use in conjunction with the operation of our business,
which appear throughout this Form 10-K. Solely for convenience, we may not use the ™or ® symbols every time the
trademark/trade name is mentioned. We may also refer to brand names, trademarks, service marks and trade names of other
companies and organizations, and these brand names, trademarks, service marks and trade names are the property of their
respective owners.

Regulation

Data protection and consumer privacy laws and regulations continue to evolve, increasing restrictions on our ability to collect
and disseminate collector or customer information. In addition, the enactment of new or amended legislation or industry regulations
pertaining to consumer or public or private sector privacy issues could have a material adverse impact on our marketing services,
including placing restrictions upon the collection, sharing and use of information that is currently legally permissible.

The rapid development of new privacy regulations and the evolution of existing data protection requirements around the globe
and penalties for noncompliance may impose additional compliance and operational requirements and increase our cost to serve in
the form of organizational changes, implementation of new technologies, employee training and engaging consultants. Such
requirements may require us to modify or restrict our data processing practices and policies and any failure or perceived failure by
us to comply with any applicable federal, state or similar foreign laws and regulations relating to data privacy and security could
result in damage to our reputation, as well as proceedings or litigation by governmental agencies or other third parties, including
class action privacy litigation in certain jurisdictions, which would subject us to significant fines, sanctions, awards, damages,
penalties or judgments, all of which could have a material adverse effect on our business, financial condition, results of operations
and prospects.

For further information related to regulation, see "Item 1A. Risk Factors.”
Human capital

Our people formthe core of our business, and we want our people to enjoy the journey. Our ability to build value for our
sponsors, collectors and our clients and their consumers as well as our stockholders depends on the performance of our more than
1,400 employees in 20 countries around the world as of December 31, 2021. To facilitate talent acquisition and retention, we strive to
make Loyalty Ventures a diverse, equitable and inclusive environment, with a strong culture and opportunities for our employees
to grow and develop in their careers while being supported by competitive compensation and benefit programs.

Culture
Loyalty Ventures benefits fromthe blend of the vibrant cultures of the AIR MILES Reward Programand BrandLoyalty.

The unique culture at the AIR MILES Reward Program comes fromthe collaboration, dedication, and fun their teams bring to
work every day. Their pride and passion are felt across the organization fromleadership to new hires on their first day, and this is
engrained in everything they do, all with a focus on delivering results for their clients, engaging their customers and empowering
their employees. In addition, the AIR MILES Reward Program enables sponsors, collectors and employees alike to create lasting
social and environmental change in Canadian communities through its impact strategy, consisting of four pillars that include
environment; giving back; diversity, equity and inclusion; and social impact. We invest time and energy to ensure these pillars are
engrained in the business goals of our organization.

At BrandLoyalty, our people are at the core of our business. Employees at BrandLoyalty are entrepreneurial and responsible,
eager to stay ahead of the curve, anticipating new trends and driving innovation. Their enthusiasmstimulates our ability to grow.
BrandLoyalty’s culture is defined by its values, creating an invisible cord that binds a
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multinational business. BrandLoyalty’s value pillars of connected, original, responsible and dynamic create next generation
happiness for our clients and their consumers across the globe. BrandLoyalty believes that by being consumer-driven, we can best
help our clients, that by growing our business, we can attract and retain the best employees, that by developing our talent, we can
create better solutions, that by improving daily life, we can be meaningful to our consumers, and that by giving our best, opening
minds, touching hearts, appealing to individuals separate fromthe masses and having fun, we can make people happy. Our values
turn our ambitions into action, to create next-generation happiness. BrandLoyalty loves happy people.

In addition, Loyalty Ventures’ code of ethics remains central to our expectation that employees embody our values and, as
such, every new hire and annually every employee is required to certify to their understanding of, and adherence to, the code of
ethics.

Diversity, equity & inclusion

We believe that diversity, equity and inclusion (“DE&I) is important to our continued success and our ability to serve our
sponsors, collectors, clients and their consumers. The AIR MILES Reward Programset out on building an explicit and focused
approach to DE&I by first reviewing its processes, teamstructures and operating practices. The AIR MILES Reward Program
worked across the business to identify where inclusion and accessibility might drive value and innovation, and how to embed it
into workplace culture. Understanding inclusion is a journey, not a destination, and in 2021 the AIR MILES Reward Program
engaged a third-party consultant to assist its cross-functional leadership teamto further its strategy development and action plans
for DE&I. Further, more than half of the AIR MILES Reward Program employees have engaged in foundational e-learning
coursework in this area. At BrandLoyalty, we continuously initiate and support projects to further grow as an organization on
DE&I. For example, our ‘culture and connect’ project teamis raising awareness around DE&I throughout the year and we’ve
redesigned the hiring process to provide equal opportunities and improve diversity in all teams. We continuously train our people
on awareness and unconscious bias and how to improve awareness, encourage nulti-disciplinary teams, and celebrate the
important holidays of our various nationalities. Above all, we believe that “diversity is only a word, if we are not being inclusive.”

Talent development and retention

We are committed to identifying and developing the talents of our people, as well as retaining these talented employees as a
key component of operating a successful business with a vibrant culture.

Our AIR MILES Reward Program provides a comprehensive year-round training calendar led by intemal and external experts,
focused on developing skills, capabilities, leadership fundamentals and aspiring leaders. Additionally, the AIR MILES Reward
Programsupports its employees with continuing formal education and provides a tuition reimbursement, up to a set amount per
calendar year, for the cost of courses and required educational material at accredited colleges or universities.

BrandLoyalty is committed to identifying and developing the talents of our people, as well as retaining them. All new
colleagues participate in a unique online onboarding programto not only get a jump start into the core of the business but also to
immediately grasp the culture of collaboration and teamwork. Further, our intemally developed BrandLoyalty University takes care
of developing relevant business and market knowledge and also offers a wide range of professional and personal development
opportunities throughout our people’s career paths. For every functional group, we have a unique learning curriculum for all
employees at all levels.

In addition to career-oriented training and development, across Loyalty Ventures, we require annual employee training to
ensure ongoing adherence to responsible business practices and ethical conduct.

Compensation
We believe the structure of our compensation and benefit programs provides the appropriate incentives to attract, retain and

motivate our employees. We provide pay that, together with benefits, is competitive and aligns across employee positions, skill
levels, experience and geographic location.




Table of Contents

Human capital metrics
Category Metric Year-End 2021
Employees Employees by Geography Anmericas 890
Asia Pacific 102
EMEA 414
Development 2021 Annual Survey* Opportunity to develop 78%
Diversity, Equity & Inclusion 2021 Annual Survey* DE&I Environment** 89%
Gender Representation % Female 58%
% Female leadership 42%
Retention Voluntary Attrition % Global 17%
Employee Acquisition % Global 19%
Tenure Leadership 9 years
All Employees 7 years
Compensation Compensation and Benefits 2021 Expenses (thousands) $ 155,966

* 2021 Annual Survey includes only the AIR MILES Reward Program and BrandLoyalty.

**  Includes response to the following two statements: (1) my employer is committed to a diverse, equitable and inclusive environment; and (2)
I have an opportunity to get to know people with different racial and ethnic backgrounds.

Available Information

We file or furnish annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission (“SEC”). Our SEC filings are available to the public at the SEC’s website at www.sec.gov. You may also
obtain copies of our annual, quarterly and current reports, proxy statements and certain other information filed or furnished with
the SEC, as well as amendments thereto, free of charge from our website, www.loyaltyventures.com No information fromthis
website is incorporated by reference herein. These documents are posted to our website as soon as reasonably practicable after we
have filed or furnished these documents with the SEC. We post our audit committee, compensation committee and corporate
governance and nominating committee charters, our corporate governance guidelines, and our code of ethics, code of ethics for
senior financial officers, and code of ethics for board members on our website. These documents are available free of charge to any
stockholder upon request.

Item 1A. Risk Factors.

The following summary of our principal risks provides an overview of the inherent uncertainty investing in us presents and is not
exhaustive. This summary is qualified in its entirety by reference to the complete description of our risk factors set forth
immediately below. With regard to strategic, operational and competitive business risks, we caution that the impacts of COVID-
19 on the macroeconomic environment will continue to heighten all of our risks for an indeterminate duration.

Risks related to the strategic, operational and competitive business environment include client concentration, increases in
redemptions or their cost, loss of sponsors, collectors or desired rewards, reduced demand for short-term loyalty programs,
disruptions in reward quality or availability, competition for newbusiness and changes in consumer preference.

e  Ourten largest clients represented 58% of our consolidated and combined revenue in 2021, and these client commitments
may not be long-term.

e Loss of sponsors, business by our clients, relationships with rewards suppliers or changes in collector redemption
amounts or patterns may limit both our growth and results of operations.

e Airline or travel industry disruptions, including airline competition, market availability, operating restrictions,
restructurings or insolvencies, could limit collector engagement in the AIR MILES Reward Program.

e Failure to accurately forecast consumer demand for our BrandLoyalty campaigns could result in excess inventories or
inventory shortages.
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Inability to anticipate and respond to market trends and changes in consumer preferences for loyalty program features or
rewards could reduce demand for our services.

Failure of rewards suppliers to deliver in contracted quantities, in a timely manner and meeting quality standards could
adversely affect our reputation with sponsors, clients and loyalty program participants.

Opportunities to grow our business may be limited by inability to identify or pursue suitable acquisitions or new business
opportunities, or to effectively integrate businesses we acquire.

Risks related to our liquidity, the transition to an independent public company and other terms of our separation from ADS
include servicing our outstanding indebtedness, maintaining adequate liquidity, expenditure of limited resources, lack of
independent operating history, inequitable indemnities with ADS, insufficient remedies or markets for our equity securities,
conflicts of interest, and potential tax-related liabilities.

High levels of indebtedness may restrict our ability to compete, react to changes in our business and incur additional
indebtedness to fund future needs.

Our historical combined financial information may not necessarily be representative of the results we would have achieved
as an independent, publicly traded company and may not be indicative of our future results.

We may incur significant costs and utilization of other resources to create the infrastructure necessary to operate as an
independent publicly traded company, or experience operational disruptions.

Reciprocal indemnifications with ADS in connection with the Separation may not equitably allocate responsibility, may be
insufficient to insure us for liabilities incurred or may require us to divert cash to fund obligations to ADS.

Our board chair owns an equity position in, and is a director for, ADS, giving rise to potential conflicts of interest.

If the Separation and Distribution fail to qualify as tax-free due to a breach of any covenant or representation by us or if
we fail to comply with the restrictions placed on us for subsequent periods, we may be responsible to ADS for significant
taxrelated liabilities.

Risks related to our information technology, cyber, privacy or other legal and regulatory matters include potential for data
breach, or other restrictions on the use of sponsor, collector, client consumer and supplier information, operating in complex
global legal environments and fluctuations in global economic conditions.

Failures in data protection, cyber and information security and protection of intellectual property rights could critically
impair our products, services and ability to conduct business as well as expose us to data loss, legal claims or liability
and/or reputational damage.

Changes to consumer protection, data protection, governance, data privacy and security laws that restrict functionality
that enhance loyalty and marketing program capabilities and appeal to sponsors, clients and loyalty program participants.
Resolution of pending or future litigation, regulatory actions and compliance issues could subject us to significant
expense or obligation to change our business practices.

Complex international laws as well as operating in jurisdictions lacking developed regulatory and legal systems requires
extensive effort to manage compliance.

Global economic factors beyond our control may impact demand for our services and cause fluctuations in foreign
currency exchange rates that impact our results of operations.

Risks relating to our common stock include lack of significant operating history, restrictive provisions in our charter
documents, concentrated ownership and potential for dilution.

Provisions in our amended and restated certificate of incorporation and amended and restated bylaws and certain provisions
of Delaware law could delay or prevent a change in control.

A large number of our shares are or will be eligible for future sale, which may dilute your percentage ownership and cause
the market price of our common stock to decline.

12
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Strategic, Operational and Competitive Business Risks

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

Following the declaration by the WHO in the first quarter of 2020 of COVID-19 as a global pandemic and the rapid spread of
COVID-19, international, provincial, federal, state and local government or other authorities have instituted certain preventative
measures, including border closures, travel bans, prohibitions on group events and gatherings, shutdowns or other operational
restrictions on certain businesses, curfews, shelter-in-place orders, quarantines and recommendations to practice social distancing.
Certain jurisdictions have reopened only to return to more stringent restrictions where increases in COVID-19 cases occur. These
restrictions have continued to disrupt economic activity worldwide, resulting in volatility in the global capital markets, instability in
the credit and financial markets, reduced commercial and consumer confidence and spending, widespread furloughs and layoffs,
closure or restricted operating conditions for retail stores, labor shortages, disruption in supply chains (including availability of raw
materials, ability to manufacture goods and delivery of finished products to suppliers and retailers), and near complete cessation of
many hospitality and travel industry operations. Even as vaccines are distributed and administered, the ongoing restrictions,
economic impacts, including reductions in government economic stimulus or payment deferrals, the emergence of more
transmissible variants, the global availability and efficacy of vaccines and health concems associated with the pandemic, may
continue to affect consumer behavior, spending levels and retail preferences.

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

e  Short- and long-term difficulties of our retail partner clients in consumer-based businesses due to restricted foot traffic,
limitations of our e-commerce platforms, their trouble maintaining supply chain integrity for both availability of desired
products and delivery to end consumers, and reduced consumer confidence and spending may result in reduced sales for
our retail partner clients.

e Deferral of campaign-based loyalty programs or the inability to source or deliver rewards for these prograns across
borders may reduce or defer revenue or increase our costs of operations. For example, during 2021 disruption to
transportation channels due to port closures, the blockage of the Suez Canal, and labor shortages, led to increased
utilization of alternate shipping modes, including air freight lanes, at increased cost. Demand for advance transportation
lane bookings, as well as increased fuel costs, have kept shipping costs elevated and delivery timelines delayed across
the globe. Further, with the ongoing impact of the COVID-19 pandemic, in the fourth quarter of 2021, we recognized a non-
cash, goodwill impairment charge of $50.0 million.

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

e Volatility in the financial markets may increase our cost of capital and/or limit its availability.

e Increased operational risk, including impacts to our data, customer care center and other network integrity and availability
in addition to heightened cybercriminal activity and other cyberfraud risk, may affect our ability to timely and effectively
meet the needs of our sponsors, collectors, clients or other consumers in both segments.

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

Despite the emergence of vaccines, surges in COVID-19 cases, including variants of the strain, may cause people to self-
quarantine or governments to shut down nonessential businesses again. The broad availability of COVID-19 vaccines globally and
the willingness of individuals to be vaccinated are difficult to predict. The pace and shape of the COVID-19 recovery as well as the
impact and extent of potential resurgences is not presently known. We continue to

13




Table of Contents

evaluate the nature and extent of changes to the market and economic conditions related to the COVID-19 pandemic and current
and potential impact on our business and financial position. However, given the dynamic nature of this situation, we cannot
reasonably estimate the impacts of COVID-19 on our future results of operations or cash flows at this time.

To the extent the COVID-19 pandemic continues to adversely affect our business, results of operations, financial condition
and liquidity, many of the other risks described in this “Risk Factors” section may also be heightened.

Our 10 largest clients represented 58 %, 55% and 46 % respectively, of our consolidated and combined revenue for the years
ended December 31, 2021, 2020 and 2019, and the loss of any of these clients could cause a significant reduction in our
consolidated revenue.

We depend on a limited number of large clients for a significant portion of our consolidated and combined revenue. Our 10
largest clients represented approximately 58%, and 55% and 46%, respectively, of our consolidated and combined revenue for the
years ended December 31, 2021, 2020 and 2019. The Bank of Montreal represented approximately 17%, 15% and 12%, respectively,
of our consolidated and combined revenue for the years ended December 31, 2021, 2020 and 2019. Our contract with Bank of
Montreal expires in 2023, subject to further automatic renewals as well as certain rights of either party to terminate following notice
of default and cure provisions. A decrease in revenue fromany of our significant clients, including Bank of Montreal, for any
reason, including a decrease in pricing or activity, or a decision either to utilize another service provider or to no longer procure the
services we provide, could have a material adverse effect on our consolidated revenue.

If redemptions by the AIR MILES Reward Program collectors are greater than expected, or if the costs related to redemption
of AIR MILES reward miiles increase, our profitability could be adversely affected.

Although our AIR MILES reward miles do not expire with the exception of cases of inactivity, as described in “Management’s
Discussion and Analysis—Discussion of Critical Accounting Estimates,” a portion of our revenue is based on our estimate of the
number of AIR MILES reward miles that will go unused by the collector base. The percentage of AIR MILES reward miles not
expected to be redeemed is known as “breakage.”

Breakage is based on management’s estimate after viewing and analyzing various historical trends including vintage analysis,
current run rates and other pertinent factors, such as the impact of macroeconomic factors and changes in the programstructure,
the introduction of new programoptions and changes to rewards offered. If there is any significant change in or failure by
management to reasonably estimate breakage, or if actual redemptions are greater than our estimates, our profitability could be
adversely affected. The AIR MILES Reward Programalso exposes us to risks arising frompotentially increasing reward costs. Our
profitability could be adversely affected if costs related to redemption of AIR MILES reward miles increase. A 10% increase in the
cost of redemptions would have resulted in a decrease in pre-tax income of $25.5 million for the year ended December 31, 2021.

The loss of our most active AIR MILES Reward Program collectors could adversely affect our growth and profitability.

Our most active AIR MILES Reward Program collectors drive a disproportionately large percentage of our AIR MILES reward
miles issued. Historically, approximately 20% of our collectors — who utilize one of several credit card programs offered by
sponsors in the AIR MILES Reward Program— generate approximately 80% of annual AIR MILES reward miles issuance. The loss
ofa significant portion of these collectors, for any reason, could impact our ability to generate significant revenue fromsponsors.
The continued appeal of our loyalty and rewards programs will depend in large part on our ability to remain affiliated with sponsors
that are desirable to both existing and future collectors and to offer rewards that are both attainable and attractive.

Airline or travel industry disruptions, such as an airline insolvency, could negatively affect the AIR MILES Reward Program,
our revenues and profitability.

Air travel is one ofthe appeals of the AIR MILES Reward Programto collectors. If one or more of our airline suppliers sharply
reduces its fleet capacity and route network, we may not be able to satisfy our collectors’ demands for
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airline tickets. Tickets or other travel arrangements, if available, could be more expensive than a comparable airline ticket under our
current supply agreements with existing suppliers, and the routes offered by other airlines or travel services may be inadequate,
inconvenient or undesirable to the redeeming collectors. As a result, we may experience higher air travel redemption costs, and
collector satisfaction with the AIR MILES Reward Program might be adversely affected.

As aresult of airline or travel industry disruptions, including, but not limited to, the continuing impacts of COVID-19, political
instability, and/or terrorist acts or war, some collectors could determine that air travel is too dangerous, burdensome or otherwise
undesirable. Consequently, collectors might forego redeeming AIR MILES reward miles for air travel and therefore might not
participate in the AIR MILES Reward Programto the extent they previously did, which could adversely affect our business, results
of operations, financial condition and liquidity.

Our BrandLoyalty business does not generally have long-term agreements with its clients.

Our agreements for BrandLoyalty campaigns are generally short-termand must be renegotiated for each campaign. As a result,
our relationship with our BrandLoyalty clients may change on short notice. Future agreements with respect to volume, pricing or
new campaign rewards, among other things, are subject to negotiation with each client for each campaign and in certain instances
may be delayed or deferred. No assurance can be given that our clients will continue to do business with us at prior levels, if at all,
and the loss of campaigns from certain retailers could have a material adverse effect on our business, results of operations,
financial condition and liquidity.

Ifwe fail to accurately forecast consumer demand for our BrandLoyalty campaigns we could experience excess inventories or
inventory shortages, which could result in reduced operating margins and cash flows and adversely affect our business.

To meet anticipated demand for our campaign rewards, BrandLoyalty sources rewards inventory fromkey manufacturers and
other suppliers in advance of client programs. Inventory levels in excess of consumer demand may result in inventory write-downs,
and the sale of, or inability to sell, excess inventory at discounted prices could have a material adverse effect on our operating
results, financial condition and cash flows. For example, in the year ended December 31, 2019, BrandLoyalty wrote down inventory
by $18.4 million for the discontinuance of certain campaign rewards product lines. Conversely, if we underestimate consumer
demand for our campaign rewards or if our key suppliers fail to timely supply campaign rewards, BrandLoyalty may experience
inventory shortages. Inventory shortages or delayed shipments may affect the ability to offer or the success of campaign-based
loyalty programs in market, negatively impacting client and consumer relationships. A failure to accurately predict the level of
demand for our campaign rewards could adversely affect BrandLoyalty’s business, results of operations, financial condition and
liquidity.

Our businesses rely on relationships with the sponsors, clients and rewards suppliers, respectively, with which we partner and a
Jailure to maintain or renew relationships with our sponsors, clients and rewards suppliers could negatively affect our revenues
and profitability.

The success of our businesses is dependent on maintaining relationships with their respective sponsors, clients and rewards
suppliers. These relationships are governed by agreements with fixed terms and varying provisions regarding termination, ranging
fromnotice to events of default and cure. If we are unable to maintain or renew our relationships with our most significant
sponsors, clients and rewards suppliers, the value proposition for sponsors and collectors in the AIR MILES Reward Program
coalition and demand by clients for BrandLoyalty’s campaign-based loyalty programs may be impacted; further, our sponsors and
clients may elect an alternative provider for their loyalty programs, each of which could have a material adverse effect on our
business, results of operations, financial condition and liquidity.

Competition in the markets for the services that we offer is intense and we expect it to intensify.
The markets for our loyalty program products and services are highly competitive and we expect the continued evolution of

loyalty products and services, including the technological capabilities associated therewith, and competition to provide the same
to intensify. We generally compete with advertising and other promotional and loyalty programs,
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both traditional and online, for a portion of a client’s total marketing budget. Competition may intensify as more competitors enter
our market. Competitors may target our sponsors, collectors, clients and their consumers as well as draw rewards from our rewards
suppliers. The continued attractiveness of our loyalty and rewards programs will also depend on our ability to remain affiliated with
sponsors and clients that are desirable to consumers and to offer rewards that are both attainable and attractive. Our ability to
generate significant revenue fromsponsors and clients will depend on our ability to differentiate ourselves through the loyalty
program products and services we provide and the attractiveness of our programs to collectors and consumers, including our
ability to adapt to new or even disruptive technological developments. We may not be able to continue to compete successfully
against existing and emerging loyalty program providers in our space.

Our inability to anticipate and respond to market trends and changes in consumer preferences could adversely affect our
financial results.

Our continued success depends on our ability to anticipate, gauge and react in a timely and cost-effective manner to changes
in market trends and consumer preference for loyalty programs, their rewards and the associated technological capabilities. We
must continually adapt our services to evolving distribution channels, relentlessly pursue a favorable mix of reward options,
successfully manage our inventories, and consistently update and refine our approach with respect to how and where we offer our
loyalty programs and services, including our ability to adapt to new or even disruptive technological developments. For exanmple,
within our AIR MILES Reward Program, failure to drive innovation to meet the evolving needs of sponsors and collectors with
competitive program design and reward elements that offer sufficient flexibility to permit different segments of sponsors and
collectors to reward their customers, meet their service expectations or offer desired rewards to remain their preferred loyalty
program will limit engagement with the program. Engagement and issuance growth from current sponsors and collectors provides
the necessary momentumto be successful expanding to new sponsors and collectors. Within BrandLoyalty, consumer preference
and behavior evolve with the latest commercial trends and the popularity of characters, shows and events. This progression
requires BrandLoyalty to constantly adapt its offering—to innovate and invest to maintain the relevance and strength of'its
campaign-based loyalty programs and associated rewards. Failure to do so could have a material adverse effect on our results of
operations and financial condition.

The failure of our rewards suppliers to deliver products and services at contracted service levels or standards or in sufficient
quantities and in a timely manner could adversely affect our relationship with our sponsors and clients, our reputation with
loyalty program participants, and the financial results of our business.

The success of our loyalty programs requires that collectors redeeming AIR MILES reward miles and consumers seeking
BrandLoyalty rewards receive timely delivery of any product or access of any service that constitutes the reward. The failure of our
rewards suppliers to deliver products and services at contracted service levels or standards or in sufficient quantities and in a
timely manner could adversely affect our relationship with our sponsors and clients and our reputation with loyalty program
participants. BrandLoyalty works with suppliers outside of the United States to manufacture or contract to manufacture certain
reward products. We have in the past, and may in the future, face unanticipated interruptions and delays. In that respect, we are
subject to risks related to supply chains on a global scale, including industrial accidents, environmental events, strikes and other
labor disputes, disruption in information systems, political instability, rapid changes in trade regulations or enforcement, shipping
or other customs delays, product quality control, safety and environmental compliance issues and other regulatory issues, as well
as natural disasters, global or local health crises, international conflicts, terrorist acts and other external factors over which we have
no control, such as closures or restricted operating conditions for manufacturers, raw material or component part availability and
the resultant supply chain disruptions. Any delay in the provision of rewards could damage our reputation, leading to a decrease in
participation in our loyalty programs. We may also be required to find alternative, more expensive suppliers at short notice or
otherwise incur other expenses to remediate the delay or failure in performance by the supplier. In addition, if a third-party vendor
fails to meet contractual requirements, such as compliance with our code of conduct, applicable laws or regulations and standards,
including environmental, health and safety standards as well as product safety standards, our business operations could suffer
economic or reputational harmthat could result in an adverse effect on the financial results of our business.
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Economic factors beyond our control, and changes in the global economic environment, including fluctuations in inflation and
currency exchange rates, could create volatility and negatively impact our results of operations.

Downturns in the economy or the performance of retailers generally or our sponsors and clients specifically, due to economic
factors beyond our control including the impact of COVID-19, may result in a decrease in the demand for our products and
services. Virtually all of our loyalty programservices are sold outside of the United States, and we conduct purchase and sale
transactions in multiple currencies, which exposes our results to the volatility of global economic conditions, including inflation
and fluctuations in foreign currency exchange rates. Additionally, there has been, and may continue to be, volatility in currency
exchange rates as a result of new or proposed U.S. policy changes that impact the U.S. Dollar value relative to other international
currencies. Our international revenues and expenses generally are derived fromsales and operations in foreign currencies, and
these revenues and expenses could be affected by currency exchange fluctuations, specifically amounts recorded in foreign
currencies and translated into U.S. Dollars for consolidated financial reporting, as weakening of foreign currencies relative to the
U.S. Dollar adversely affects the U.S. Dollar value of our foreign currency-denominated sales and earnings. Currency exchange rate
fluctuations could also disrupt the business of the manufacturers that produce our rewards products by making their purchases of
raw materials more expensive or difficult to finance. Foreign currency exchange fluctuations have adversely affected and could
continue to have an adverse effect on our results of operations and financial condition.

We may hedge certain foreign currency exposures to reduce and/or delay, but not completely eliminate, the effects of foreign
currency exchange fluctuations on our financial results. Since the hedging activities are designed to lessen volatility, they not only
reduce the negative impact of a stronger U.S. Dollar or other trading currency, but they also reduce the positive impact of a weaker
U.S. Dollar or other trading currency. Our future financial results could be significantly affected by the value of the U.S. Dollar in
relation to the foreign currencies in which we conduct business. The degree to which our financial results are affected for any
given time period will depend in part upon our hedging activities.

Ifwe fail to identify or secure suitable acquisitions or new business opportunities, or to effectively integrate the businesses we
acquire, it could negatively affect our business.

We believe that acquisitions and the identification and pursuit of new business opportunities will be a component of our
growth strategy. However, we may not be able to locate and secure future acquisition candidates or to identify and implement new
business opportunities on terms and conditions that are acceptable to us. If we are unable to identify attractive acquisition
candidates or accretive new business opportunities, our growth could be limited.

In addition, there are numerous risks associated with acquisitions and the implementation of new businesses, including, but
not limited to:

the inability to satisfy pre-closing conditions preventing consummation of any acquisition or new business opportunity;

e the difficulty and expense that we incur in connection with the completion or integration of any acquisition or new
business opportunity;

e the potential for adverse consequences when conforming the acquired company’s accounting policies to ours;
e the diversion of management’s attention fromother business concems;
e the potential loss of customers or key employees of the acquired company;

e the impact on our financial condition due to the timing of the acquisition or new business implementation or the failure of
the acquired or new business to meet operating expectations;

e the assumption of unknown liabilities of the acquired company; and
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e the uncertainty of achieving expected benefits of an acquisition including revenue, human resources, technological or
other cost savings, operating efficiencies or synergies.

Furthermore, if the operations of an acquired company or new business opportunity do not meet expectations, our profitability
may decline and we may seek to restructure the acquired business or to impair the value of some or all of the assets of the acquired
or new business.

Liquidity, Indebtedness and Separation-Related Risks

Our level of indebtedness resulting from the Separation could materially adversely affect our ability to generate sufficient cash
to repay our outstanding debt, our ability to react to changes in our business and our ability to incur additional indebtedness
to fund future needs.

Following the Separation, we have a high level of indebtedness, which requires significant interest and principal amortization
payments. Further, subject to the limits contained in our debt instruments, we may be able to incur substantial additional
indebtedness fromtime to time to finance working capital, capital expenditures, investments or acquisitions, or for other purposes.
If we do so, the risks related to our level of indebtedness could intensify. Our level of indebtedness increases the possibility that
we may be unable to generate cash sufficient to pay, when due, the principal of, interest on or other amounts due in respect of our
indebtedness. Our higher level of indebtedness, combined with our other financial obligations and contractual commitments, could:

e muke it more difficult for us to satisfy our obligations with respect to our indebtedness, and any failure to comply with the

obligations under any of our debt instruments, including restrictive covenants, could result in an event of default under
the agreements governing our indebtedness;

e require us to dedicate a substantial portion of our cash flow fromoperations to payments on our indebtedness, thereby

reducing funds available for working capital, capital expenditures, acquisitions or other new business and other corporate
purposes, resulting in delayed investments and capital expenditures;

® increase our vulnerability to adverse economic and industry conditions, which could place us at a competitive
disadvantage or require us to dispose of assets to raise funds if needed for working capital;

e limit our flexibility in planning for, or reacting to, changes in our business and the industries in which we operate;

e limit our ability to borrow additional funds, or to dispose of assets to raise funds, if needed, for working capital, capital
expenditures, acquisitions or other new business and other corporate purposes; and

e cause any refinancing of our indebtedness to be at higher interest rates and require us to comply with more onerous
covenants, which could further restrict our business operations.

Restrictions imposed by the agreements governing our outstanding indebtedness may limit our ability to operate our business;
to finance our future operations or capital needs; or to engage in other business activities.

The terms of the agreements governing our debt limit us and our subsidiaries fromengaging in specified types of transactions.
These covenants limit our and our subsidiaries’ ability, among other things, to:

e incuradditional debt;
e declare or pay dividends, redeemstock or make other distributions to stockholders;
e make investments;

e create liens or use assets as security in other transactions;

18




Table of Contents

e merge or consolidate, or sell, transfer, lease or dispose of substantially all of our assets;
e enterinto transactions with affiliates;
e sell or transfer certain assets; and

e enter into any consensual encumbrance or restriction on the ability of certain of our subsidiaries to pay dividends or make
loans or sell assets to us.

As aresult of these covenants and restrictions, we may be limited in how we conduct our business and we may be unable to
raise additional indebtedness to compete effectively or to take advantage of new business opportunities. We cannot assure you
that we will be able to maintain compliance with these covenants in the future and, if we fail to do so, that we will be able to obtain
waivers fromthe lenders and/or amend the covenants to prevent an event of default, which would have a material adverse effect on
our business, financial condition and the market price for our securities.

Our historical combined financial statements are not necessarily representative of the results that we would have achieved as
an independent, publicly traded company and may not be a reliable indicator of our future results as investments remain to
establish independence.

Our historical combined financial information included in this annual report have been derived from ADS’ consolidated
financial statements and accounting records and are not necessarily indicative of our future results of operations, financial
condition or cash flows, nor do they reflect what our results of operations, financial condition or cash flows would have been as an
independent public company during the periods presented prior to the effective date of the Separation. In particular, the historical
combined financial information is not necessarily indicative of our future results of operations, financial condition or cash flows
primarily because of the following factors:

e  Prior to the Separation, our business was operated by ADS as part of'its broader corporate organization, rather than as an
independent company. Our historical combined financial results reflect the direct, indirect and allocated costs for internal
audit, finance, accounting, tax, human resources, procurement, information technology, and public company reporting
services historically provided by ADS, and these costs may significantly differ from the comparable expenses we would
have incurred as an independent, publicly traded company;

e  QOur cost of debt and other capital significantly differs fromthat which is reflected in our historical combined financial
statements; and

e QOurbusiness historically benefitted from ADS’ size and scale in costs, employees and vendor and customer relationships.
Thus, costs we will incur as an independent company may significantly exceed comparable costs we would have incurred
as part of ADS, and we may have difficulty obtaining similar terms in our contractual arrangements in the future as a result
of the Separation.

Please refer to “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our
consolidated and combined financial statements and the notes to those statements included elsewhere in this annual report.

Further, we may not be able to achieve the full strategic and financial benefits expected to result fromour Separation from
ADS, which include enhanced strategic and management focus, a distinct investment identity and ability to allocate resources and
deploy capital for the development of the AIR MILES and BrandLoyalty businesses, or such benefits may be delayed. Following
the Separation, ADS will continue to provide certain services to us on a transitional basis, for a period of up to two years. ADS may
not successfully execute all of these functions during the transition period, or we may have to expend significant efforts or costs
materially in excess of those expected; any interruption in these services could have a material adverse effect on our business,
results of operations, financial condition and cash flows. Further, we may not achieve the anticipated benefits of Separation for a
variety of reasons,
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including, among others that the Separation and further need to invest in and establish those services continuing to be provided
by ADS in transition will require significant amounts of management’s time and effort in addition to financial investment, which
may divert both resources and attention from operating and growing our business. Our ability to effectively manage and meet our
public company reporting obligations depends significantly on information technology systems, and any failure, disruption,
interruption, malfunction or other issue with respect to such systems could have a material adverse effect on our business and
results of operations.

In connection with the Separation, ADS agreed to indemnify us for certain liabilities and we agreed to indemmnify ADS for
certain liabilities. If we are required to act under these indemnities to ADS or ADS is unable to satisfy any indemnification
obligation to us in the future, our financial results may be adversely impacted.

Pursuant to the Separation and Distribution Agreement and other agreements with ADS, ADS has agreed to indemnify us for
certain liabilities, and we agreed to indemnify ADS for certain liabilities, as disclosed in our registration statement on Form 10.
Payments that we may be required to provide under indemnities to ADS are not subject to any cap, may be significant and could
negatively affect our business, particularly under indemnities relating to our actions that could affect the tax-free nature of the
Separation. Third parties could also seek to hold us responsible for any liabilities that ADS has agreed to retain, and under certain
circumstances, we may be subject to continuing contingent liabilities of ADS following the Separation that arise relating to the
operations of our business during the time that it was a business segment of ADS prior to the Separation, such as certain tax
liabilities which relate to periods during which taxes of our business were reported as a part of ADS; any liabilities retained by ADS
which relate to contracts or other obligations entered into jointly by our business and ADS’ retained business; and any liabilities
arising fromthird-party claims in respect of contracts in which both ADS and our business supply goods or provide services. If
ADS is unable to satisfy any indemnification obligation to us, or we are subject to continuing contingent labilities of ADS, our
financial results may be adversely impacted.

Ifwe fail to maintain effective internal controls, we may not be able to report our financial results accurately or timely, or
prevent or detect fraud, which could have a material adverse effect on our business and the market price of our securities.

Beginning with our annual report for the fiscal year ended December 31, 2022, our management is required to undertake an
annual assessment of the effectiveness of our internal control over financial reporting in accordance with Section 404 of the
Sarbanes-Oxley Act, and include a report on these internal controls in the annual reports we will file with the SEC on Form 10-K.
Due to our “emerging growth company” status as defined in the Jumpstart Our Business Startups Act, or JOBS Act, our
independent registered public accounting firmis not required to formally attest to the effectiveness of our internal controls until the
later of our second annual report following the completion of the Separation or the date we no longer qualify as an “emerging
growth company,” which could occur as early as December 31, 2022 under the parameters set out below.

We will cease to be an emerging growth company upon the earliest to occur of the following: (i) December 31, 2026 (the last
day of'the fiscal year following the fifth anniversary of the Separation); (ii) the last day of the fiscal year with at least $1.07 billion in
annual revenue; (iii) the last day of the fiscal year in which we are deemed to be a large accelerated filer, which means that we have
been public for at least 12 months, have filed at least one annual report, and the market value of our common stock that is held by
non-affiliates exceeds $700 million as of the last day of our then-most recently completed second fiscal quarter; or (iv) the date on
which we have issued more than $1 billion of non-convertible debt during the prior three-year period.

If management and/or our independent registered public accounting firm determines that our internal control over financial
reporting is not effective, our ability to accurately and timely report our financial position could be impacted, which could mean that
our controls are not sufficient to prevent or detect fraudulent activity, result in late filings of our annual and quarterly reports under
the Exchange Act, require restatements of our consolidated financial statements, and lead to loss of investor confidence, a decline
in our stock price, investigations by Nasdaq, the SEC or other regulatory authorities, and/or suspension or delisting of our common
stock from Nasdaq, any of which could have a material adverse effect on our business, financial condition, prospects and results of
operations.
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Afier the Separation, we will only have limited access to the insurance policies maintained by ADS for events occurring prior to
the Separation and ADS’ insurers may deny coverage to us under such policies.

In connection with the Separation, we entered into agreements with ADS to address several matters associated with the
Separation, including insurance coverage. The Separation and Distribution Agreement provides that following the Distribution,
Loyalty Ventures will no longer have insurance coverage under ADS insurance policies in connection with events occurring
before, as of or after the Distribution, other than coverage for (i) events occurring prior to the Distribution and covered by
occurrence-based policies of ADS as in effect as of the Distribution and (i) events or acts occurring prior to the Distribution and
covered by claims-made policies of ADS as in effect as of the Distribution. However, after the Separation, ADS’ insurers may deny
coverage to us for losses associated with occurrences prior to the Separation. Accordingly, we may be required to temporarily or
permanently bear the costs of such lost coverage, which could adversely impact our financial condition and results of operations.

Our board chair may have actual or potential conflicts of interest because of his position as a director for, and equity
ownership in, ADS.

Because of his position as a director for, and equity ownership in, ADS, our board chair may have a conflict of interest when
faced with decisions that could have different implications for ADS or us. For example, potential conflicts of interest could arise in
connection with the resolution of any dispute that may arise between ADS and us regarding the terms of the agreements governing
the Separation and the relationship thereafter between the companies.

If the Restructuring or Distribution is taxable to ADS as a result of a breach by us of any covenant or representation made by
us in the Tax Matters Agreement entered into at the time of the Separation, we will generally be required to indemnify ADS and
this indemnification obligation, or the payment thereof, could have a material adverse effect on our financial condition or
results of operations.

If the Restructuring, Distribution and/or related transactions fail to qualify as tax-free transactions to ADS and to holders of
ADS common stock due to a breach by us (or any of our subsidiaries) of any covenant or representation made by us in the Tax
Matters Agreement entered into at the time of the Separation, we will generally be required to indemnify ADS for all tax-related
losses suffered by ADS. In addition, we will not control the resolution of any tax contest relating to taxes suffered by ADS in
connection with the Separation, and we may not control the resolution of tax contests relating to any other taxes for which we may
ultimately have an indemnity obligation under the Tax Matters Agreement. In the event that ADS suffers tax-related losses in
connection with the Separation that must be indemnified by us under the Tax Matters Agreement, the indemmnification liability, or
the payment thereof, could have a material adverse effect on our financial condition or results of operations.

We are subject to significant restrictions on our actions following the Separation to avoid triggering significant tax-related
liabilities.

The TaxMatters Agreement entered into at the time of the Separation generally prohibits us fromtaking certain actions, during
the two-year period ending November 5, 2023 (or otherwise pursuant to a “plan” within the meaning of Section 355(e) of the Code),
that could cause the Distribution and certain related transactions to fail to qualify as tax-free transactions, including:

e causing or permitting certain business combinations or transactions to occur;

e discontinuing the active conduct of our business (within the meaning of Section 355(b)(2) of the Code);

e sclling or otherwise issuing our common stock in certain circumstances;

e redeeming or otherwise acquiring any of our common stock, other than pursuant to open-market repurchases of less than
20% of our common stock (in the aggregate);
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e amending our certificate of incorporation (or other organizational documents) or taking any other action, whether through
a stockholder vote or otherwise, affecting the voting rights of our common stock; and

e taking any action that could reasonably be expected to cause the Separation and certain related transactions to fail to
qualify as tax-free transactions for U.S. federal income tax purposes or for non-U.S. tax purposes.

If we take any of the actions above and such actions result in tax-related losses to ADS, we generally will be required to
indemnify ADS for such tax-related losses under the Tax Matters Agreement. Due to these restrictions and indemnification
obligations under the Tax Matters Agreement, we may be limited in our ability to pursue strategic transactions, equity or
convertible debt financings or other transactions that may otherwise be in our best interests. Also, our potential indenmity
obligation to ADS might discourage, delay or prevent a change of control that our stockholders may consider favorable.

Information Technology, Cybersecurity, Privacy, Regulatory and Other Legal Risks

Loss of data center or cloud computing capacity, interruption due to cyber-attacks, loss of network connectivity or inability to
utilize proprietary software of third-party vendors could affect our ability to timely meet the needs of our sponsors, collectors,
clients and their customers.

In order to provide many of our services and other business purposes, we must be able to store, retrieve, process and manage
large amounts of employee, sales and consumer data, including personally identifiable or other similar information in certain
instances, as well as periodically expand and upgrade our technology capabilities. Our ability, and that of our third-party service
providers, to protect our data centers against damage, loss or performance degradation from fire, power loss, network failure, cyber-
attacks, including ransomware or denial of service attacks, and other disasters is critical. Any damage to our data centers or cloud
computing environments, or those of our third-party service providers, any failure of our network links that interrupts our
operations or any impairment of our ability to use our software or the proprietary software of third-party vendors, including
impairments due to cyber-attacks, could adversely affect our ability to meet the needs of our sponsors, collectors, clients and their
customers as well as their confidence in utilizing us for future services.

Failure to safeguard data could affect our reputation and may expose us to legal claims.

Information security risks for those businesses like us that hold and rely on large amounts of data continue to increase.
Although we have extensive physical and cyber security controls and associated procedures, our networks have in the past been,
and in the future may be, subject to unauthorized access or access attempts. In such instances of unauthorized access or access
attempts, the integrity of our data has been and may again be affected. Should our sponsors, collectors, clients or their customers,
have security and privacy concems that lead themto resist providing the personal data necessary to support our loyalty and
marketing programs, our business would be negatively impacted. In addition, any unauthorized release of consumer information or
any public perception that we released consumer information without authorization could subject us to legal claims or regulatory
enforcement actions.

Legislation relating to consumer privacy and data security may affect our ability to collect data that we use in providing our
loyalty and marketing services, which, among other things, could negatively affect our ability to satisfy our sponsors’ or
clients’ needs.

Data protection and consumer privacy laws and regulations continue to evolve, increasing restrictions on our ability to collect
and disseminate collector or customer information. In addition, the enactment of new or amended legislation or industry regulations
pertaining to consumer or public or private sector privacy issues could have a material adverse impact on our marketing services,
including placing restrictions upon the collection, sharing and use of information that is currently legally permissible.

In Canada, the Personal Information Protection and Electronic Documents Act, or PIPEDA, requires an organization to obtain a

consumer’s consent to collect, use or disclose personal information. Under this act, consumer personal information may be used
only for the purposes for which it was collected. We allow our customers to voluntarily “opt-
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out” fromreceiving either one or both promotional and marketing mail or promotional and marketing electronic mail. Heightened
consumer awareness of, and concern about, privacy may result in customers “opting-out” at higher rates than they have
historically. This would mean that a reduced number of customers would receive bonus and promotional offers and therefore those
customers may collect fewer AIR MILES reward miles. The Government of Canada has indicated its intention to modernize PIPEDA.
Similarly, several Canadian provinces are in process or intend to amend other existing or newly introduced privacy legislation
affecting the private sector.

Canada’s Anti-Spam Legislation, or CASL, may restrict our ability to send “commercial electronic messages,” defined to
include text, sound, voice and image messages to email, or similar accounts, where the primary purpose is advertising or promoting
a commercial product or service to our customers and prospective customers. CASL requires, in part, that a sender have consent to
send a commercial electronic message and provide the customers with an opportunity to opt out fromreceiving future commercial
electronic email messages fromthe sender.

On May 25, 2018, the General Data Protection Regulation, or GDPR, a European Union-wide legal framework to govern data
collection, use and sharing and related consumer privacy rights came into force. The GDPR replaced the European Union Directive
95/46/EC and applies to and binds the EU Member States and the European Economic Area countries, which includes a total of 30
countries. The GDPR details greater compliance obligations on organizations, including the implementation of a number of
processes and policies around data collection and use. These, and other terms of the GDPR, could limit our ability to provide
services and information to our customers. In addition, the GDPR includes significant penalties for non-compliance.

In general, the GDPR, and other European Union and Member State specific privacy and data governance laws, could also lead
to adaptation of our technologies or practices to satisfy local privacy requirements and standards that may be more stringent than
in the U.S. Similarly, it is possible that in the future, U.S. and foreign jurisdictions may adopt legislation or regulations that impair
our ability to effectively track consumers’ use of our advertising services, such as the FTC’s proposed “Do-Not-Track” standard or
other legislation or regulations similar to EU Directive 2009/136/EC, commonly referred to as the “Cookie Directive,” which directs
EU Member States to ensure that accessing personal information on an internet user’s computer, such as through a cookie, is
allowed only if the internet user has given his or her consent. The ePrivacy Regulation, which is expected to replace the Cookie
Directive, seeks to enhance security and confidentiality of communications, including the processing of metadata by companies, as
well as define clearer rules applicable to tracking technologies such as cookies. Currently in tri-logue negotiations in the European
Parliament, the ePrivacy Regulation could be in force by 2024. Further, changes in technology fromtechnology manufacturers and
web browser providers, like Apple and Google, may also impact our tracking abilities and advertising services.

In July 2020, the Court of Justice of the European Union, or CJEU, ruled the EU-US Privacy Shield Framework, one of the
primary safeguards that allowed U.S. companies to import personal data fromthe EU to the U.S., was invalid. The CJEU’s decision
also raised questions about whether the most commonly used mechanism for cross-border transfers of personal data out of the
European Economic Area, namely, the Furopean Commission’s Standard Contractual Clauses, can lawfully be used for personal
data transfers fromthe EU to the U.S. or other third countries the European Commission has determined do not provide adequate
data protections under their laws. On June 4, 2021, the European Commission adopted new Standard Contractual Clauses, which
impose on companies’ additional obligations relating to data transfers, including the obligation to conduct a transfer impact
assessment and, depending on a party’s role in the transfer, to implement additional security measures and to update internal
privacy practices. If we elect to rely on the new Standard Contractual Clauses for data transfers, we may be required to incur
significant time and resources to update our contractual arrangements and to comply with new obligations. If we are unable to
implement a valid mechanism for personal data transfers fromthe EU, we will face increased exposure to regulatory actions,
substantial fines and injunctions against processing personal data fromthe EU. Additionally, other countries outside of the EU
have enacted or are considering enacting similar cross-border data transfer restrictions and laws requiring local data residency,
which could increase the cost and complexity of delivering our services and operating our business. The type of challenges we
face in the EU will likely also arise in other jurisdictions that adopt regulatory frameworks of equivalent complexity.
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On January 31, 2020, the United Kingdom left the European Union and entered into a Brexit transition period. Following
December 31, 2020, and the expiry of transitional arrangements between the UK and EU, the data protection obligations provided in
the GDPR continue to apply to UK-related processing of personal data in substantially unvaried formunder the so-called ‘UK
GDPR’ (i.e., the GDPR as it continues to formpart of UK law by virtue of section 3 of the EU (Withdrawal) Act 2018, as amended).
However, going forward, there is increasing risk for divergence in application, interpretation and enforcement of the data protection
laws as between the UK and EU; the current European Commission adequacy decisions for UK data transfers extends through
June 27, 2025 with the potential to be extended for an additional four years.

Other countries outside of the European Economic Area, such as Russia, Brazil and China, have also enacted or are
considering enacting similar cross-border data transfer restrictions and laws requiring local data residency, which could increase
the cost and complexity of delivering our services and operating our businesses. For example, Brazil enacted the General Data
Protection Law (Lei Geral de Protecdo de Dados Pessoais or LGPD)(Law No. 13,709/2018), which broadly regulates the processing
of personal information and imposes compliance obligations and penalties comparable to those of the GDPR.

In the United States, the federal Do-Not-Call Implementation Act makes it more difficult to telephonically communicate with
prospective and existing customers. Similar measures were implemented in Canada beginning September 1, 2008. Regulations in
both the United States and Canada give consumers the ability to “opt out,” through a national do-not-call registry and state do-
not-call registries, of having telephone solicitations placed to themby companies that do not have an existing business
relationship with the consumer. In addition, regulations require companies to maintain an internal do-not-call list for those who do
not want the companies to solicit them through telemarketing. These regulations could limit our ability to provide services and
information to our clients. Failure to comply with these regulations could have a negative impact on our reputation and subject us
to significant penalties. Further, the Federal Communications Commission has approved interpretations of rules related to the
federal Telephone Consumer Protection Act defining robo-calls broadly, which may affect our ability to contact customers and may
increase our litigation exposure.

In the United States, the federal Controlling the Assault of Non-Solicited Ponography and Marketing Act of 2003 restricts our
ability to send commercial electronic mail messages, the primary purpose of which is advertising or promoting a commercial product
or service, to customers and prospective customers. The act requires that a commercial electronic mail message provide the
customers with an opportunity to opt-out fromreceiving future commercial electronic mail messages fromthe sender.

In the United States, California enacted the California Consumer Privacy Act, or CCPA, which went into effect on January 1,
2020. The CCPA provides individual privacy rights for California consumers and places increased privacy and security obligations
on entities handling certain personal data of consumers and households. The CCPA requires disclosures to consumers about
companies’ data collection, use and sharing practices; provides consumers ways to opt-out of certain sales or transfers of personal
information; and provides consumers with additional causes of action. The CCPA prohibits companies from discriminating against
consumers who have opted out of the sale of their personal information, subject to a narrow exception. The CCPA provides for
certain monetary penalties and for enforcement of the statute by the California Attorney General or by consumers whose rights
under the law are not observed. It also provides for damages, as well as injunctive or declaratory relief, if there has been
unauthorized access, theft or disclosure of personal information due to failure to implement reasonable security procedures.

In November 2020, California voters passed Proposition 24, known as the California Privacy Rights Act or CPRA. The CPRA,
which will amend existing CCPA requirements, and goes into effect in most meaningful respects on January 1, 2023 with a one-year
lookback period, includes limitations on the sharing of personal information for cross context behavioral advertising and the use of
“sensitive” personal information; the creation of a new correction right; and the establishment of a new agency to enforce
California privacy law.

The enactment of the CCPA is prompting similar legislative developments in other states in the United States, creating the

potential for a patchwork of overlapping but different state laws. These developments could mark the beginning of a trend toward
more stringent privacy legislation in the United States, which could increase our potential
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liability and adversely affect our business, results of operations, and financial condition. For example, in March 2021, Virginia
enacted the Virginia Consumer Data Protection Act, and in June 2021, Colorado passed the Colorado Privacy Act, comprehensive
privacy statutes that share similarities with the CCPA and CPRA and are set to become effective on January 1, 2023 and July 1,
2023, respectively. Many other states are currently reviewing or proposing the need for greater regulation of the collection, sharing,
use and other processing of consumer data for marketing purposes or otherwise, and there remains increased interest at the federal
level as well, including two federal privacy regulations introduced in Congress in late 2020.

In addition to the jurisdictions noted above, there is also rapid development of new privacy laws and regulations elsewhere
around the globe, including amendments of existing data protection laws, to the scope of such laws and penalties for
noncompliance. Failure to comply with these international data protection laws and regulations could have a negative impact on
our reputation and subject us to significant penalties.

While all 50 U.S. states and the District of Columbia have enacted data breach notification laws, there is currently no such U.S.
federal law generally applicable to our businesses. Data breach notification legislation and regulations relating to mandatory
reporting came into force in Canada on November 1, 2018. Data breach notification laws have been proposed widely and exist in
other specific countries and jurisdictions in which we conduct business. Legislative and regulatory measures, such as mandatory
breach notification provisions, impose, among other elements, strict requirements on reporting time frames and providing notice to
individuals.

All of these evolving compliance and operational requirements impose significant costs, such as costs related to
organizational changes, implementing additional protection technologies, training employees and engaging consultants, which are
likely to increase over time. In addition, such requirements may require us to modify or restrict our data processing practices and
policies, distract management or divert resources fromother initiatives and projects, all of which could have a material adverse
effect on our business, financial condition, results of operations and prospects. Any failure or perceived failure by us to comply
with any applicable federal, state or similar foreign laws and regulations relating to data privacy and security could result in damage
to our reputation, as well as proceedings or litigation by governmental agencies or other third parties, including class action
privacy litigation in certain jurisdictions, which would subject us to significant fines, sanctions, awards, damages, penalties or
judgments, all of which could have a material adverse effect on our business, financial condition, results of operations and
prospects.

Legislation relating to consumer protection may affect our ability to provide our loyalty and marketing services, which, among
other things, could negatively affect our ability to satisfy our sponsors’ and clients’ needs.

The enactment of new or amended legislation or industry regulations pertaining to consumer protection, or any failure to
comply with such changes, could have a material adverse impact on our loyalty and marketing services. Such changes could result
in a negative impact to our reputation, an adverse effect on our profitability or an increase in our litigation exposure.

For example, Ontario’s Protecting Rewards Points Act (Consumer Protection Amendment), 2016, and additional related
regulations, prohibit suppliers fromentering into or amending consumer agreements to provide for the expiry of rewards points due
to the passage of time alone, while permitting the expiry of rewards points if the underlying consumer agreement is terminated and
that agreement provides that reward points expire upon termination. Similar legislation pertaining to the expiry of rewards points
due to the passage of time alone is also in effect in Quebec as well as limitations on changes to the valuation of rewards points.

Our failure to protect our intellectual property rights may harm our competitive position, and litigation to either protect our
intellectual property rights or defend against third party allegations of infringement or license violations for which we may
owe an indemnity may be costly, any of which could negatively impact our business, results of operations and profitability.

Third parties may infringe or misappropriate our trademarks or other intellectual property rights, which could have a material

adverse effect on our business, financial condition or operating results. The actions we take to protect our trademarks and other
proprietary rights may not be adequate. Litigation may be necessary to enforce our intellectual
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property rights, protect our trade secrets or determine the validity and scope of the proprietary rights of others. Any infringement
or misappropriation could harmany competitive advantage we currently derive or may derive from our proprietary rights. Third
parties may also assert claims for infringement or violation of the terms of a license agreement to which we are a party against us,
including claims for which we are required to indemnify the licensor. Any claims and an adverse determination in any resulting
litigation could subject us to significant liability for damages and require us to either design around a third party’s patent or license
alternative technology fromanother party. In addition, litigation is time consuming and expensive to defend and could result in the
diversion of our time and resources. Further, our competitors or other third parties may independently design around or develop
similar technology, or otherwise duplicate our services or products in a way that would preclude us fromasserting our intellectual
property rights against them. In addition, our contractual arrangements may not effectively prevent disclosure of our intellectual
property or confidential and proprietary information or provide an adequate remedy in the event of an unauthorized disclosure, any
of which could result in liability to us and negatively impact our business, results of operations, financial condition and
profitability.

Litigation, regulatory actions and compliance issues could subject us to significant fines, penalties, judgments, remediation
costs and/or requirements resulting in increased expenses, any of which could be material to our results of operations,
financial condition and cash flows.

We are involved, fromtime to time, in litigation, other legal claims, regulatory actions or other proceedings or actions by
governmental authorities involving matters associated with or incidental to our business in the ordinary course, including, among
other things, matters involving customer or vendor disputes, breaches of contractual obligations, class actions or purported class
actions, trademark and other intellectual property protection and licensing disputes, import/export regulations, taxation, and
employment matters. The resolution of currently pending matters could subject us to significant fines, penalties, obligations to
change our business practices or other requirements resulting in increased expenses, diminished eamings and damage to our
reputation. We contest liability and/or the amount of damages as appropriate in each pending matter. The outcome of pending and
future matters could be material to our results of operations, financial condition and cash flows depending on, among other factors,
the level of our earnings for that period.

We are subject to risks related to our international operations.

We maintain significant operations internationally, operating in approximately 45 countries. As of December 31, 2021,
substantially all of our revenues and long-lived assets were attributable to our operations outside the United States. Our
international operations are subject to many risks and uncertainties, including:

e fluctuations in foreign currency exchange rates, which have affected and may in the future affect our results of operations,
reported eamings, the value of our foreign assets, the relative prices at which we and foreign competitors offer solutions
in the same markets and the cost of certain inventory and non-inventory items required by our operations;

e changes in foreign laws, regulations and policies, including restrictions on foreign investment, trade, import and export
license requirements, quotas, trade barriers and other protection measures imposed by foreign countries, as well as
changes in U.S. laws and regulations relating to tariffs and taxes, foreign trade and investment by our international
operations;

e lackofadeveloped legal system, elevated levels of corruption, strict currency controls, adverse tax consequences or
foreign ownership requirements, difficult or lengthy regulatory approvals, or lack of enforcement for non-compete
agreements in certain jurisdictions;

e difficulties and costs associated with complying with, and enforcing remedies under, a wide variety of complex, and
potentially conflicting, domestic and international laws, treaties and regulations, including the European Union’s GDPR,
the U.S. Foreign Corrupt Practices Act (“FCPA”), Canada’s Corruption of Foreign Public Officials Act (“CFPOA”), the
UK. Bribery Act 2010 (“UKBA”) and different regulatory structures and changes in regulatory environments;
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e potentially reduced protection for, and difficulty enforcing, intellectual property rights, especially in jurisdictions that do
not respect and protect intellectual property rights to the same extent as the United States;

e faijlure to effectively and immediately implement processes and policies across our diverse operations and employee base;

e adverse weather conditions, social, economic and geopolitical conditions, such as the current political instability
involving Russia and the Ukraine, environmental hazards, natural disasters, terrorist attacks, war or other military action or
violent revolution;

e significant health hazards or pandemics, which could result in closed factories, reduced workforces, scarcity of raw
materials, and scrutiny or embargoing of goods produced in certain areas;

e industry and contractual standards that are specific by region and which may generate different or additional business
risk to operate; and

e disruption due to labor disputes.

We are also subject to the interpretation and enforcement by governmental agencies of international laws, rules, regulations or
policies, including any changes thereto, such as restrictions on trade, import and export license requirements, privacy and data
protection laws, and tariffs and taxes, which may require us to adjust our operations in certain markets where we do business. We
face legal and regulatory risks in all jurisdictions where we operate; in particular, we cannot predict with certainty the outcome of
various contingencies or the impact that pending or future legislative and regulatory changes may have on our business.

Furthermore, our extensive international operations may result in violations, or allegations of violations, of the FCPA, UKBA
or CFPOA and similar interational anti-bribery laws, which could adversely affect our reputation and business. These laws
generally prohibit companies and their intermediaries from making improper payments to government officials or other third parties
for the purpose of obtaining or retaining business. As part of our business, we or our partners may do business with state-owned
enterprises, the employees and representatives of which may be considered foreign officials for purposes of the FCPA, UKBA or
CFPOA. There can be no assurance that our policies, procedures, training and compliance programs will effectively prevent
violation of all U.S. and interational laws and regulations with which we are required to comply. Violations of such laws and
regulations, or any of the other factors outlined above, could subject us to penalties that could adversely affect our reputation,
business, financial condition or results of operations.

Market Risk
The market price and trading volume of our common stock may be volatile, and our stock price could decline.

The market price of our common stock has fluctuated significantly and, in the future, may be subject to similar fluctuations due
to a number of factors, many of which are beyond our control, including:

e Fluctuations in our quarterly or annual earnings results or those of other companies in our industry;

e Failures of our operating results to meet the estimates of securities analysts or the expectations of our stockholders, or
changes by securities analysts in their estimates of our future eamnings;

e Announcements by us or our sponsors, clients, suppliers or competitors;
e Changes in market valuations or earnings of other companies in our industry;

e Changes in laws or regulations which adversely affect our industry or us;

27




Table of Contents

e  General economic, industry and stock market conditions;

e Future significant sales of our common stock by our stockholders or the perception in the market of such sales;
e Future issuances of our common stock by us; and

e The other factors described in these “Risk Factors” and elsewhere in this annual report.

These and other factors may cause the market price and demand for our common stock to fluctuate substantially, which may
limit or prevent investors fromreadily selling their shares of common stock and may otherwise negatively affect the liquidity of our
common stock. In addition, in the past, when the market price of a stock has been volatile, holders of that stock have instituted
securities class action litigation against the company that issued the stock. If any of our stockholders brought a lawsuit against us,
we could incur substantial costs defending the lawsuit. Such a lawsuit could also divert the time and attention of our management
fromour business.

The trading market for our common stock may also be influenced by the research and reports that industry or securities
analysts publish about us or our business. If one or more of these analysts cease coverage of our company or fail to publish
reports on us regularly, we could lose visibility in the financial markets, which in turn could cause our stock price or trading volume
to decline. Moreover, if one or more of the analysts who cover us downgrade our stock, or if our results of operations do not meet
their expectations, our stock price could decline.

We are an “emerging growth company” and we cannot be certain if the reduced disclosure requirements applicable to
emerging growth company status will make our common stock less attractive to investors.

We are an “emerging growth company,” as defined in the JOBS Act, and we intend to take advantage of certain exemptions
from various reporting requirements that are applicable to other public companies that are not “emerging growth companies”
including, but not limited to, not being required to comply with the auditor attestation requirements of Section 404 of the Sarbanes-
Oxley Act, and reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements. We
cannot predict if investors will find our common stock less attractive when we rely on these exemptions. If some investors find our
common stock less attractive as a result, there may be a less active trading market for our common stock and our stock price may be
more volatile.

Future issuance or sales of our common or preferred stock, or the perception that such future issuances or sales could occur,
may adversely affect the market price of our common and such events may be dilutive to existing stockholders.

As of February 18, 2022, we had an aggregate of 172,452,206 shares of our common stock authorized but unissued and not
reserved for specific purposes. In general, we may issue all of these shares without any action or approval by our stockholders for
acquisitions, strategic investments, capital market transactions or otherwise. We have reserved 2,962,557 shares of our common
stock for issuance under our employee stock purchase plan and our long-term incentive plan, of which 26,309 shares have been
issued and 771,949 shares are issuable upon vesting of restricted stock units as of February 18, 2022. In addition, ADS holds 19%
of outstanding shares as of February 18, 2022 and has the right to
require us to register the resale of those shares on a registration statement pursuant to registration rights granted in
connection with the Separation. Sales or issuances of a substantial number of shares of common stock, or the perception that such
sales could occur, could adversely affect prevailing market prices of our common stock, and any sale or issuance of our common
stock will dilute the ownership interests of existing stockholders.

In addition, our amended and restated certificate of incorporation authorizes us to issue, without the approval of our
stockholders, one or more classes or series of preferred stock having such designations, powers, preferences and relative,
participating, optional and other rights, and such qualifications, limitations or restrictions as our board of directors generally may
determine. The terms of one or more classes or series of preferred stock could dilute the voting power or reduce the value of our
common stock. For example, we could grant holders of preferred stock the right to elect some number of our directors in all events
or on the happening of specified events or the right to veto specified transactions.
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Similarly, the repurchase or redemption rights or dividend, distribution or liquidation preferences we could assign to holders of
preferred stock could affect the residual value of our common stock. Designation and issuance of one or more classes or series of
preferred stock could adversely affect the market price of our common stock.

Our common stock is and will be subordinate to all of our future indebtedness and any preferred stock, and effectively
subordinated to all indebtedness and preferred equity claims against our subsidiaries.

Shares of our common stock are common equity interests in us and, as such, will rank junior to all of our future indebtedness
and other liabilities. Additionally, holders of our common stock may become subject to the prior dividend and liquidation rights of
holders of any class or series of preferred stock that our board of directors may designate and issue without any action on the part
of the holders of our common stock. Furthermore, our right to participate in a distribution of assets upon any of our subsidiaries’
liquidation or reorganization is subject to the prior claims of that subsidiary’s creditors and preferred stockholders, if any.

We cannot assure you that our board of directors will declare dividends in the foreseeable fiture.

We do not currently intend to pay any cash dividends on our capital stock for the foreseeable future. The declaration and
payment of dividends, if any, will always be subject to the discretion of our board of directors. The timing and amount of any
dividends declared will depend on, among other things, our earnings, financial condition, cash requirements and availability, our
ability to obtain debt and equity financing on acceptable terms as contemplated by our growth strategy and the terms of our
outstanding indebtedness. We may incur expenses or liabilities or be subject to other circumstances in the future that reduce or
eliminate the amount of cash that we have available for distribution as dividends, including as a result of the risks described herein.

Provisions in our amended and restated certificate of incorporation and amended and restated bylaws and certain provisions
of Delaware law could delay or prevent a change in control.

The existence of certain provisions of our amended and restated certificate of incorporation and amended and restated bylaws
and Delaware law could discourage, delay or prevent a change in control that a stockholder may consider favorable. These include
provisions:

e providing for a classified board of directors (until after our seventh annual meeting in 2029);

e providing that our directors may be removed by our stockholders only for cause while our board is classified, and that
removal of our directors without cause thereafter must be approved by the holders of not less than a majority of our total
voting power;

e providing the right to our board of directors to issue one or more classes or series of preferred stock without stockholder
approval;

e authorizing a large number of shares of stock that are not yet issued, which would allow our board of directors to issue
shares to persons friendly to current management, thereby protecting the continuity of our management, or which could
be used to dilute the stock ownership of persons seeking to obtain control of us;

e prohibiting stockholders from calling special meetings of stockholders (until after our seventh annual meeting in 2029) or
taking action by written consent; and

e cstablishing advance notice and other requirements for nominations of candidates for election to our board of directors or
for proposing matters that can be acted on by stockholders at an annual stockholder meeting.

These provisions could delay or prevent an acquisition that our board of directors determines is not in our and our

stockholders’ best interests. We believe these provisions will protect our stockholders from coercive or otherwise unfair takeover
tactics by requiring potential acquirers to negotiate with our board of directors and by providing our board of
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directors with more time to assess any acquisition proposal. These provisions are not intended, however, to make us immune from
a takeover, and apply even if a takeover offer may be considered beneficial by some stockholders.

A limited number of stockholders report ownership of a significant amount of our common stock. These stockholders may have
interests that conflict with ours and, if they were to act together, may be able to control the election of directors and the
approval of significant corporate transactions, including a change in control.

Pursuant to the information provided in various filings with the SEC on Schedules 13D or 13Gand amendments thereto, as of
February 18,2022, there are 5 separate groups of affiliated entities that beneficially own, in the aggregate, approximately 52% of our
outstanding common stock. Pursuant to the IRS’ private letter ruling received by ADS as a condition to completion of the
Separation, ADS will vote its Loyalty Ventures common stock in the same proportion as the votes cast in respect of the common
stock not owned by ADS on any matter presented for a vote of Loyalty Ventures’ stockholders. At the time of the Separation, ADS
retained 19% ownership of Loyalty Ventures’ common stock. These stockholders, if acting together, may be able to exercise
significant influence over matters requiring stockholder approval, including the election of directors, changes to our charter
documents and significant corporate actions, including a change in control. These stockholders may have interests that conflict
with our interests or those of other stockholders. In addition to the charter provisions noted above, this concentration of
ownership may prevent any other holder or group of holders of our common stock frombeing able to affect the way we are
managed or the direction of our business. Accordingly, this concentration of ownership could adversely affect the prevailing
market price of our common stock. Further, for corporate tax purposes, a corporation is considered to undergo “an ownership
change” if, as a result of changes in the stock ownership by “5-percent shareholders” or as a result of certain reorganizations, the
percentage of the corporation’s stock owned by those 5-percent shareholders increases by more than 50 percentage points over
the lowest percentage of stock owned by those shareholders at any time during the prior three-year testing period. If a corporation
undergoes an “ownership change,” Internal Revenue Code Section 382 limits the corporation’s right to use its net operating losses,
or NOLs, each year thereafter to an annual percentage of the fair market value of the corporation at the time of the ownership
change.

Our amended and restated certificate of incorporation designates Delaware as the exclusive forum for certain litigation that
may be initiated by any stockholder and will contain an exclusive federal forum provision for certain claims under the
Securities Act, which may limit the market or market price for our common stock.

Pursuant to our amended and restated certificate of incorporation, unless we consent in writing to the selection of an
alternative forum, a state court located within the state of Delaware (or, if no state court located within the state of Delaware has
jurisdiction, the federal court for the district of Delaware) shall be the sole and exclusive forum for (i) any derivative action or
proceeding brought on our behalf; (i) any action asserting a claim for or based on a breach of a fiduciary duty owed by any of our
directors or officers or other employees or agents to us or to our stockholders, including a claimalleging the aiding and abetting of
such a breach of fiduciary duty; (iii) any action asserting a claimagainst us or any of our directors or officers or other employees or
agents arising pursuant to any provision of the Delaware General Corporation Law or our amended and restated certificate of
incorporation or amended and restated bylaws; (iv) any action asserting a claimrelated to or involving us that is governed by the
internal affairs doctrine; or (v) any action asserting an “internal corporate claim” as that termis defined in Section 115 of the
Delaware General Corporation Law. Our amended and restated certificate of incorporation provides that the foregoing Delaware
exclusive forumprovisions do not apply to any action asserting claims under the Exchange Act or the Securities Act. The forum
selection clause in our amended and restated certificate of incorporation may limit our stockholders’ ability to obtain a favorable
judicial forum for disputes with us and limit the market or market price of our common stock.

For claims brought under the Securities Act, Section 22 of the Securities Act creates concurrent jurisdiction for federal and
state courts over all claims brought to enforce any duty or liability created by the Securities Act or the rules and regulations
thereunder and our amended and restated certificate of incorporation will provide that the federal district courts of the United
States of America will, to the fullest extent permitted by law, be the sole and exclusive forum for resolving any complaint asserting a
cause of action arising under the Securities Act (the “Federal Forum Provision”). Application of our Federal Forum Provision
means that suits brought by our stockholders to enforce any duty or liability created by the Securities Act must be brought in
federal court and cannot be brought in state court.
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The Federal Forum Provision described above is intended to apply to the fullest extent permitted by law. However, the
enforceability of forumselection provisions in the governing documents of other companies has been challenged in legal
proceedings, and it is possible that a court could find the Federal Forum Provision to be inapplicable or unenforceable with respect
to actions arising under the Securities Act.

Item 1B. Unresolved Staff Comments

None.

Item2. Properties

As of December 31, 2021, we lease approximately 28 general office properties worldwide, comprised of approximately 1.1 million
square feet. We have entered into a lease agreement for our future corporate headquarters in Dallas, Texas, which is expected to
commence in the second quarter of 2022. These facilities are used to carry out our operational, sales and administrative functions.
Our principal facilities are as follows:

Approximate Lease
Location Segment Square Footage Expiration Date
Toronto, Ontario, Canada AIR MILES Reward Program 205,525 ) March 31, 2033
Den Bosch, Netherlands BrandLoyalty 132,482 December 31, 2033
Maasbree, Netherlands BrandLoyalty 668,923 September 1, 2033

(1) Includes square footage of subleased portion.

We believe that our existing facilities and offices are appropriate to meet our current requirements. If we require additional
space, we believe that we will be able to obtain such space on acceptable, commercially reasonable terms.

Item3.  Legal Proceedings

We are involved, fromtime to time, in litigation, other legal claims, regulatory actions or other proceedings or actions by
governmental authorities involving matters associated with or incidental to our business in the ordinary course, including, among
other things, matters involving customer or vendor disputes, breaches of contractual obligations, class actions or purported class
actions, trademark and other intellectual property protection and licensing disputes, import/export regulations, taxation, and
employment matters. We believe the resolution of currently pending matters will not individually or in the aggregate have a material
adverse effect on our business or financial condition. However, our current assessment of these matters may change upon
discovery of facts not presently known or determinations by judges, juries, or other finders of fact not in accord with
management’s evaluation of the possible outcome or liability resulting therefrom.

Item4. Mine Safely Disclosures

Not applicable.
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PART I
Item5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.
Market Information
Our common stock is listed on the Nasdaq Stock Market and trades under the symbol “LYLT”.
Holders

As of February 18, 2022, there were 24,611,546 shares of our common stock outstanding, and there were 87 holders of record of
our common stock.

Dividends

We do not currently intend to pay any cash dividends on our capital stock in the foreseeable future. We currently intend to
retain all available funds and any future eamings to pay down our outstanding indebtedness and fund the development and
expansion of our business. The declaration and amount of any dividends to holders of our common stock will be at the discretion
of our board of directors and will depend upon many factors, including our financial condition, eamings, cash flows, capital
requirements of our business, covenants associated with our debt obligations, legal requirements, regulatory constraints, industry
practice and any other factors the board of directors deems relevant. In addition, our ability to pay cash dividends on our capital
stock may be limited by the terms of any future debt or preferred securities we issue or any credit facilities we enter into.

Issuer Purchases of Equity Securities

The following table presents information with respect to purchases of our common stock made during the three months ended
December 31, 2021:

Total Number of Approximate Dollar
Shares Purchased Value of Shares that
as Part of Publicly = May Yet Be Purchased
Total Number of Average Price Paid  Announced Plans or Under the Plans or

Period Shares Purchased per Share Programs Programs
(Dollars in thousands)
During 2021:
October 1-31 — 3 — — % —
November 1-30 — — — —
December 1-31 — — — —
Total —  $ — — S —
Performance Graph

The following graph compares the percentage change in cumulative total stockholder return on our common stock since
November 8, 2021, the day “regular-way” trading of Loyalty Ventures’ common stock began on the Nasdaq Stock Market, with the
cumulative total return over the same period of (1) the Nasdaq Composite Indexand (2) the peer group. The peer group selected is
based on the standard industrial classification codes (“SIC Code”) established by the U.S.
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Govemment. The index chosen was “Services — Business Services” and comprises all publicly traded companies having the same
SIC Code (7389) as Loyalty Ventures.

Pursuant to rules of the SEC, the comparison assumes $100 was invested on November 8, 2021 in our common stock and in
each of the indices and assumes reinvestment of dividends, if any. Also pursuant to SEC rules, the returns of each of the
companies in the peer group are weighted according to the respective company’s stock market capitalization at the beginning of
each period for which a retum is indicated. Historical stock prices are not indicative of future stock price performance.

COMPARISON OF CUMULATIVE TOTAL

RETURN*
Among Loyalty Ventures Inc., the NASDAQ Composite Index,
and SIC Code 7389

$120

$100 I

$20
$0
11/8/2021 11/30/2021 12/31/2021

——=— Loyalty Ventures Inc. ----- NASDAQ Composite — &— - SIC Code 7389

*$100 invested on 11/8/21 in stock or 10/31/21in index, including
reinvestment of dividends.
Fiscal year ending December 31.

11/8/2021 11/30/2021 12/31/2021
Loyalty Ventures Inc. $ 100.00 $ 5848 § 61.27
NASDAQ Composite Index 100.00 100.33 101.08
SIC Code 7389 — Services — Business Services 100.00 82.27 80.95

Our future filings with the SEC may “incorporate information by reference,” including this Form 10-K. Unless we specifically
state otherwise, this Performance Graph shall not be deemed to be incorporated by reference and shall not constitute soliciting
material or otherwise be considered filed under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as
amended.

Item6. [Reserved].
Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Overview
We are a leading provider of tech-enabled, data-driven consumer loyalty solutions. Our solutions are focused on helping

partners achieve their strategic and financial objectives, fromincreased consumer basket size, shopper traffic and frequency and
digital reach to enhanced programreporting and analytics. We help financial services providers, retailers
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and other consumer-facing businesses create and increase customer loyalty across multiple touch points fromtraditional to digital
to mobile and emerging technologies. We own and operate the AIR MILES® Reward Program, Canada’s most recognized loyalty
program, and BrandLoyalty, a leading global provider of campaign-based loyalty solutions for grocers and other high-frequency
retailers.

Spinoff of the LoyaltyOne Segment

On October 13, 2021, the Board of Directors of ADS approved the previously announced Separation of'its LoyaltyOne
segment, consisting of the Canadian AIR MILES® Reward Programand BrandLoyalty businesses, into an independent, publicly
traded company. On November 5, 2021, the date of the Separation, 81% of the outstanding shares of Loyalty Ventures were
distributed pro rata based on the outstanding shares of ADS common stock at the close of business on the record date of October
27,2021, with ADS retaining the remaining 19% of the outstanding shares of Loyalty Ventures. Additionally, Loyalty Ventures
made a cash distribution of $750.0 million to ADS on November 3, 2021, as part of the Separation.

Basis of presentation

Prior to the Separation, we have historically operated as part of ADS and not as a standalone company. The combined
financial statements for the periods prior to the Separation date of November 5, 2021 have been derived from ADS’ historical
accounting records and are presented on a carve-out basis. The financial statements after the Separation date of November 5, 2021
represent the consolidated financial statements of Loyalty Ventures. Our consolidated and combined financial statements and
accompanying notes have been prepared in accordance with accounting principles generally accepted in the United States of
Anmerica (“GAAP”). All revenues and expenses as well as assets and liabilities directly associated with the business activity of the
Loyalty Ventures business are included in the consolidated and combined financial statements. The consolidated and combined
financial statements also include allocations of certain general and administrative expenses from ADS. ADS corporate overhead
costs that directly or indirectly benefited Loyalty Ventures’ business were allocated through the date of the spinoff and for the
years ended December 31, 2021, 2020 and 2019. The allocated amounts included in general and administrative expense within our
consolidated and combined statements of income were $12.6 million, $14.3 million and $14.8 million for the years ended December
31, 2021, 2020 and 2019, respectively. These allocations relate to information technology, finance, accounting, tax services, human
resources, and other functional support. These allocations were determined based on management estimates on the number of
employees and non-employee costs associated with the use of these functions by us and may not be indicative of the costs that
we would otherwise incur on a standalone basis or had we operated independently of ADS.

ADS’ third-party long-termdebt and the related interest expense have not been allocated for any of the periods presented as
Loyalty Ventures was not the legal obligor of such debt. Refer to Note 1, “Description of Business, Spinoff and Basis of
Presentation,” to our consolidated and combined financial statements for additional information on the carve-out basis of
accounting.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date
ofthe financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ fromthose estimates. The consolidated and combined financial statements may not be indicative of future performance and
do not necessarily reflect what the financial position, results of operations, and cash flows would have been had we operated as an
independent, publicly traded company during the periods presented, particularly because of changes we expect to experience in the
future as a result of the Separation, including changes in the financing, cash management, operations, cost structure and personnel
needs of our business.

CovID-19
Following the declaration by the WHO in the first quarter of 2020 of COVID-19 as a global pandemic and the rapid spread of

COVID-19, international, provincial, federal, state and local government or other authorities have imposed varying degrees of
restrictions on social and commercial activity in an effort to improve health and safety. As the global
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COVID-19 pandemic has continued to evolve, our priority has been and continues to be, the health and safety of our employees,
with the vast majority of our employees continuing to work fromhome.

The effects of the COVID-19 pandemic continue to negatively impact our results of operations and certain key metrics. AIR
MILES reward miles issuances declined 6% due to the impact of related government restrictions and closures impacting collector
spend and the nonrenewal of certain sponsor contracts in the first quarter of2021. Redemptions increased 12% due to an increase
in redemptions for travel, including the reopening of the US border for non-essential travel prior to the emergence of the omicron
variant in the fourth quarter. Merchandise redemptions continue to performwell in the current environment. With respect to
BrandLoyalty, the decline in revenue and adjusted EBITDA was mainly attributed to a decline in programs in market across most
regions due to the impact of COVID-19 and supply chain disruptions. Shortages in production capacity in Europe due to
insufficient staff availability led to lower than estimated campaign performance and revenue decline. As a result of the ongoing
impact of the COVID-19 pandemic, in the fourth quarter of 2021, we determined that it was more likely than not that the fair value of
the BrandLoyalty reporting unit was below its carrying value, and performed an interim impairment test. Based on the results, we
recognized a non-cash, goodwill impairment charge of $50.0 million.

Despite the availability of vaccines, surges in COVID-19 cases, including variants of the strain, may adversely impact the
economic recovery and our industry outlook. We continue to evaluate the nature and extent of changes to the market and
economic conditions related to the COVID-19 pandemic and current and potential impact on our business and financial position.
However, given the dynamic nature of this situation, we cannot reasonably estimate the impacts of COVID-19 on our future results
of operations or cash flows at this time.
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Consolidated and Combined Results of Operations

Revenues
Redemption, net
Services
Other
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
Goodwill impairment
Total operating expenses
Operating income
Gain on sale of a business
Interest expense (income), net
Income before income taxes and (income) loss frominvestment
in unconsolidated subsidiaries
Provision for income taxes
(Income) loss frominvestment in unconsolidated subsidiaries —
related party, net of tax
Net income

Key Operating Metrics (in millions):
AIR MILES reward miles issued
AIR MILES reward miles redeemed
Supplemental Information:
Average CAD to USD foreign currency exchange rate
Average EUR to USD foreign currency exchange rate

*  not meaningful

Years Ended December 31, % Change
2021 to 2020 to
2021 2020 2019 2020 2019
(in thousands, except percentages)
444395 $ 473067 $ 637,321 ©% 6%
269,073 264,050 367,647 2 (28)
21,839 27,689 28,163 21) ?2)
735,307 764,806 1,033,131 (@) (26)
573,246 587,615 847,552 (@) 31)
20,011 14,315 14,823 40 3)
34,944 28,988 32,152 21 (10)
1,740 48,953 48,027 (96) 2
50,000 — — nm * nm *
679,941 679,871 942,554 — (28)
55,366 84,935 90,577 395) ©6)
— (10,876) — nm * nm *
5,534 (834) 2,335 (764) (136)
49,832 96,645 88,242 (48) 10
52,175 21,324 11,331 145 88
(4,067) 246 1,681 (1,753) (85)
1,724 $ 75075 $ 75,230 (98)% —%
46702 4963.8 55111 ©%  (10%
3,507.3 3,127.8 44157 2% (9%
0.80 0.75 0.75 7% ()%
1.18 1.14 1.12 4% 2%

Year ended December 31, 2021 compared to the year ended December 31, 2020

Revenue. Total revenue decreased $29.5 million, or 4%, to $735.3 million for the year ended December 31, 2021 from $764.8
million for the year ended December 31, 2020. The net decrease in revenue was due to the following:

®  Redemption. Redemption revenue is recognized at the point in time when the customer redeems for a reward. Revenue
decreased $28.7 million, or 6%, to $444.4 million for the year ended December 31, 2021 as redemption revenue fromour
campaign-based loyalty programs decreased $29.5 million due to a decline in programs in market across most regions due
to the impact of COVID-19 and supply chain disruptions. In response to COVID-19, certain of our clients have delayed

their campaign-based loyalty programs.

e  Services. Service revenue is associated with the overall management of the loyalty programs and is generally recognized
over time. Revenue increased $5.0 million, or 2%, to $269.1 million for the year ended December 31, 2021 due to the

favorable impact of foreign currency exchange rates.
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e  Other. Other revenue includes investment income and other ancillary revenue eamed. Revenue decreased $5.9 million, or
21%, to $21.8 million for the year ended December 31, 2021, due to a decline in ancillary revenue associated with surplus
inventory in our BrandLoyalty segment.

Cost of operations. Cost of operations decreased $14.4 million, or 2%, to $573.2 million for the year ended December 31, 2021 as
compared to $587.6 million for the year ended December 31, 2020. The decline in the cost of operations was a result of a decrease in
the cost of redemptions of $27.4 million resulting fromthe decrease in redemption revenue noted above, offset in part by $13.2
million in costs associated with the Separation.

General and administrative. General and administrative expenses increased $5.7 million, or 40%, to $20.0 million for the year
ended December 31, 2021, as compared to $14.3 million for the year ended December 31, 2020, due to an increase in payroll and
benefits and $4.5 million in certain costs associated with the Separation, of which $4.0 million represented the write-off of an
indemmification asset established as part of the Tax Matters Agreement.

Depreciation and other amortization. Depreciation and other amortization increased $6.0 million, or 21%, to $34.9 million for
the year ended December 31, 2021, as compared to $29.0 million for the year ended December 31, 2020 due to additional capitalized
software assets placed into service for digital investments for the AIR MILES Reward Program segment.

Amortization of purchased intangibles. Amortization of purchased intangibles decreased $47.2 million, or 96%, to $1.7 million
for the year ended December 31, 2021, as compared to $49.0 million for the year ended December 31, 2020, due to the fully amortized
customer contracts in our BrandLoyalty segment.

Goodwill impairment. As a result of the ongoing impact of the COVID-19 pandemic, in the fourth quarter of 2021, we
determined that it was more likely than not that the fair value of the BrandLoyalty reporting unit was below its carrying value, and
performed an interim impairment test. Based on the results, we recognized a non-cash, goodwill impairment charge of $50.0 million.

Gain on sale of a business. In January 2020, ADS sold Precima, a provider of retail strategy and customer data applications,
resulting in a pre-tax gain of $10.9 million.

Interest expense (income), net. Total interest expense, net increased $6.4 million to $5.5 million for the year ended December 31,
2021 as compared to interest income of $(0.8) million for the year ended December 31, 2020. The increase in interest expense is
associated with our $675.0 million in senior secured credit agreement entered in connection with the Separation in November 2021.

Taxes. Provision for income taxes increased $30.9 million, or 145%, to $52.2 million for the year ended December 31, 2021 from
$21.3 million for the year ended December 31, 2020. The provision for income taxes for 2021 was negatively impacted by certain
transactions associated with the Separation, including Canadian withholding taxes associated with payments to the former parent,
non-deductible U.S. expenses and goodwill impairment.

(Income) loss from unconsolidated subsidiaries—related party. The income fromunconsolidated subsidiary — related party
was $4.1 million for the year ended December 31, 2021 as compared to a loss of $0.2 million for the year ended December 31, 2020.
Our investment in our unconsolidated subsidiary, Comenity Canada, L.P., was sold to an affiliate of ADS in August 2021 for $4.1
million and we recognized a gain on sale of unconsolidated subsidiary of $4.1 million.

Year ended December 31, 2020 compared to the year ended December 31, 2019
Refer to Item 2, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” included in of

our registration statement on Form 10, filed with SEC on October 13, 2021, for a discussion of our 2020 results compared to 2019,
which discussion is incorporated by reference herein.
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Use of non-GAAP financial measures

Adjusted EBITDA is a non-GA AP financial measure equal to net income, the most directly comparable financial measure based
on accounting principles generally accepted in the United States of America, or GAAP, plus (income) loss frominvestment in
unconsolidated subsidiaries — related party, provision for income taxes, interest expense (income), net, depreciation and other
amortization, the amortization of purchased intangibles, and stock compensation expense. Adjusted EBITDA excludes the gain on
the sale of Precima in 2020, strategic transaction costs, which represent costs for professional services and other costs associated
with strategic initiatives, including the spinoff and amounts associated with the Tax Matters and Employee Matters agreement,
goodwill impairment, and restructuring and other charges for actions taken in 2019. These costs, as well as stock compensation
expense, were not included in the measurement of segment adjusted EBITDA as the chief operating decision maker did not factor
these expenses for purposes of assessing segment performance and decision making with respect to resource allocations.

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, and we believe it provides useful information to our investors
regarding our performance and overall results of operations. 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 intangible assets, including certain
intangible assets that were recognized in business combinations. A limitation of this measure, however, is that it does not reflect
the periodic costs of certain capitalized tangible and intangible assets used in generating revenues in our businesses. Management
evaluates the costs of such tangible and intangible assets, such as capital expenditures, investment spending and return on capital
and therefore the effects are excluded fromadjusted EBITDA. Adjusted EBITDA also eliminates the non-cash effect of stock
compensation expense.

Adjusted EBITDA is not intended to be a performance measure that should be regarded as an alternative to, or more
meaningful than, net income as an indicator of operating performance or to cash flows fromoperating activities as a measure of
liquidity. In addition, adjusted EBITDA is 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.

Adjusted EBITDA presented herein may not be comparable to similarly titled measures presented by other companies and may
not be identical to corresponding measures used in our various agreements.
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Years Ended December 31,

2021 2020 2019
(in thousands)

Net income $ 1,724 $ 75075 $ 75,230
(Income) loss frominvestment in unconsolidated subsidiaries — related party,

net of tax (4,067) 246 1,681
Provision for income taxes 52,175 21,324 11,331
Interest expense (income), net 5,534 (834) 2,335
Depreciation and other amortization 34,944 28,988 32,152
Amortization of purchased intangibles 1,740 48,953 48,027
Stock compensation expense 6,259 7,017 9,076
Gain on sale of a business, net of strategic transaction costs (1) — (7,316) —
Goodwill impairment 50,000 — —
Strategic transaction costs () 17,682 329 981
Restructuring and other charges () — 108 50,780
Adjusted EBITDA $ 165991 § 173,390 $ 231,593

(1) Represents gain on sale of Precima in January 2020, net of strategic transaction costs. Precima was included in our AIR MILES
Reward Programsegment. See Note 5, “Disposition,” of the Notes to Consolidated and Combined Financial Statements for the
year ended December 31, 2021 for additional information.

(@) Represents costs associated with strategic initiatives, including costs associated with the Separation, which were comprised of
consent fees, amounts associated with the employee and tax matters agreements, and professional services.

(3) Represents costs associated with restructuring or other exit activities for actions taken in 2019. See Note 13, “Restructuring
and Other Charges,” of the Notes to Consolidated and Combined Financial Statements for the year ended December 31, 2021
for additional information.

Years Ended December 31, % Change
2021 2020 2019 2021 to 2020 2020 to 2019
(in thousands, except percentages)
Revenue:
AIR MILES Reward Program $ 284744 § 277,121 $ 384,021 3% (28)%
BrandLoyalty 450,609 487,685 649,110 ®) 25)
Eliminations (46) — — nm * nm *
Total $ 735307 $§ 764806 $ 1,033,131 4% (26)%
Adjusted EBITDA:
AIR MILES Reward Program $ 147,798 $§ 144025 $ 165,168 3% (13)%
BrandLoyalty 32,112 42,161 79,376 (24) (47)
Corporate/Other (13,919) (12,796) (12,951) 9 (1)
Total $§ 165991 § 173390 § 231,593 4% (25)%

*  not meaningful
Year ended December 31, 2021 compared to the year ended December 31, 2020

Revenue. Total revenue decreased $29.5 million, or 4%, to $735.3 million for the year ended December 31, 2021 from $764.8
million for the year ended December 31, 2020. The net decrease was due to the following:

® AIR MILES Reward Program. Revenue increased $7.6 million, or 3%, to $284.7 million for the year ended December 31,

2021 as revenue was impacted by favorable exchange rates. The sale of Precima in January 2020 resulted in a $1.9 million
decrease in revenue.
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®  BrandLoyalty. Revenue decreased $37.1 million, or 8%, to $450.6 million for the year ended December 31, 2021, due to a
decline in programs in market across most regions due to the impact of COVID-19 and related supply chain disruptions.

Adjusted EBITDA. Adjusted EBITDA decreased $7.4 million, or 4%, to $166.0 million for the year ended December 31, 2021 from
$173.4 million for the year ended December 31, 2020. The net decrease was due to the following:

®  AIR MILES Reward Program. Adjusted EBITDA increased $3.8 million, or 3%, to $147.8 million for the year ended
December 31, 2021, due to certain cost reductions impacted by COVID 19, such as occupancy and employee engagement
costs. For the year ended December 31, 2021, costs of $3.8 million related to the Separation were excluded fromadjusted
EBITDA. For the year ended December 31, 2020, the $7.8 million gain on the sale of Precima, net of transaction costs, was
excluded fromadjusted EBITDA.

®  BrandLoyalty. Adjusted EBITDA decreased $10.0 million, or 24%, to $32.1 million for the year ended December 31, 2021
primarily due to the decrease in revenue as discussed above. For the year ended December 31, 2021, $50.0 million of
goodwill impairment and costs of $9.4 million associated with the Separation were excluded fromadjusted EBITDA.

o Corporate/Other. Adjusted EBITDA decreased $1.1 million to $(13.9) million for the year ended December 31, 2021 as
compared to $(12.8) million for the year ended December 31, 2019 due to an increase in payroll and benefits. For the year
ended December 31, 2021, costs of $4.5 million associated with the Separation have been excluded fromadjusted EBITDA.

Year ended December 31, 2020 compared to the year ended December 31, 2019

Refer to Item2, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” included in of
our registration statement on Form 10, filed with SEC on October 13, 2021, for a discussion of our 2020 results compared to 2019,
which discussion is incorporated by reference herein.

Liquidity and capital resources

Historically, our primary source of liquidity has been cash generated from operating activities. We expanded this source with
our new credit facility and may expand these sources with future issuances of debt or equity securities. Our primary uses of cash
are for ongoing business operations, repayment of our debt, capital expenditures and investments.

We believe that internally generated funds and other sources of liquidity discussed below will be sufficient to meet working
capital needs, capital expenditures, and other business requirements for at least the next 12 months. We believe we will meet known
or reasonably likely future cash requirements through the combination of cash generated from operating activities, available cash
balances and available borrowings through the issuance of third-party debt. If these sources of liquidity need to be augmented,
additional cash requirements would likely be financed through the issuance of debt or equity securities; however, there can be no
assurances that we will be able to obtain additional debt or equity financing on acceptable terms in the future. In addition, the
continued volatility in the financial and capital markets due to COVID-19 may limit our access to, or increase our cost of, capital or
make capital unavailable on terms acceptable to us or at all.

Our ability to fund our operating needs will depend on our future ability to continue to generate positive cash flow from
operations and obtain debt or equity financing on acceptable terms.

Cash flow activity for the years ended December 31, 2021, 2020 and 2019
Operating Activities. We generated cash flow from operating activities of $179.6 million, $216.3 million, and $105.7 million for

the years ended December 31, 2021, 2020, and 2019, respectively. The decrease in operating cash flows in 2021 of $36.7 million was
impacted by lower profitability and a decrease of working capital. In 2020, operating
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cash flows increased $110.6 million due to decreases in working capital due in most part by COVID-19 impacts in the market.

Investing Activities. Cash used in investing activities was $65.3 million, $65.7 million and $53.0 million for the years ended
December 31, 2021, 2020 and 2019, respectively. Significant components of investing activities are as follows:

®  Redemption settlement assets, restricted. The cash used fromredemption settlement assets, restricted was $51.9. million,
$40.7 million, and $9.5 million for the years ended December 31, 2021, 2020, and 2019, respectively. The increase in cash
used was attributable to an increase in investments, as AIR MILES reward miles issued were greater than AIR MILES
reward miles redeemed.

e  Capital expenditures. Cash paid for capital expenditures was $18.2 million, $24.3 million, and $41.5 million for the years
ended December 31, 2021, 2020, and 2019, respectively. In 2022, we plan to invest an incremental $20.0 million to $25.0
million of capital expenditures towards enhancing our Collector-facing digital platforms, while also upgrading our data and
analytics capabilities so we can serve our clients better.

®  Proceeds from the sale of investments in unconsolidated subsidiaries — related party. In 2021, we sold our investment in
Comenity Canada L.P. for $4.1 million. In 2019, we sold our investment in ICOM Information & Communications L.P.
(“ICOM™) to a subsidiary of ADS for $4.0 million.

®  [nvestments in unconsolidated subsidiaries — related party. We made investments in unconsolidated subsidiaries —
related party of $0.7 million and $6.1 million, for the years ended December 31, 2020 and 2019, respectively. We made
contributions to Comenity Canada L.P. of $0.7 million for the years ended December 31, 2020, and 2019, respectively. In
2019, we also made a contribution to ICOM of $5.3 million to fund certain losses.

o  Distributions from investment in unconsolidated subsidiary — related party. We received distributions from Comenity
Canada L.P of $0.8 million for the year ended December 31, 2021.

Financing Activities. Cash used in financing activities was $216.2 million, $2.6 million, and $42.9 million for the years ended
December 31, 2021, 2020 and 2019, respectively.

In connection with the Separation with ADS, we entered into a senior secured credit facility in the amount of $675.0 million and
paid $22.9 million in debt issuance costs. In connection with the Separation, we made a distribution to ADS of $750.0 million, and
ADS made a contribution of $5.6 million. In the first quarter of 2021, we also paid a dividend of $124.2 million to ADS, of which $4.2
million was withheld for taxes.

In 2019, a capital contribution of $288.7 million received from ADS was used to repay existing amounts under BrandLoyalty’s
credit agreement and amounts owed under certain note payable agreements to subsidiaries of ADS.

Additionally, cash used in financing transactions reflecting transactions with ADS were $4.0 million, $2.6 million, and $28.4
million for the years ended December 31, 2021, 2020, and 2019 respectively.

Debt

Credit Agreement

On November 3, 2021, Loyalty Ventures entered into a senior secured credit agreement that provides a $175.0 million term loan
A facility, a $500.0 million termloan B facility, which was issued at 98.0% of the aggregate principal amount, and a revolving credit

facility in the maximum amount of $150.0 million, collectively the Credit Agreement. The termloan A and revolving credit facility will
mature November 3, 2026. The term loan B will mature November 3,
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2027. The proceeds of the termloans were used to finance a portion of the $750.0 million distribution by Loyalty Ventures on
November 3, 2021 to ADS in connection with the Separation.

Loyalty Ventures will be required to make quarterly principal amortization payments in equal installments in an aggregate
amount of 7.5% per annum of the initial aggregate principal amount of each of the termloan A and termloan B. Commencing with
the fiscal year ending December 31, 2022, the Credit Agreement requires, on an annual basis, the prepayment of the termloan B
with either 0%, 25% or 50% of Excess Cash Flow, depending on the Consolidated Secured Leverage Ratio, as defined in the Credit
Agreement.

The Credit Agreement contains customary representations and warranties and affirmative and negative covenants. These
covenants, among other things, limit additional indebtedness, additional liens, sales of assets, mergers and consolidations,
distributions and other restricted payments, and transactions with affiliates.

As of December 31, 2021, we had $175.0 million and $500.0 million outstanding under the termloan A and B facility,
respectively. Availability under the revolving credit facility was $137.5 million, with no borrowings but with $12.5 million in letters
of credit outstanding. Our consolidated total leverage ratio, as defined in our Credit Agreement, was under 4 to 1 at December 31,
2021, as compared to the maximum covenant ratio of 5 to 1.

As of December 31, 2021, we were in compliance with our debt covenants.

BrandLoyalty Credit Agreement

In April 2020, BrandLoyalty entered into a new credit agreement that provided for a committed revolving line of credit of €30.0
million, an uncommitted revolving line of credit of €30.0 million, and an accordion feature permitting BrandLoyalty to request an
increase in either the committed or uncommitted line of credit up to €80.0 million in aggregate.

In the first quarter of 2021, BrandLoyalty and certain of its subsidiaries, as borrowers and guarantors, amended its credit
agreement to extend the maturity date by one year from April 3, 2023 to April 3, 2024. During 2021, no amounts were outstanding

under the BrandLoyalty credit agreement, which was terminated in connection with entering into the Credit Agreement.

See Note 15, “Debt,” of the Notes to Consolidated and Combined Financial Statements for additional information regarding our
debt.

Contractual Obligations
In the normal course of business, we enter into various contractual obligations that may require future cash payments. Our

future cash payments associated with our contractual obligations and commitments to make future payments by type and period as
of December 31, 2021 are summarized below:

2022 2023 2024 2025 2026 Thereafter Total
(in thousands)
Long-term debt(®) $ 82619 $§ 8,619 § 82619 $§ 8,619 $ 190829 § 333333 § 854,638
Operating leases 15,073 14,250 13,369 12,841 12,429 77,427 145,389
ASC 740 obligations — — — — — — —
Purchase obligations() 158,389 39,409 32,956 8,065 7,678 = 246,497
Total $ 256,081 $ 136278 $§ 128944 $ 103,525 $ 210936 $ 410,760 $ 1,246,524

(1) Long-termdebt represents our estimated debt service obligations, including both principal and interest. Interest was based on
the interest rates in effect as of December 31, 2021, applied to the contractual repayment period.

@  Accounting Standards Codification (“ASC”) 740, “Income Taxes,” obligations do not reflect unrecognized tax benefits of $19.8
million, of which the timing remains uncertain.
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() Purchase obligations are defined as an agreement to purchase goods or services that is enforceable and legally binding and
specifying all significant terms, including the following: fixed or minimum quantities to be purchased; fixed, minimum or
variable price provisions; and approximate timing of the transaction. The purchase obligation amounts disclosed above
represent estimates of the minimum for which we are obligated and the time period in which cash outflows will occur. Purchase
orders and authorizations to purchase that involve no firm commitment from either party are excluded fromthe above table.
Purchase obligations include inventory or reward purchase commitments, sponsor commitments under our AIR MILES Reward
Program, minimumroyalty fee guarantees under license agreements, minimum payments under support and maintenance
contracts and agreements to purchase other goods and services.

We believe that we will have access to sufficient resources to meet these commitments.
Discussion of critical accounting estimates

Our discussion and analysis of our financial condition and results of operations is based upon our consolidated and combined
financial statements, which have been prepared in accordance with accounting policies that are described in the Notes to
Consolidated and Combined Financial Statements for the year ended December 31, 2021. The preparation of the consolidated and
combined financial statements requires management to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. We continually evaluate our
judgments and estimates in determination of our financial condition and operating results. Estimates are based on information
available as ofthe date of the financial statements and, accordingly, actual results could differ fromthese estimates, sometimes
materially. Critical accounting estimates are defined as those that are both most important to the portrayal of our financial condition
and operating results and require management’s most subjective judgments. The primary critical accounting estimates are
described below.

Revenue recognition

AIR MILES Reward Program. The AIR MILES Reward Program collects fees, or consideration, fromits sponsors based on the
number of AIR MILES reward miles issued and, in limited circumstances, the number of AIR MILES reward miles redeemed. Total
consideration fromthe issuance of AIR MILES reward miles is allocated to three performance obligations: redemption, service, and
brand. As the standalone selling price is not directly observable, we estimate the standalone selling price for each performance
obligation using either the adjusted market assessment or cost plus a margin approach. The transaction price is allocated to the
separate performance obligations on a relative standalone selling price basis.

The estimated standalone selling price for the redemption and the service performance obligations are based on cost plus a
reasonable margin. The estimated standalone selling price of the brand performance obligation is determined using a relief from
royalty approach. Accordingly, management determines the estimated standalone selling price by considering multiple inputs and
methods, including discounted cash flows and available market data in consideration of applicable margins and royalty rates to
utilize. The margins and royalty rates used in the determination of the fair value have remained relatively consistent for the years
ended December 31, 2021, 2020, and 2019.

The number of AIR MILES reward miles issued and redeemed are factored into the estimates, as management estimates the
standalone selling prices and volumes over the term of the respective agreements in order to determine the allocation of
consideration to each performance obligation delivered. The redemption performance obligation incorporates the expected number
of AIR MILES reward miles to be redeemed, and therefore, the amount of redemption revenue recognized is subject to
management’s estimate of breakage, or those AIR MILES reward miles estimated to be unredeemed by the collector base. Our AIR
MILES reward miles do not expire with the exception of cases of inactivity, which occurs when a collector account has had no
transactional activity for 24 consecutive months. Additionally, the estimated life of an AIR MILES reward mile impacts the timing of
revenue recognition.

Breakage and the life of an AIR MILES reward mile are based on management’s estimate after viewing and analyzing various

historical trends including collector behavior, as well as factors related to a collector’s account and level of engagement that are
expected to be indicative of the likelihood of future redemption. We use a statistical model
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to analyze our breakage estimate and update the model at least annually. We also analyze vintage analysis, current run rates and
other pertinent factors, such as the impact of macroeconomic factors and changes in the programstructure.

For the years ended December 31, 2021, 2020 and 2019, our estimated breakage rate remained 20%. Our cunmulative redemption
rate, which represents programto date redemptions divided by programto date issuance, is 69% as of December 31, 2021. We
expect the ultimate redemption rate will approximate 80% based on our historical redemption pattems, statistical regression models,
and consideration of enacted program changes, as applicable.

For the years ended December 31, 2021, 2020 and 2019, our estimated life of an AIR MILES reward mile remained 38 months.
We estimate that a change to the estimated life of an AIR MILES reward mile of one month would impact revenue by approximately
$4 million. Any future changes in collector behavior could result in further changes in our estimates of breakage or life of an AIR
MILES reward mile.

As of December 31, 2021, we had $1,022.0 million in deferred revenue related to the AIR MILES Reward Program that will be
recognized in the future. Further information is provided in Note 3, “Revenue,” of the Notes to Consolidated and Combined
Financial Statements for the year ended December 31, 2021.

Goodwill

We test goodwill for impairment annually, or when events and circumstances change that would indicate the carrying value
may not be recoverable.

For the 2021 annual impairment test, we performed a quantitative analysis for the AIR MILES Reward Program and
BrandLoyalty reporting units under ADS. The fair value of the reporting units was estimated using a discounted cash flow analysis
based on management’s estimates of forecasted cash flows, with those cash flows discounted to present value using rates
commensurate with the risks associated with those cash flows. The valuation includes assumptions related to revenue growth and
profit performance, capital expenditures, the discount rate and other assumptions that are judgmental in nature. Changes in these
estimates and assumptions could materially affect the results of our tests for goodwill impairment. As of the annual impairment test,
goodwill for the AIR MILES Reward Programand the BrandLoyalty reporting units was $198.5 million and $527.1 million,
respectively, and it was determined there was no impairment of goodwill on these reporting units, as the fair value of each of the
AIR MILES Reward Programand BrandLoyalty reporting unit exceeded its carrying value by more than 190% and less than 10%,
respectively.

Due to the continued impact of the COVID-19 pandemic, including supply chain disruptions in the fourth quarter of 2021
negatively impacting program performance and issuing revised downward guidance in December 2021, we believed it was more
likely than not that the fair value of the BrandLoyalty reporting unit was less than its carrying value, and performed an interim
impairment test on the BrandLoyalty reporting unit as of December 31, 2021. To determine the fair value of the BrandLoyalty
reporting unit, we utilized an income approach and discounted cash flow model. The most significant estimates and assumptions
inherent in the discounted cash flow model were the forecasted revenue growth rate, forecasted margin, the discount rate and the
terminal growth rate. These assumptions are unobservable inputs classified as Level 3 under the fair value hierarchy of ASC 820,
“Fair Value Measurement.” The projections for revenue and gross margin are based on a nmultiyear forecast, which reflects a
recovery fromthe COVID-19 pandemic during the forecast period and normalization of supply chain constraints. The discount rate
was based on an estimated weighted average cost of capital and a specific risk premium for the BrandLoyalty reporting unit. The
components of weighted average cost of capital, which includes the cost of equity and debt, and the specific risk premium, requires
judgment by management to estimate. Based on the results of the interim goodwill impairment test, we recorded an impairment
charge of $50.0 million, which reduced the goodwill balance of the BrandLoyalty reporting unit by approximately 10%.

The goodwill balances as of December 31, 2021 for the AIR MILES Reward Programand BrandLoyalty reporting units were
$194.8 million and $455.2 million, respectively. See Note 11, “Intangible Assets and Goodwill,” of the Notes to Consolidated and
Combined Financial Statements for additional information.
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As with all assumptions, there is an inherent level of uncertainty and actual results, to the extent they differ fromthose
assumptions, could have a material impact on fair value. For example, a reduction in customer demand would impact our assumed
growth rate resulting in a reduced fair value. The loss of a major customer or program could have a significant impact on the future
cash flows of the reporting unit(s). Potential events or circumstances could have a negative effect on the estimated fair value. In
addition, the COVID-19 pandemic and continuing uncertainty in the macroeconomic environment and future deterioration in the
economy could adversely impact our reporting units and result in an additional goodwill impairment charge that could be material.

Allowance for Inventory Obsolescence

We use certain estimates and judgments to value inventory. Inventory is stated at the lower of cost or net realizable value. We
review our inventories for excess or obsolete products. Based on an analysis of historical usage, management’s evaluation of
estimated future demand, market conditions, and alternative uses for possible excess or obsolete inventory, carrying values are
adjusted. The carrying value is reduced regularly to reflect the age and current anticipated product demand. If actual demand
differs fromthe estimates, additional reductions would be necessary in the period such determination is made. Excess and obsolete
inventory is periodically disposed of through sale to third parties, scrapping, or other means. A 10% increase or decrease in our
estimate of allowance for obsolescence at December 31, 2021 would impact our cost of operations by approximately $1.4 million.

Income taxes

We account for uncertain tax positions in accordance with ASC 740, “Income Taxes.” The application of income tax law is
inherently complex. Laws and regulations in this area are voluminous and are often ambiguous. As such, we are required to make
many subjective assumptions and judgments regarding our income tax exposures. Interpretations of, and guidance surrounding,
income tax laws and regulations change over time. Changes in our subjective assumptions and judgments can materially affect
amounts recognized in the consolidated and combined balance sheets and statements of income. See Note 21, “Income Taxes,” of
the Notes to Consolidated and Combined Financial Statements for additional detail on our uncertain tax positions and further
information regarding ASC 740.

Recently issued and adopted accounting s tandards

See “Recently Issued Accounting Standards” under Note 2, “Summary of Significant Accounting Policies,” of the Notes to
Consolidated and Combined Financial Statements for the year ended December 31, 2021 for a discussion of certain accounting
standards that we have recently adopted and certain accounting standards that we have not yet been required to adopt and may be
applicable to our future financial condition, results of operations or cash flows.

Item7A. Quantitative and Qualitative Disclosures About Market Risk.

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

Foreign currency exchange rate risk

We are exposed to fluctuations in the exchange rate between primarily the U.S. and the Canadian dollar and between the U.S.
dollar and the Euro. For the year ended December 31, 2021, an additional 10% decrease in the strength of the Canadian dollar
versus the U.S. dollar and the Euro versus the U.S. dollar would have resulted in an additional decrease in pre-tax income of
approximately $12.3 million and $4.3 million, respectively. Conversely, a corresponding increase in the strength of the Canadian
dollar or the Euro versus the U.S. dollar would result in a comparable increase to pre-taxincome in these periods.
Interest Rate Risk

We have variable-rate debt under the Credit Agreement entered into in November 2021, more fully described in Note 15,

“Debt,” of the Notes to Consolidated and Combined Financial Statements and are subject to interest rate risk in
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connection with amounts outstanding under the Credit Agreement. Our interest expense, net was $5.5 million for 2021. Our Credit
Agreement allows for the London interbank offered rate (LIBOR) to be phased out and replaced with the Secured Overnight
Financing Rate and therefore we do not anticipate a material impact by the expected upcoming LIBOR transition. To manage our
risk from market interest rates, we actively monitor interest rates and other interest sensitive components to minimize the impact
that changes in interest rates have on the fair value of assets, net income and cash flow.

The approach we use to quantify interest rate risk is a sensitivity analysis, which we believe best reflects the risk inherent in
our business. This approach calculates the impact on pre-tax income froman instantaneous and sustained increase or decrease in
interest rates of 1%. In 2021, a 1% increase or decrease in interest rates on our variable-rate debt, which was outstanding for
approximately two months, would have resulted in a change to our interest expense of approximately $1.1 million. Our use of this
methodology to quantify the market risk of financial instruments should not be construed as an endorsement of its accuracy or the
appropriateness of the related assumptions.

Item8. Financial Statements and Supplementary Data.

Our consolidated and combined financial statements begin on page F-1 of this Form 10-K.

Item9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item9A. Controls and Procedures.
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

As of December 31, 2021, 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 December 31, 2021, 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.

Management’s Report on Internal Control Over Financial Reporting
This Annual Report on Form 10-K does not include a report of management’s assessment regarding internal control over

financial reporting or an attestation report of our independent registered public accounting firm due to a transition
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period established by the SEC for newly public companies. In addition, while remaining an emerging growth company we will not
require an attestation report from our independent registered public accounting firm.

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal control over financial reporting that occurred during our fourth quarter 2021 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
Item9B. Other Information.

None.

Item9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections.

None.

PART I

Ttem 10. Directors, Executive Officers and Corporate Governance.

Incorporated by reference to the Proxy Statement for the 2022 Annual Meeting of our stockholders, which will be filed with the
SEC not later than 120 days after December 31, 2021.
Item11. Executive Compensation.

Incorporated by reference to the Proxy Statement for the 2022 Annual Meeting of our stockholders, which will be filed with the
SEC not later than 120 days after December 31, 2021.
Ttem12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Incorporated by reference to the Proxy Statement for the 2022 Annual Meeting of our stockholders, which will be filed with the
SEC not later than 120 days after December 31, 2021.
Item13. Certain Relationships and Related Transactions, and Director Independence.

Incorporated by reference to the Proxy Statement for the 2022 Annual Meeting of our stockholders, which will be filed with the
SEC not later than 120 days after December 31, 2021.
Item 14. Principal Accountant Fees and Services.

Incorporated by reference to the Proxy Statement for the 2022 Annual Meeting of our stockholders, which will be filed with the
SEC not later than 120 days after December 31, 2021.
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Ttem 15.

PART IV

Exhibits, Financial Statement Schedules.

a) The following are filed as part of this 10-K:

@

®
©)

Exhibit No.

The following financial statements are included in Part II, Item 8 of this 10-K:

e Consolidated and Combined Balance Sheets as of December 31, 2021 and 2020,

e (Consolidated and Combined Statements of Income for the years ended December 31, 2021, 2020 and 2019;

e (Consolidated and Combined Statements of Comprehensive Income (Loss) for the years ended December 31, 2021,
2020 and 2019;

e Consolidated and Combined Statements of Stockholders’ Equity for the years ended December 31, 2021, 2020 and
2019;

e Consolidated and Combined Statements of Cash Flows for the years ended December 31, 2021, 2020 and 2019;

o Notes to Consolidated and Combined Financial Statements; and

® Report of our Independent Registered Public Accounting Firm.

Financial Statement Schedule II

The following exhibits are filed as part of this 10-K or, where indicated, were previously filed and incorporated in this

10-K by reference.

Incorporated by Reference

Description Form Exhibit Filing Date

2.1%

3.1
32
4.1*

10.1%

10.2%

10.3%

104

10.5

Separation and Distribution Agreement between Alliance Data Systems 8-K 2.1 11/8/2021
Corporation and Loyalty Ventures Inc., dated November 3, 2021.

Amended and Restated Certificate of Incorporation of Loyalty Ventures Inc. 8-K 3.1 11/8/2021
Amended and Restated Bylaws of Loyalty Ventures Inc. 8-K 32 11/8/2021
Description of Registrant’s Common Stock

Transition Services Agreement between Alliance Data Systems Corporation 8-K 10.1 11/8/2021
and [oyalty Ventures Inc., dated November 5. 2021.

Tax Matters Agreement between Alliance Data Systems Corporation and 8-K 10.2 11/8/2021
Loyalty Ventures Inc.. dated November 5, 2021.

Employee Matters Agreement between Alliance Data Systems Corporation 8-K 10.3 11/8/2021
and Loyalty Ventures Inc.. dated November 5, 2021.

First Amendment to Employee Matters Agreement between Alliance Data 8-K 10.2 12/7/2021
Systems Corporation and Loyalty Ventures Inc., dated December 6, 2021.

Registration Rights Agreement between Alliance Data Systems Corporation 8-K 104 11/8/2021
and Loyalty Ventures Inc.. dated November 5, 2021.
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10.6%

10.7%

10.8%

10.9%%

10.10*
10.11
10.12

10.13+

10.14+

10.15*

10.16+*%

10.17+*

21.1*

23.1*

Credit Agreement, dated as of November 3, 2021, by and among Loyalty 8-K
Ventures Inc., Brand Loyalty Group B.V., Brand Loyalty Holding B.V. and
Brand Loyalty International B.V., as borrowers, certain other subsidiaries as

guarantors., Bank of America N.A., as administrative agent and collateral agent,
and certain other lenders party thereto.

Amended and Restated License to Use the AIR MILES Trade Marks in 8-K
Canada. dated as of July 24, 1998, by and between Air Miles International

Holdings N.V. and Loyalty Management Group Canada Inc. (assigned by Air

Miles International Holdings N.V. to Air Miles International Trading B.V. by a

novation agreement dated as of July 18, 2001 and further assigned to AM

Royalties Limited Partnership. a wholly owned subsidiary of Diversified

Royalty Corp., in connection with an asset purchase agreement dated August

25.2017).

Amended and Restated License to Use and Exploit the AIR MILES Scheme in 8-K
Canada, dated July 24, 1998, by and between Air Miles Intemational Trading

B.V. and Loyalty Management Group Canada Inc. as assigned by Air Miles
International Trading B.V. to AM Royalties Limited Partnership. a wholly

owned subsidiary of Diversified Royalty Corp.. in connection with an asset

purchase agreement dated August 25, 2017.

Amended and Restated Program Participation Agreement by and between 10
LoyaltyOne. Co. and Bank of Montreal, dated as of November 1, 2017, as
amended.

Loyalty Ventures Inc. 2021 Omnibus Incentive Plan. S-8
Loyalty Ventures Inc. 2021 Fmployee Stock Purchase Plan. S-8
Form of Indemnification A greement for Officers and Directors. 10
Form of Time-Based Cash Award Agreement under the Loyalty Ventures Inc. 8-K

2021 Omnibus Incentive Plan.

Form of Time-Based Restricted Stock Unit Award A greement under the 8-K
Loyalty Ventures Inc. 2021 Ommnibus Incentive Plan.

Form of Non-employee Director Restricted Stock Unit Award A greement under 8-K
the Loyalty Ventures Inc. 2021 Omnibus Incentive Plan.

Form of Performance-Based Restricted Stock Unit Award Agreement under the
Loyalty Ventures Inc. 2021 Omnibus Incentive Plan.

Form of Employee Covenants Agreement (VP or Above).

Subsidiaries of the Registrant.

Consent of Deloitte & Touche LLP.
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31.1* Certification of Chief Executive Officer of Loyalty Ventures Inc. pursuant to
Rule 13a-14(a) promulgated under the Securities Exchange Act of 1934, as

amended.

31.2* Certification of Chief Financial Officer of Loyalty Ventures Inc. pursuant to
Rule 13a-14(a) pronmulgated under the Securities Exchange Act of 1934, as

amended.

32.1** Certification of Chief Executive Officer of Loyalty Ventures Inc. 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 Loyalty Ventures Inc. pursuant to
Rule 13a-14(b) promulgated under the Securities Exchange Act of 1934, as
amended, and Section 1350 of Chapter 63 of Title 18 of the United States Code.

101* The following financial information from Loyalty Ventures Inc.’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2021, formatted in
Inline XBRL: (i) Consolidated and Combined Balance Sheets, (ii) Consolidated
and Combined Statements of Income, (iii) Consolidated and Combined
Statements of Comprehensive Income (Loss), (iv) Consolidated and Combined
Statements of Equity, (v) Consolidated and Combined Statements of Cash
Flows and (vi) Notes to Consolidated and Combined Financial Statements.

104* Cover Page Interactive Data File (formatted in Inline XBRL and contained in
Exhibit 101).

* Filed herewith

**  Furnished herewith

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

%% Pursuant to Item 601(b)(10)(iv) of Regulation S-K, certain identified information has been excluded fromthis exhibit.

+  Management contract, compensatory plan or arrangement

Item16. Form 10-K Summary.

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Loyalty Ventures Inc. has duly
caused this annual report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: February 28, 2022

LOYALTY VENTURES INC.

By: /s/ CHARLES L. HORN

Charles L. Horn

President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following

persons on behalf of Loyalty Ventures Inc. and in the capacities and on the dates indicated.

Name

Title

Date

/s/ CHARLES L. HORN

Charles L. Horn

/s/ JOHN J. CHESNUT

John J. Chesnut

/s/ LAURA SANTILLAN

Laura Santillan

/s/ ROGER H. BALLOU

Roger H. Ballou

/s/ GRAHAM W. ATKINSON

Graham W. Atkinson

/s/ RICHARD A. GENOVESE

Richard A. Genovese

/s/ BARBARA L. RAYNER

Barbara L. Rayner

President, Chief Executive
Officer and Director

Executive Vice President and
Chief Financial Officer

Senior Vice President and

Chief Accounting Officer

Chair of the Board, Director

Director

Director

Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and the Board of Directors of Loyalty Ventures Inc.
Opinion on the Financial Statements

We have audited the accompanying consolidated and combined balance sheets of Loyalty Ventures Inc. and subsidiaries (the
“Company”) as of December 31, 2021 and 2020, the related consolidated and combined statements of income, comprehensive
incone (loss), equity, and cash flows for each of the three years in the period ended December 31, 2021, and the related notes and
Schedule II (collectively referred to as the “financial statements™). In our opinion, the financial statements present fairly, in all
material respects, the financial position of the Company as of December 31, 2021 and 2020, and the results of its operations and its
cash flows for each of the three years in the period ended December 31, 2021, in conformity with accounting principles generally
accepted in the United States of America.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the
Company’s financial statements based on our audits. We are a public accounting firmregistered with the Public Company
Accounting Oversight Board (United States) (PCAOB) and are required to be independent with respect to the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and performthe
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error
or fraud. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial
reporting. As part of our audits we are required to obtain and understanding of internal control over financial reporting but not for
the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly,
we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to
error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis,
evidence regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting
principles used and significant estimates made by management, as well as evaluating the overall presentation of the financial
statements. We believe that our audits provide a reasonable basis for our opinion.

Emphasis of a Matter
As discussed in Note 25 to the financial statements, the financial statements include allocations of expenses fromthe former Parent,

Alliance Data Systems Corporation. These allocations may not be reflective of the actual level of costs which would have been
incurred had the Company operated as a separate entity apart fromthe Parent.

/s/ Deloitte & Touche LLP

Dallas, Texas
February 28, 2022

We have served as the Company’s auditor since 1998.
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LOYALTY VENTURES INC.

CONSOLIDATED AND COMBINED BALANCE SHEETS

ASSETS
Cash and cash equivalents

Accounts receivable, net, less allowance for doubtful accounts ($4.7 million and $4.0

million at December 31, 2021 and 2020, respectively)

Inventories, net, less allowance for obsolescence ($13.5 million and $10.9 million at

December 31, 2021 and 2020, respectively)
Redemption settlement assets, restricted
Other current assets

Total current assets
Property and equipment, net
Right of use assets - operating
Deferred tax asset, net
Intangible assets, net
Goodwill
Investment in unconsolidated subsidiary — related party
Other non-current assets

Total assets

LIABILITIES AND EQUITY

Accounts payable
Accrued expenses
Deferred revenue
Current operating lease liabilities
Current debt
Other current liabilities

Total current liabilities
Deferred revenue
Long-term operating lease labilities
Long-term debt
Other liabilities

Total liabilities
Commitments and contingencies (Note 17)

Common stock, $0.01 par value; authorized, 200,000 shares; issued, 24,585 shares at

December 31, 2021

Additional paid-in-capital

Accumulated deficit

Parent’s net investment

Accumulated other comprehensive (loss) income
Total equity

Total Liabilities and equity

December 31,

2021

2020

(in thousands, except per share amounts)

$ 167,601  $ 278,841
288,251 270,559

188,577 164,306

735,131 693,461

28,627 23,000

1,408,187 1,430,167

79,959 97,916

99,515 113,870

58,128 70,137

3,095 5,097

649,958 735,898

— 854

24,885 4,125

$ 2323727 $ 2,458,064
$ 103482 $ 74818
144,997 67,056

924,789 898,475

10,055 9,942

50,625 -

118,444 64,990
1,352,392 1,115,281

97,167 105,544

103,242 117,648

603,488 —

20,874 25,290

2,177,163 1,363,763

246 -

266,775 —

(55,383) —

— 1,093,920

(65,074) 381

146,564 1,094,301

$ 2323727 $ 2,458,064

See accompanying notes to the consolidated and combined financial statements.
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LOYALTY VENTURES INC.

CONSOLIDATED AND COMBINED STATEMENTS OF INCOME

Revenues

Redemption, net

Services

Other

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

Goodwill impairment

Total operating expenses

Operating income
Gain on sale of a business
Interest expense (income), net
Income before income taxes and (income) loss frominvestment in unconsolidated
subsidiaries
Provision for income taxes
(Income) loss frominvestment in unconsolidated subsidiaries — related party, net of tax
Net income

Net income per share (Note 4):
Basic
Diluted

Weighted average shares (Note 4):
Basic
Diluted

Years Ended December 31,

2021

2020

2019

(in thousands, except per share amounts)

$ 444305 § 473067 $ 637,321
269,073 264,050 367,647
21,839 27,689 28,163
735,307 764,806 1,033,131
573,246 587,615 847,552
20,011 14315 14,823
34,944 28,988 32,152
1,740 48,953 48,027
50,000 — —
679,941 679,871 042,554
55,366 84,935 90,577

— (10,876) —
5,534 (834) 2335
49,832 96,645 88242
52,175 21,324 11,331
(4,067) 246 1,681

$ 1724 S 75005 § 75230

$ 007 $ 305 § 3.06

$ 007 $§ 305 § 3.06
24,585 24,585 24,585
24,501 24,585 24,585

See accompanying notes to the consolidated and combined financial statements.
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LOYALTY VENTURES INC.
CONSOLIDATED AND COMBINED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Years Ended December 31,

2021 2020 2019
(in thousands)
Net income $ 1,724 $ 75075 $ 75,230
Other comprehensive income (loss):
Unrealized (loss) gain on securities available-for-sale (16,819) 18,551 6,405
Taxbenefit (expense) 693 (670) =
Unrealized (loss) gain on securities available-for-sale, net of tax (16,126) 17,881 6,405
Unrealized gain (loss) on cash flow hedges 2,514 (639) 115
Tax (expense) benefit (544) 72 24)
Unrealized gain (loss) on cash flow hedges, net of tax 1,970 (567) 91
Foreign currency translation adjustments (inclusive of contribution from Parent of
corporate entities of $0.4 million for the year ended December 31, 2021 and
deconsolidation of $3.9 million for the year ended December 31, 2020) (51,299) 75,133 (6,214)
Other comprehensive (loss) income, net of tax (65,455) 92,447 282
Total comprehensive (loss) income, net of tax $ (63,731) $ 167,522 $ 75512

See accompanying notes to the consolidated and combined financial statements.
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LOYALTY VENTURES INC.
CONSOLIDATED AND COMBINED STATEMENTS OF EQUITY
(in thous ands)
Accumulated
Additional Other
Parent's
Common Stock Paid-In Accumulated Net Comprehensive Total
Shares Amount Capital Deficit Investment Loss Equity
Balance as of January 1,2019 — $ — 3 — 3 — $ 697378 $ (92,348) $ 605,030
Net income — — — — 75,230 — 75,230
Other comprehensive income — — — — — 282 282
Change in Parent’s net investment — — — — 267,017 — 267,017
Balance as of December 31,2019 — $ — 3 — 3 — $1,039625 $ (92,066) $ 947,559
Net income — — — — 75,075 — 75,075
Other comprehensive income — — — — — 92,447 92,447
Change in Parent’s net investment — — — — (20,780) — (20,780)
Balance as of December 31,2020 — 8 — 3 — $ — $1,093920 $ 381  $1,094,301
Net (loss) income — — — (55,383) 57,107 — 1,724
Other comprehensive loss — — — — — (65,822) (65,822)
Change in Parent’s net investment — — — — (141,939) — (141,939)
Consideration paid to Parent in connection
with Separation — — — — (750,000) — (750,000)
Contribution from Parent of corporate entities — — 7,247 — — 367 7,614
Issuance of common stock and
reclassification of Parent's net investment 24,585 246 258,842 — (259,088) — —
Stock-based compensation — — 688 — — — 688
Other — — ?2) — — — 2
Balance as of December 31,2021 24585 $§ 246 $ 266,775 $  (55383) $ — § (65,074) $ 146,564

See accompanying notes to the consolidated and combined financial statements.
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LOYALTY VENTURES INC.
CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Deferred income tax expense (benefit)
Non-cash stock compensation
Loss from investments in unconsolidated subsidiaries — related party
Gain on sale of investment in unconsolidated subsidiary — related party
Gain on sale of a business
Asset impairment charges
Goodwill impairment
Change in other operating assets and liabilities, net of sale of business:
Change in deferred revenue
Change in accounts receivable
Change in accounts payable and accrued expenses
Change in other assets
Change in other liabilities
Other
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES :
Change in redemption settlement assets, restricted
Capital expenditures
Proceeds from the sale of investments in unconsolidated subsidiaries — related party
Investments in unconsolidated subsidiaries — related party
Distributions from investment in unconsolidated subsidiary — related party
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES :
Borrowings under debt agreements
Repayments of borrowings
Repayments of borrowings fromrelated parties
Payment of deferred financing costs
Contribution from Parent
Consideration paid to Parent in connection with Separation
Dividends paid to Parent
Net transfers to Parent
Net cash used in financing activities

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

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

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid
Income taxes paid, net

See accompanying notes to the consolidated and combined financial statements.
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Years Ended December 31,

2021 2020 2019
(in thousands)
$ 1,724 § 75075 $§ 75230
36,684 77,941 80,179
8,763 (3,502) (19,853)
6,259 7,017 9,076
60 246 1,681
(4,110) — —
— (10,876) —
— — 40,664
50,000 — —
9,990 60,826 2,943
13,145 64,194 (36,104)
29,868 (40,361) (50,459)
(37,061) 79,009 12,845
45,811 (86,787) (15,332)
18,443 (6,465) 4,829
179,576 216,317 105,699
(51,924) (40,677) (9,496)
(18,213) (24,319) (41,457)
4,055 — 4,000
— (736) (6,093)
795 — —
(65,287) (65,732) (53,046)
675,000 — 28,271
— — (203,634)
— — (127,845)
(22,852) — —
5,637 — 288,693
(750,000) — —
(120,000) — —
(3,972) (2,638) (28,393)
(216,187) (2,638) (42,908)
(3,025) 14,446 3,600
(104,923) 162,393 13,345
337,525 175,132 161,787
$ 232,602 $ 337,525 $§ 175,132
$ 5291 § 146 § 5,786
$ 39258 $§ 76750 $ 40,301
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LOYALTY VENTURES INC.
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS, SPINOFF AND BASIS OF PRESENTATION

Description of the Business—Loyalty Ventures Inc. (the “Company” or “Loyalty Ventures”) provides coalition and campaign-
based loyalty solutions through the Canadian AIR MILES® Reward Programand BrandLoyalty Group B.V. (“BrandLoyalty””). The
AIR MILES Reward Programis a full-service outsourced coalition loyalty program for its sponsors who pay a fee per AIR MILES
reward mile issued, in return for which the AIR MILES Reward Program provides all marketing, customer service, rewards and
redemption management. BrandLoyalty designs, implements, conducts and evaluates innovative and tailor-made loyalty programs
for high frequency retailers worldwide. These loyalty programs are designed to generate immediate changes in consumer behavior
and are offered across Europe and Asia, as well as around the world. The business represents the LoyaltyOne reportable segment
previously owned by Alliance Data Systems Corporation (“ADS” or “Parent”) that was spun off into Loyalty Ventures Inc. on
November 5, 2021.

Spinoff of the LoyaltyOne Segment—On October 13, 2021, the Board of Directors of ADS approved the previously
announced separation (the “Separation”) of its LoyaltyOne segment, into an independent, publicly traded company, Loyalty
Ventures Inc. The Separation was completed on November 5, 2021 through the pro rata distribution of 81% of the outstanding
shares of Loyalty Ventures to holders of ADS common stock at the close of business on the record date of October 27, 2021, with
ADS retaining the remaining 19% of the outstanding shares of Loyalty Ventures. ADS stockholders of record that did not sell their
rights to receive Loyalty Ventures stock before the close of business on November 5, 2021 received one share of Loyalty Ventures
common stock for every two and one-half (2.5) shares of ADS common stock. Additionally, Loyalty Ventures made a cash
distribution of $750.0 million to ADS on November 3, 2021 as part of the Separation. The distribution qualified as a tax-free
reorganization and a tax-free distribution to ADS and its stockholders for U.S. federal income tax purposes. On November 8, 2021,
“regular-way” trading of Loyalty Ventures’ common stock began on the Nasdaq Stock Market under the symbol “LYLT”.

In connection with the Separation, Loyalty Ventures entered into several agreements with ADS, including the Separation and
Distribution Agreement on November 3, 2021 and the remaining agreements described below on November 5, 2021, that, among
other things, effect the Separation and provide a framework for its relationship with ADS after the Separation:

*  Separation and Distribution Agreement. Governs the overall terms of the Separation. Generally, the Separation and
Distribution Agreement includes ADS’ and Loyalty Ventures’ agreements relating to the restructuring steps taken to
complete the Separation, including the assets and rights transferred, liabilities assumed and related matters. The
Separation and Distribution Agreement provides for ADS and Loyalty Ventures to transfer specified assets between the
companies that operate the LoyaltyOne segment after the Distribution, on the one hand, and ADS’ remaining businesses,
on the other hand.

*  TaxMatters Agreement. Governs ADS’ and Loyalty Ventures’ respective rights, responsibilities and obligations with
respect to taxes, including taxes arising in the ordinary course of business, and taxes, if any, incurred as a result of the
failure of the Distribution (and certain related transactions) to qualify for tax-free treatment for U.S. federal income tax
purposes. The Tax Matters Agreement also sets forth the respective obligations of the parties with respect to the filing of
taxreturns, the administration of tax contests and assistance and cooperation on tax matters. Under the Tax Matters
Agreement, ADS generally is responsible for all of the pre-Separation taxes of Loyalty Ventures and its subsidiaries
(“Loyalty Ventures Group”) and is entitled to all the Loyalty Ventures Group’s pre-Separation refunds, and Loyalty
Ventures is generally responsible for all post-Separation taxes with respect to the Loyalty Ventures Group. See Note 25,
“Related Party Transactions,” for additional information.

* Transition Services Agreement. Sets forth the terms on which each of Loyalty Ventures and ADS will provide certain

historically shared services to the other, on a transitional basis. Transition services will include various corporate,
administrative and information technology services. Both parties are obligated, subject to certain
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LOYALTY VENTURES INC.
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS — (CONTINUED)

customary exceptions, to provide such services in substantially the same manner as such services have been provided
during the 12-month period prior to the distribution. See Note 25, “Related Party Transactions,” for additional information.

*  Employee Matters Agreement. Governs each company’s respective compensation and benefit obligations with respect to
current and former employees, directors and consultants. The Employee Matters Agreement sets forth general principles
relating to employee matters in connection with the Separation, such as the assignment of employees, the assumption and
retention of liabilities and related assets, expense reimbursements, workers” compensation, leaves of absence, the
provision of comparable benefits, employee service credit, the sharing of employee information and duplication or
acceleration of benefits. See Note 18, “Share-based Payments,” for additional information.

*  Registration Rights Agreement. Provides ADS with certain customary demand registration, shelf takedown and piggyback
registration rights with respect to its shares of Loyalty Ventures’ common stock, subject to certain customary limitations.

Basis of Presentation—Prior to the Separation, the Company had historically operated as part of ADS and not as a standalone
company. The combined financial statements for the periods prior to the Separation date of November 5, 2021 have been derived
from ADS’ historical accounting records and are presented on a carve-out basis. The financial statements after the Separation date
of November 5, 2021 represent the consolidated financial statements of Loyalty Ventures. All revenues and expenses as well as
assets and liabilities directly associated with the business activity of the Company are included in the consolidated and combined
financial statements. The consolidated and combined financial statements also include allocations of certain general and
administrative expenses from ADS. ADS corporate overhead costs that directly or indirectly benefited Loyalty Ventures’ business
were allocated through the date of the Separation in 2021 and for the years ended December 31, 2020 and 2019. However, amounts
recognized by the Company are not necessarily representative of the amounts that would have been reflected in the consolidated
and combined financial statements had the Company operated independently of ADS. See Note 25, “Related Party Transactions,”
for additional information. ADS’ third-party long-term debt and the related interest expense have not been allocated for any of the
periods presented as the Company was not the legal obligor of such debt.

Parent’s net investment represents ADS’ interest in the recorded net assets of the Company prior to the Separation. All
significant transactions between the Company and Parent have been included in the accompanying consolidated and combined
financial statements. Transactions with Parent as contributions to the carve-out entity or distributions fromthe carve-out entity are
reflected in the accompanying consolidated and combined statements of equity as “Change in Parent’s net investment” and in the
accompanying consolidated and combined balance sheets within “Parent’s net investment.”

The consolidated and combined financial statements for the period from November 6, 2021 through December 31, 2021 were
based on the reported results of Loyalty Ventures as a standalone company and prepared on a consolidated basis.

All significant intercompany accounts and transactions between the businesses comprising the Company have been
eliminated in the accompanying consolidated and combined financial statements.

The Company’s consolidated and combined financial statements and accompanying notes have been prepared in accordance
with accounting principles generally accepted in the United States of America (“GAAP”). The preparation of financial statements in
conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported amount of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ fromthose estimates. The Company’s consolidated
and combined financial statements and accompanying notes are presented in U.S. Dollar (“USD”), the Company’s reporting
currency.
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LOYALTY VENTURES INC.
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS — (CONTINUED)

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation—The accompanying consolidated and combined financial statements include the accounts of the
Company in which it has a controlling financial interest. Controlling financial interest is determined by a majority ownership interest
and the absence of substantive third party participating rights. For investments in any entities in which the Company owns 50% or
less of the outstanding voting stock but has significant influence over operating and financial decisions, the equity method of
accounting is applied. The equity method of accounting is also applied to investments in any entities in which the Company has a
majority ownership interest but does not have a controlling financial interest due to substantive participating rights held by the
minority owner.

Cash and Cash Equivalents—The Company considers all highly liquid investments with an original maturity of three months
or less to be cash equivalents.

Accounts Receivable, net—Accounts receivable, net consist primarily of amounts receivable from customers, which are
recorded at the invoiced amount and do not bear interest. The Company maintains an allowance for doubtful accounts for
estimated credit losses inherent in its accounts receivable. The Company analyzes the appropriateness of its allowance for doubtful
accounts based on its assessment of various factors, including customer-specific experience, the age of the accounts receivable
balance, customer creditworthiness, current economic trends, and changes in its customer payment terms and collection trends.
Account balances are charged-off against the allowance after all reasonable means of collection have been exhausted and the
potential for recovery is considered remote.

Inventories, net—Inventories, net are stated at the lower of cost and net realizable value and valued primarily on a first-in-first-
out basis. The Company records valuation adjustments to its inventories if the cost of inventory exceeds the amount it expects to
realize fromthe ultimate sale or disposal of the inventory. These estimates are based on management’s judgment regarding future
market conditions and an analysis of historical experience.

Redemption Settlement Assets, Restricted—The cash and investments related to the redemption fund for the AIR MILES
Reward Programare subject to a security interest which is held in trust for the benefit of funding redemptions by consumers,
referred to as collectors. These assets are restricted to funding rewards for the collectors by certain of the Company’s sponsor
contracts. Investments in equity securities are stated at fair value, with holding gains and losses recognized through net income.
Investments in debt securities are stated at fair value, with the unrealized gains and losses, net of tax, reported as a component of
accumulated other comprehensive income (loss), as the investments are classified as available-for-sale.

Property and Equipment—Fumiture, equipment, computer software and development and leasehold improvements are carried
at cost, less accumulated depreciation and amortization. Depreciation and amortization for furniture and equipment are computed
on a straight-line basis, using estimated lives ranging fromtwo to ten years. Software development is capitalized in accordance with
Accounting Standards Codification (“ASC”) 350-40, “Intangibles — Goodwill and Other — Intemal-Use Software,” and is amortized
on a straight-line basis over the expected benefit period, which ranges fromthree to five years. Leasehold improvements are
amortized over the remaining lives of the respective leases or the remaining useful lives of the improvements, whichever is shorter.
Long-lived assets are tested for impairment when events or conditions indicate that the carrying value of an asset may not be fully
recoverable from future cash flows.

Goodwill—Goodwill is not amortized, but is reviewed at least annually for impairment or more frequently if circumstances
indicate that an impairment is probable, using qualitative or quantitative analysis. See Note 11, “Intangible Assets and Goodwill,”
for additional information.

Intangible Assets—The Company’s identifiable intangible assets consist of amortizable intangible assets that are amortized on

a straight-line basis over their respective estimated useful lives. The intangible assets are tested for
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LOYALTY VENTURES INC.
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS — (CONTINUED)

impairment when events or conditions indicate that the carrying value of an asset may not be fully recoverable from future cash
flows. Costs incurred to renew or extend the terms of intangible assets are expensed as incurred.

Income Taxes—Prior to the Separation, the Company’s operations were included in the consolidated U.S. federal, and certain
state and local income taxreturns filed by the Parent, where applicable. The Company also files certain separate foreign taxreturns.
Income tax expense and other income taxrelated information contained in the consolidated and combined financial statements are
presented on a separate return basis, which requires us to estimate tax expense as if the Company filed a hypothetical separate
return apart fromthe Parent. Subsequent to the Separation, the Company’s U.S. federal and certain state and local income tax
returns will be filed as a separate company.

Income taxes reported in eamings also include deferred income tax provisions and provisions for uncertain tax positions.
Deferred income tax assets and liabilities are computed on differences between the financial statement bases and taxbases of
assets and liabilities at the enacted taxrates. Changes in deferred income tax assets and liabilities associated with components of
other comprehensive income are charged or credited directly to other comprehensive income. Otherwise, changes in deferred
income taxassets and liabilities are included as a component of income tax expense. The effect on deferred income taxassets and
liabilities attributable to changes in enacted taxrates are charged or credited to income tax expense in the period of enactment.
Valuation allowances are established for certain deferred tax assets when realization is less than more-likely-than-not.

Liabilities are established for uncertain tax positions taken or positions expected to be taken in income taxreturns when such
positions, in our judgment, do not meet a more-likely-than-not threshold based on the technical merits of the positions.
Additionally, liabilities may be established for uncertain tax positions when, in our judgment, the more-likely-than-not threshold is
met, but the position does not rise to the level of highly certain based upon the technical merits of the position. Estimated interest
and penalties related to uncertain tax positions are included as a component of income tax expense.

Derivative Instruments—The Company uses derivatives to manage its exposure to various financial risks. The Company does
not enter into derivatives for trading or other speculative purposes. Certain derivatives used to manage the Company’s exposure to
foreign currency exchange rate movements are not designated as hedges and do not qualify for hedge accounting.

Derivatives Designated as Hedging Instruments—The Company assesses both at the hedge’s inception and on an ongoing
basis, whether the derivatives that are used in the hedging transaction, have been highly effective in offsetting changes in the cash
flows or remeasurement of the hedged items and whether the derivatives may be expected to remain highly effective in future
periods. The Company discontinues hedge accounting prospectively when (1) it determines that the derivative is no longer highly
effective in offsetting changes in cash flow of the hedged item; (2) the derivative expires or is sold, terminated, or exercised; (3) it is
no longer probable that the forecasted transaction will occur; or (4) it determines that designating the derivative as a hedging
instrument is no longer appropriate. Changes in the fair value of derivative instruments designated as hedging instruments,
excluding any ineffective portion, are recorded in other comprehensive income (loss) until the hedged transactions affect net
income. The ineffective portion of this hedging instrument is recognized through net income when the ineffectiveness occurs.

Derivatives not Designated as Hedging Instruments—Certain foreign currency exchange forward contracts are not designated
as hedges as they do not meet the specific hedge accounting requirements of ASC 815, “Derivatives and Hedging.” Changes in the
fair value of the derivative instruments not designated as hedging instruments are recorded in the consolidated and combined
statements of income as they occur.

Revenue Recognition—The Company recognizes revenue in accordance with ASC 606, “Revenue from Contracts with
Customers.” The Company recognizes revenues when control of the promised goods or services is transferred to the customer, in
an amount that reflects the consideration the Company expects to be entitled to in exchange for those goods or services. In that
determination, under ASC 606, the Company follows a five-step model that includes: (1)
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determination of whether a contract, an agreement between two or more parties that creates legally enforceable rights and
obligations, exists; (2) identification of the performance obligations in the contract; (3) determination of the transaction price; (4)
allocation of'the transaction price to the performance obligations in the contract; and (5) recognition of revenue when (or as) the
performance obligation is satisfied.

See Note 3, “Revenue,” for more information about the Company’s revenue and the associated timing and basis of revenue
recognition.

Currency Translation—The assets and liabilities of the Company’s subsidiaries outside the U.S. are translated into USD at
the rates of exchange in effect at the balance sheet dates, primarily from Canadian dollars and Euros. Income and expense items are
translated at the average exchange rates prevailing during the period. Gains and losses resulting from currency transactions are
recognized currently in income and those resulting from translation of financial statements are included in accumulated other
comprehensive income (loss). The Company recognized net foreign transaction losses of $0.6 million and $1.0 million for the years
ended December 31, 2021 and 2020, respectively, and gains of $1.5 million for the year ended December 31, 2019, which are included
in cost of operations within the Company’s consolidated and combined statements of income.

Leases—The Company determines if an arrangement is a lease or contains a lease at inception. Operating lease right-of-use
assets and lease liabilities are recognized at commencement based on the present value of lease payments over the lease term. As
the implicit rate is typically not readily determinable in the Company’s lease agreements, the Company uses its incremental
borrowing rate as of the lease commencement date to determine the present value of the lease payments. The incremental
borrowing rate is based on the Company’s specific rate of interest to borrow on a collateralized basis, over a similar termand in a
similar economic environment as the lease. Lease expense is recognized on a straight-line basis over the lease term. Leases with an
initial term of 12 months or less are not recognized on the balance sheet; the Company recognizes lease expense for these leases on
a straight-line basis over the lease term. Additionally, the Company accounts for lease and nonlease components as a single lease
component for its identified asset classes. As of December 31, 2021 and 2020, the Company did not have any finance leases. Similar
to other long-lived assets, right-of-use assets are tested for impairment when events or conditions indicate that the carrying value
of'an asset may not be fully recoverable from future cash flows.

Marketing and Advertising Costs—The Company participates in various marketing and advertising programs with certain
clients and sponsors. The cost of marketing and advertising programs is expensed in the period incurred. The Company has
recognized marketing and advertising expenses, including on behalf of its clients, of $22.6 million, $22.8 million and $24.7 million for
the years ended December 31, 2021, 2020 and 2019, respectively.

Recently Adopted Accounting Standards

In December 2019, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2019-
12, “Simplifying the Accounting for Income Taxes.” ASU 2019-12 eliminated certain exceptions within ASC 740, “Income Taxes,”
and clarified certain aspects of ASC 740 to promote consistency among reporting entities. Most amendments within the standard
were required to be applied on a prospective basis, while certain amendments must be applied on a retrospective or modified
retrospective basis. The Company’s adoption of this standard on January 1, 2021 did not have a material impact on its consolidated
and combined financial statements.

Recently Issued Accounting Standards Not Yet Effective

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

In October 2021, the FASB issued ASU 2021-08, “Business Combinations (Topic 805): Accounting for Contract Assets and
Contract Liabilities from Contracts with Customers,” which requires an acquirer in a business combination to recognize and
measure contract assets and contract liabilities in accordance with ASC 606. ASU 2021-08 is effective for fiscal years beginning
after December 15, 2022 and early adoption is permitted. The Company is evaluating the impact that adoption of ASU 2021-08 will
have on its consolidated financial statements.

3. REVENUE

Under ASC 606, revenue is recognized when control of the promised goods or services is transferred to the customer, in an
amount that reflects the consideration the Company expects to be entitled to in exchange for those goods or services. The
Company’s contracts with its customers state the terms of sale, including the description, quantity, and price of the product or
service purchased. Payment terms can vary by contract, but the period between invoicing and when payment is due is not
significant. Taxes assessed on revenue-producing transactions are excluded fromrevenues.

The Company’s products and services are reported under two segments—AIR MILES Reward Program and BrandLoyalty, as
shown below. The following tables present revenue disaggregated by major source, as well as geographic region based on the
location of the subsidiary that generally correlates with the location of the customer:

AIR MILES
Year Ended December 31, 2021 Reward Program BrandLoyalty Himinations Total
(in thousands)

Disaggregation of Revenue by Major Source:
Coalition loyalty program $ 271,130 $ — 8 — 3 271,130
Campaign-based loyalty programs — 444,898 — 444,898
Other 55 5,711 (46) 5,720

Revenue from contracts with customers $ 271,185  $ 450,609 $ 46) $ 721,748
Investment income 13,559 — — 13,559

Total $ 284,744  $ 450,609 $ 46) $ 735,307

AIR MILES
Year Ended December 31, 2020 Reward Program BrandLoyalty Himinations Total
(in thousands)

Disaggregation of Revenue by Major Source:
Coalition loyalty program $ 262470 $ — 3 — 3 262,470
Campaign-based loyalty programs — 487,685 — 487,685
Other 1,899 (O — — 1,899

Revenue from contracts with customers $ 264369 $ 487,685  $ — 3 752,054
Investment income 12,752 — — 12,752

Total $ 277,121  $ 487,685 $ — 3 764,806
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AIR MILES
Year Ended December 31, 2019 Reward Program BrandLoyalty Himinations Total
(in thousands)

Disaggregation of Revenue by Major Source:
Coalition loyalty program $ 290,054 $ — 3 — 3 290,054
Campaign-based loyalty programs — 635,516 — 635,516
Other 81,337 () 13,594 — 94,931

Revenue from contracts with customers $ 371,391 $ 649,110 §$ — 3 1,020,501
Investment income 12,630 — — 12,630

Total $ 384,021 $ 649,110 $ — 3 1,033,131

(D) Includes revenues from Precima®, a provider of retail strategy and customer data applications and analytics, which was sold by
the Parent on January 10, 2020, which comprised $1.9 million and $80.4 million for the years ended December 31, 2020 and 2019,

respectively. See Note 5, “Disposition,” for more information.

AIR MILES
Year Ended December 31, 2021 Reward Program  BrandLoyalty Himinations Total
(in thousands)

Disaggregation of Revenue by Geographic Region:
United States $ — 2,637 $ — 3 2,637
Canada 284,744 16,870 — 301,614
Europe, Middle East and Africa — 338,473 (46) 338,427
Asia Pacific — 81,867 — 81,867
Other — 10,762 — 10,762

Total $ 284,744 $ 450,609 $ 46) $ 735,307

AIR MILES
Year Ended December 31, 2020 Reward Program BrandLoyalty Himinations Total
(in thousands)

Disaggregation of Revenue by Geographic Region:
United States $ 1,028 $ 10,062 $ — 8 11,090
Canada 275,825 11,051 — 286,876
Europe, Middle East and Africa 268 332,364 — 332,632
Asia Pacific — 80,546 — 80,546
Other — 53,662 — 53,662

Total $ 277,121  $ 487,685  $ — 764,806
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AIR MILES
Year Ended December 31, 2019 Reward Program  BrandLoyalty Himinations Total
(in thousands)

Disaggregation of Revenue by Geographic Region:
United States $ 37,969 $ 2,142 § — 3 40,111
Canada 336,105 16,058 — 352,163
Europe, Middle East and Africa 9,947 439,193 — 449,140
Asia Pacific — 121,731 — 121,731
Other — 69,986 — 69,986

Total $ 384,021 $ 649,110 $ — 8 1,033,131

AIR MILES Reward Program

The AIR MILES Reward Programis a coalition loyalty program for sponsors, who pay the Company a fee per AIR MILES
reward mile issued, in return for which the AIR MILES Reward Program provides all marketing, customer service, rewards and
redemption management.

Total consideration fromthe issuance of AIR MILES reward miles is allocated to three performance obligations: redemption,
service, and brand, based on a relative standalone selling price basis. Because the standalone selling price is not directly
observable for the three performance obligations, the Company estimates the standalone selling price for the redemption and the
service performance obligations based on cost plus a reasonable margin. The Company estimates the standalone selling price of
the brand performance obligation using a relief fromroyalty approach. Accordingly, management determines the estimated
standalone selling price by considering multiple inputs and methods, including discounted cash flows and available market data in
consideration of applicable margins and royalty rates to utilize. The number of AIR MILES reward miles issued and redeemed are
factored into the estimates, as management estimates the standalone selling prices and volumes over the term of the respective
agreements in order to determine the allocation of consideration to each performance obligation delivered. The redemption
performance obligation incorporates the expected number of AIR MILES reward miles to be redeemed, and therefore, the amount of
redemption revenue recognized is subject to management’s estimate of breakage, or those AIR MILES reward miles estimated to be
unredeemed by the collector base.

Redemption revenue is recognized at a point in time, as AIR MILES reward miles are redeemed. For the fulfillment of certain
rewards where the AIR MILES Reward Program does not control the goods or services before they are transferred to the collector,
revenue is recorded on a net basis. Service revenue is recognized over time using a time-elapsed output method, the estimated life
of'an AIR MILES reward mile. Revenue fromthe brand is recognized over time, using an output method, when an AIR MILES
reward mile is issued. Revenue associated with both the service and brand is included in service revenue in the Company’s
consolidated and combined statements of income. The amount of revenue recognized in a period is subject to the estimate of
breakage and the estimated life of an AIR MILES reward mile, which are based on management’s estimates. For the years ended
December 31, 2021, 2020 and 2019, the Company’s breakage rate was 20%. For the years ended December 31, 2021, 2020 and 2019,
the Company’s estimated life of a mile was 38 months.
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Contract Liabilities. The Company records a contract liability when cash payments are received in advance of'its
performance, which applies to the service and redemption of an AIR MILES reward mile.

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

Deferred Revenue

Service Redemption Total
(in thousands)

Balance at January 1,2020 $ 258605 $ 663421 $ 922,026
Cash proceeds 173,089 286,177 459,266
Revenue recognized (1) (188,790) (211,482) (400,272)
Other — 1,410 1,410
Effects of foreign currency translation 4282 17,307 21,589

Balance at December 31,2020 $ 247,186 $ 756,833 $ 1,004,019
Cash proceeds 177,171 280,710 457,881
Revenue recognized (1) (195,918) (252,935) (448,853)
Other — 1,234 1,234
Effects of foreign currency translation 2,053 5,622 7,675

Balance at December 31,2021 $ 230492 $§ 791464 $ 1,021,956

Amounts recognized in the consolidated and combined balance sheets:

Deferred revenue (current) $ 133325 $§ 791464 $ 924,789
Deferred revenue (non-current) $ 97167 $ — 3 97,167

(1)  Reported on a gross basis herein.

The deferred redemption obligation associated with the AIR MILES Reward Programis effectively due on demand fromthe
collector base, thus the timing of revenue recognition is based on the redemption by the collector. Service revenue is amortized
over the expected life of a mile, with the deferred revenue balance expected to be recognized into revenue in the amount of $133.3
million in 2022, $68.3 million in 2023, $28.0 million in 2024, and $0.9 million in 2025.

BrandLoyalty

BrandLoyalty designs, implements, conducts and evaluates innovative and tailor-made campaign-based loyalty solutions for
grocers and other high-frequency retailers worldwide. The campaign-based loyalty programs typically last between 6 and 20 weeks,
depending on the nature of the program, with contract terms usually less than one year in length. These programs are tailored for
the specific retailer client and are designed to reward key customer segments based on their spending levels during defined
campaign periods. Revenue is recognized at the point in time control passes from BrandLoyalty to the retailer.

Contract Liabilities. The Company records a contract liability when cash payments are received in advance of'its
performance, which applies to the reward products for its campaign-based loyalty programs.

The contract liabilities for BrandLoyalty’s campaign-based loyalty programs are recognized in other current liabilities in the
Company’s consolidated and combined balance sheets. In 2021, the beginning balance as of January 1, 2021 was $59.6 million and
the closing balance as of December 31, 2021 was $85.4 million, with the change due to revenue recognized of approximately $372.9
million, offset in part by cash payments received in advance of program performance revenue during the year ended December 31,
2021. In 2020, the beginning balance as of January 1, 2020 was $108.8 million and the closing balance as of December 31, 2020 was
$59.6 million, with the change due to revenue recognized of approximately $375.9 million, offset in part by cash payments received
in advance of program performance revenue during the year ended December 31, 2020.
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Practical Expedients

The Company does not disclose the value of unsatisfied performance obligations for (i) contracts with an original expected
length of one year or less and (i) contracts for which we recognize revenue at the amount to which the Company has the right to
invoice for services performed.

The Company has elected the practical expedient from ASC 340-40 with respect to contract costs, and expenses the
incremental costs as incurred for those costs that would otherwise be recognized with an amortization period of one year or less.
These costs are recorded to cost of operations expense in the Company’s consolidated and combined statements of income.

4. FARNINGS PER SHARE

On November 5, 2021, the date of the Separation, 81% of the outstanding shares of Loyalty Ventures were distributed pro rata
based on the outstanding shares of ADS common stock at the close of business on the record date of October 27, 2021, with ADS
retaining the remaining 19% of the outstanding shares of Loyalty Ventures. ADS stockholders of record that did not sell their
rights to receive Loyalty Ventures stock before the close of business on November 5, 2021 received one share of Loyalty Ventures
common stock for every two and one-half (2.5) shares of ADS common stock. A total of 24,585,237 shares of Loyalty Ventures
common stock were outstanding at November 5, 2021. This share amount is utilized for the calculation of basic and diluted earnings
per share for all periods presented prior to the Separation. For the years ended December 31, 2020 and 2019, these shares are treated
as issued and outstanding for purposes of calculating historical basic and diluted eamings per share.

For the year ended December 31, 2021, the calculation of basic and diluted earnings per share is based on the weighted
average number of common shares outstanding for the period subsequent to the Separation. The dilutive effect of equity awards of
Loyalty Ventures granted subsequent to the Separation is included in the diluted calculation.

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

Years Ended December 31,
2021 2020 2019
(in thousands, except per share amounts)

Numerator:

Net income $ 1,724 ' $ 75075 $§ 75230
Denominator:

Weighted average shares, basic 24,585 24,585 24,585

Weighted average effect of dilutive securities:

Net effect of dilutive unvested restricted stock(l) 6 — —

Denominator for diluted calculation 24,591 24,585 24,585
Basic net income per share: $ 007 $ 305 § 3.06
Diluted net income per share: $ 007 § 305§ 3.06

(1) For the year ended December 31, 2021, there were no restricted stock units that were anti-dilutive. For all periods presented
prior to the Separation, there are no dilutive equity instruments as there were no equity awards of Loyalty Ventures
outstanding prior to the Separation.
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5. DISPOSITION

On January 10, 2020, the Parent sold Precima, a provider of retail strategy and customer data applications and analytics, to
Nielsen Holdings plc for total consideration to the Parent of $43.8 million. The purchase and sale agreement provided for
contingent consideration based upon the occurrence of specified events and performance of the business, of which $5.0 million
was achieved in 2020. The assets and liabilities of Precima were included in the Company’s AIR MILES Reward Program segment.
The following table summarizes the assets and liabilities of Precima as of the sale date:

Assets:
Cash and cash equivalents
Accounts receivable, net
Other current assets
Property and equipment, net
Goodwill
Other assets
Total assets
Liabilities:
Accounts payable
Accrued expenses
Other current liabilities
Deferred tax liability
Other liabilities
Total liabilities

January 10,
2020
(in thousands)

$ 10,713
17,154

2,889

9,653

3,206

2,051

$ 45,666

$ 223
2,470
14,709
2,037
o
s osio

In accordance with ASC 830, “Foreign Currency Matters,” $3.9 million of accumulated foreign currency translation adjustments
attributable to Precima’s foreign subsidiaries sold were reclassified fromaccumulated other comprehensive income (loss) and

included in the calculation of the gain/loss on sale.

As aresult of the transaction, the Company recorded a pre-tax gain of $10.9 million. The Company incurred $3.1 million in

transaction costs associated with the disposition.

6. PREPAID EXPENSES

Prepaid expenses relate to prepayment made for future services in advance and will be expensed over time as the benefit of the
services is received in the future, expected within one year. Prepaid expenses, which are included in other current assets, consisted

ofthe following:

Licenses
Maintenance
Other

Prepaid expenses

December 31,
2021 2020
(in thousands)
$ 1,226 $ 11,583
4,678 4,557
11,877 2,869
$ 17,781  $ 19,009
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7. INVENTORIES, NET

Inventories, net of $188.6 million and $164.3 million at December 31, 2021 and 2020, respectively, primarily consist of finished
goods to be utilized as rewards in the Company’s loyalty programs. For the year ended December 31, 2019, asset impairment
charges of $18.4 million related to the discontinuance of certain reward product lines within inventory were recorded to the
allowance for inventory obsolescence for the BrandLoyalty segment.

8. REDEMPTION SETTLEMENT ASSETS, RESTRICTED

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

December 31, December 31,
2021 2020
Fair Value Fair Value
(in thousands)
Restricted cash $ 58752  $ 55,427
Mutual funds 25,990 26,850
Corporate bonds 650,389 611,184
Total $ 735,131 $ 693,461

The following table shows the amortized cost, unrealized gains and losses, and fair value of securities available-for-sale as of
December 31, 2021 and 2020, respectively:

December 31, 2021 December 31, 2020
Amortized Unrealized Unrealized Amortized Unrealized Unrealized
Cost Gains Losses Fair Value Cost Gains Losses Fair Value
(in thousands)
Corporate bonds $ 648248 $ 6389 $ (4248) $ 650389 $ 592247 $ 19,110 $ (173) $ 611,184
Total $ 648248 $ 6389 $ (4248) $ 650389 $ 592247 § 19110 $§ (173) $ 611,18

The following tables show the unrealized losses and fair value for those investments that were in an unrealized loss position as
of December 31, 2021 and 2020, respectively, aggregated by investment category and the length of time that individual securities
have been in a continuous loss position:

December 31, 2021

Less than 12 months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in thousands)
Corporate bonds $ 104052 $  (134)) $ 123382 0§  (2907) $ 227434 $  (4248)
Total $ 104,052 $ (1,341) $§ 123,382 $ (2907) $§ 227434 § (4,248)

December 31, 2020

Less than 12 months 12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in thousands)
Corporate bonds $ 46,190 $ ®6) $ 10,316 $ &) $ 56,506 $ (173)
Total $ 46190 $ 86) $ 10316 $ ®) $ 56506 § (173)
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The amortized cost and estimated fair value of the available-for-sale securities at December 31, 2021 by contractual maturity are
as follows:

Amortized Estimated
Cost Fair Value
(in thousands)
Due in one year or less $ 117,863 $§ 118,835
Due after one year through five years 526,397 527,548
Due after five years through ten years 3,988 4,006
Total $ 648248 § 650,389

Market values were determined for each individual security in the investment portfolio. The Company recorded losses
associated with the change in fair value of mutual funds of $0.9 million for the year ended December 31, 2021. The Company
recorded gains associated with the change in fair value of mutual funds of $1.4 million and $0.9 million for the years ended
December 31, 2020 and 2019, respectively.

For available-for-sale debt securities in which fair value is less than cost, ASC 326 requires that credit-related impairment, if
any, is recognized through an allowance for credit losses and adjusted each period for changes in credit risk. The Company
typically invests in highly-rated securities with low probabilities of default and has the intent and ability to hold the investments
until maturity, and the Company performs an assessment each period for credit-related impairment. As of December 31, 2021, the
Company does not consider its investments to be impaired.

Losses fromthe sale of investment securities were $0.2 million for the year ended December 31, 2021. There were no realized
gains or losses fromthe sale of investment securities for the year ended December 31, 2020. For the year ended December 31, 2019,
realized gains and losses fromthe sale of investment securities were de minimis.

9. LEASES

The Company has operating leases for general office properties, warehouses, data centers, customer care centers, automobiles
and certain equipment. As of December 31, 2021, the Company’s leases have remaining lease terms of less than 1 year to 12 years,
some of which may include renewal options.

The components of lease expense were as follows:

Years Ended December 31,

2021 2020 2019
(in thousands)
Operating lease cost $ 15800 $ 15580 $ 16,379
Short-termlease cost 337 451 1,142
Variable lease cost 4,249 4,224 4,106
Total $ 20386 $ 20255 $ 21,627
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Sublease income was $2.4 million, $1.8 million, and $1.5 million for the years ended December 31, 2021, 2020 and 2019,
respectively, and is presented net of lease expense.

Other information related to leases was as follows:

December 31, December 31,
2021 2020
Weighted-average remaining lease term (in years):
Operating leases 10.7 114
Weighted-average discount rate:
Operating leases 4.7 % 4.6 %

Supplemental cash flow information related to leases was as follows:

Years Ended December 31,
2021 2020 2019
(in thousands)

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

Operating cash flows fromoperating leases $§ 17265 § 17449 $ 18183
Right-of-use assets obtained in exchange for lease obligations:
Operating leases $ 213 8 3028 § 6,145

Maturities of the lease liabilities as of December 31, 2021 were as follows:

Operating
Year Leases
(in thousands)

2022 $ 15,073
2023 14,250
2024 13,369
2025 12,841
2026 12,429
Thereafter 77,427

Total undiscounted lease liabilities 145,389
Less: Amount representing interest (32,092)

Total present value of minimum lease payments $ 113,297
Amounts recognized in the December 31, 2021 consolidated and combined balance sheet:
Current operating lease liabilities $ 10,055
Long-term operating lease liabilities 103,242

Total $ 113,297
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10. PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

December 31,
2021 2020

(in thousands)
Computer software and development $ 173,503  $ 162,622
Furniture and equipment 24,336 28,656
Leasehold improvements 31,142 32,205
Construction in progress 7,107 9,709

Total 236,088 233,192

Accumulated depreciation and amortization (156,129) (135,276)
Property and equipment, net $ 79959 § 97,916

Depreciation expense totaled $7.0 million, $7.0 million and $9.4 million for the years ended December 31, 2021, 2020 and 2019,
respectively. Amortization expense on capitalized software totaled $27.9 million, $22.0 million and $22.8 million for the years ended
December 31, 2021, 2020, and 2019, respectively.

As of December 31, 2021 and 2020, unamortized capitalized software and development costs included in the consolidated and
combined balance sheets totaled $45.5 million and $55.8 million, respectively.

11. INTANGIBLE ASSETS AND GOODWILL
Intangible Assets

Intangible assets consist of the following:

December 31, 2021
Gross Accumulated
Assets Amortization Net Amortization Life and Method
(in thousands)
Tradenames $ 32280 § (29199 $ 3,095  8-15 years—straight line
Collector database 55,397 (55,397) —  Syears—straight line
Total intangible assets $§ 8768 $ (84,591) $ 3,095
December 31, 2020
Gross Accumulated
Assets Amortization Net Amortization Life and Method
(in thousands)
Customer contracts $ 354242 § (354242) $ —  7years—straight line
Tradenames 34,691 (30,112) 4,579  8-15 years—straight line
Collector database 54,973 (54,455) 518  §5years—straight line
Total intangible assets $ 443906 § (438809 § 5,097

Amortization expense related to intangible assets was approximately $1.7 million, $49.0 million and $48.0 million for the years
ended December 31, 2021, 2020 and 2019, respectively.
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The estimated amortization expense related to intangible assets for the next five years and thereafter is as follows:

For the Years Ending

December 31,
(in thousands)

2022 $ 1,167
2023 1,167
2024 599
2025 30
2026 30
Thereafter 102
Goodwill

The changes in the carrying amount of goodwill for the years ended December 31, 2021 and 2020, respectively, are as follows:

AIR MILES
Reward Program BrandLoyalty Total
(in thousands)

Balance at January 1,2020 $ 192,756  $ 498058 $ 690,814
Goodwill allocated to sale of Precima (3,2006) — (3,206)
Effects of foreign currency translation 3,726 44,564 48,290

Balance at December 31,2020 $ 193276  $ 542,622 $ 735,898
Impairment — (50,000) (50,000)
Effects of foreign currency translation 1,491 (37,431 (35,940)

Balance at December 31,2021 $ 194767  $ 455,191 $ 649,958

Approximately $3.2 million of the AIR MILES Reward Program’s goodwill was allocated to Precima upon sale in January 2020,
based on a relative fair value allocation of the businesses.

ADS completed its annual impairment test for goodwill on July 1, 2021 and determined at that date no impairment existed. As of
December 31, 2021, the Company does not believe it is more likely than not that the fair value of the AIR MILES Reward Program
reporting unit is less than its carrying amount. However, due to the continued effects of COVID-19, the Company determined that
it was more likely than not the fair value of the BrandLoyalty reporting unit was less than its carrying value and performed an
interim impairment test as of December 31, 2021. The Company utilized an income approach and discounted cash flow model, and
the significant unobservable inputs used were the forecasted revenue growth rate, forecasted margin, the discount rate and the
terminal growth rate, all of which are classified as Level 3 under the fair value hierarchy of ASC 820, “Fair Value Measurement.” As
aresult, the Company recorded an impairment charge of $50.0 million for the year ended December 31, 2021. With the continuing
COVID-19 pandemic associated with the uncertainty in the macroeconomic environment, future deterioration in the economy could
adversely impact the Company’s reporting units and result in an additional goodwill impairment.

12. INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES — RELATED PARTY

Historically, the Company owned interests in certain entities, ICOM Information & Communications L.P. (“ICOM”) and
Comenity Canada L.P. (“Comenity Canada”), which were consolidated subsidiaries of the Parent, and were accounted for using the
equity method of accounting, as the Company exercised significant influence but did not control the entities. The investments were
included in the AIR MILES Reward Programsegment. Under the equity
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method, the Company’s share of'its investee’s eamings or loss is recognized in the consolidated and combined statements of
income.

On February 13,2019, the Company made a capital contribution of $5.3 million to ICOM to fund losses. On February 28, 2019,
the Company sold its investment in ICOM to Epsilon Interactive CA, ULC, a subsidiary of ADS, for cash consideration of $4.0
million.

For the years ended December 31, 2020, and 2019, the Company made capital contributions to Comenity Canada of $0.7 million,
for each of the respective periods. In March 2021, the Company received a partnership distribution from Comenity Canada of $0.8
million, and the Company’s ownership interest declined from99.9% to 98.0%. In August 2021, the Company’s investment in
Comenity Canada was sold to an affiliate of ADS for $4.1 million and a gain on sale of investment in unconsolidated related party
subsidiary of $4.1 million was recorded in (income) loss frominvestment in unconsolidated subsidiary.

As of December 31, 2021, the Company had no investment in unconsolidated subsidiaries — related party and as of December
31, 2020, the Company’s investment was $0.9 million.

13. RESTRUCTURING AND OTHER CHARGES

In 2019, the Parent, under the direction of its board of directors, evaluated the cost structure and executed on certain cost
saving initiatives at each segment. These charges included restructuring and other exit activities related to reductions in force,
terminations of certain reward product lines, reduction or closure of certain leased office space, asset impairments, changes in
management structure and fundamental reorganizations that affect the nature and focus of operations. Restructuring and other
charges of $0.1 million and $50.8 million for the years ended December 31, 2020 and 2019, respectively, were incurred and recorded
to cost of operations within the Company’s consolidated and combined statements of income. These charges related to actions
taken in 2019 did not continue in 2020 and 2021. The restructuring and other charges incurred in 2020 and charged to expense relate
to changes in the Company’s original estimate and consisted of adjustments to the Company’s liability, including the impact of
foreign currency translation. The Company’s liability for restructuring and other charges is recognized in accrued expenses in its
consolidated and combined balance sheets and was $1.3 million at each of December 31, 2021 and 2020, respectively. The
Company’s outstanding liability related to restructuring and other charges is expected to be settled by the end of2022.

14. ACCRUED EXPENSES

Accrued expenses consist of the following:

December 31,
2021 2020
(in thousands)
Accrued payroll and benefits $ 31,526 $ 29,838
Accrued taxes 9,391 14,256
Accrued other liabilities 104,080 22,962
Accrued expenses $ 144997  § 67,056

Included in the accrued other liabilities is $79.9 million associated with the Tax Matters Agreement. See Note 25, “Related Party
Transactions,” for additional information.
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15. DEBT
Debt consists of the following:

December 31,

Description 2021 2020 Maturity
(in thousands)

BrandLoyalty credit agreement $ — 3 — W
Revolving credit facility 2) — —  November 2026
Termloan A 175,000 —  November 2026
Termloan B 500,000 — November 2027
Total long-term debt $ 675000 $ —
Less: unamortized debt issuance costs 20,887 —
Less: current portion 50,625 —
Long-term portion $ 603,488  $ —

(1) In November 2021, the BrandLoyalty credit agreement was terminated.

@ As of December 31, 2021, availability under the revolving credit facility was $137.5 million as a result of $12.5 million in letters
of credit outstanding under the Credit Agreement.

Credit Agreement

On November 3, 2021, the Company entered into a senior secured credit agreement (the “Credit Agreement”) with certain
subsidiaries as additional borrowers and certain subsidiaries as guarantors, Bank of America, N.A., as administrative agent and
collateral agent, and the additional lenders party thereto. The Credit Agreement provides for a $175.0 million termloan A facility, a
$500.0 million termloan B facility, which was issued at 98.0% of the aggregate principal amount, and a revolving credit facility in the
maximumamount of $150.0 million. The termloan A and revolving credit facility will mature November 3, 2026. The term loan B will
mature November 3, 2027. The proceeds of the term loans were used to finance a portion of the $750.0 million distribution by the
Company to ADS in connection with the Separation.

The outstanding USD borrowings under the termloan A bear interest at a rate elected by the relevant borrower that is based
on (i) the Base Rate, subject to a floor of 1.00% per annum, plus an applicable margin that ranges from2.00% per annumto 2.75%
per annumdepending on the Consolidated Total Leverage Ratio or (ii) the Eurocurrency Rate, based on LIBOR, subject to a floor of
0.00% per annum, plus an applicable margin that ranges from 3.00% per annumto 3.75% per annumdepending on the Consolidated
Total Leverage Ratio. The outstanding USD borrowings under the termloan B bear interest at a rate elected by the relevant
borrower that is based on (i) the Base Rate, subject to a floor of 1.50% per annum, plus an applicable margin of 3.50% per annumor
(i) the Eurocurrency Rate, subject to a floor of 0.50% per annum, plus an applicable margin of 4.50% per annum. The Company is
obligated to pay a commitment fee quarterly, which ranges from 0.40% to 0.50% per annum of the unused portion of the aggregate
revolving commitment, which fee is also dependent on the Consolidated Total Leverage Ratio, as such terms are defined in the
Credit Agreement. At December 31, 2021, the weighted average interest rate was 3.60% for termloan A and 5.00% for term loan B.

The Company will be required to make quarterly principal amortization payments in equal installments in an aggregate amount
of 7.5% per annum of the initial aggregate principal amount of each of the termloan A and termloan B. Commencing with the fiscal
year ending December 31, 2022, the Credit Agreement requires, on an annual basis, the prepayment of the term loan B with either
0%, 25% or 50% of Excess Cash Flow, depending on the Consolidated Secured Leverage Ratio, as defined in the Credit Agreement.
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The Credit Agreement contains customary representations and warranties and affirmative and negative covenants. These
covenants, among other things, limit additional indebtedness, additional liens, sales of assets, mergers and consolidations,
distributions and other restricted payments, and transactions with affiliates. The Credit Agreement also allows for LIBOR to be
phased out and replaced with the Secured Overnight Financing Rate.

As of December 31, 2021, the Company was in compliance with its financial covenants.
Uncommitted Overdraft Facility

In November 2021, BrandLoyalty entered into an uncommitted overdraft facility with Deutsche Bank AG. The facility provides
overdraft protection in several currencies, up to a maximumamount of €10.0 million ($11.4 million as of December 31, 2021). Interest
is calculated on debit balances at a rate of 3.5% per annumplus a relevant benchmark, due and payable at the end of each quarter.
As of December 31, 2021, there were no amounts outstanding under the uncommitted overdraft facility.

BrandLoyalty Credit Agreement

BrandLoyalty and certain of its subsidiaries, as borrower and guarantors, were parties to a credit agreement that provided for
an A-1 termloan facility of €90.0 million and an A-2 termloan facility of €100.0 million, subject to certain principal repayments, a
committed revolving line of credit of €37.5 million and an uncommitted revolving line of credit of €37.5 million, all of which were
scheduled to mature in June 2020. In September 2019, the Company repaid the €115.0 million in term loans outstanding under the
BrandLoyalty credit agreement and repaid the €32.5 million amount outstanding under the revolving line of credit.

In April 2020, BrandLoyalty and certain of its subsidiaries, as borrowers and guarantors, terminated its existing facility and
entered into a new credit agreement that provided for a committed revolving line of credit of €30.0 million, an uncommitted
revolving line of credit of €30.0 million, and an accordion feature permitting BrandLoyalty to request an increase in either the
committed or uncommitted line of credit up to €80.0 million in aggregate. Each of the committed and uncommitted revolving line of
credit were scheduled to mature on April 3, 2023, subject to BrandLoyalty’s request to extend for two additional one-year terms at
the absolute discretion of the lenders at the time of such requests. As of December 31, 2020, there were no amounts outstanding
under the BrandLoyalty credit agreement.

In the first quarter of 2021, BrandLoyalty and certain of'its subsidiaries, as borrowers and guarantors, amended its credit
agreement to extend the maturity date by one year from April 3, 2023 to April 3, 2024.

In November 2021, the 2020 BrandLoyalty credit agreement was terminated in connection with the execution of the Credit
Agreement.

Note Payable — Related Party

In January 2017, the AIR MILES Reward Programentered into a promissory note with Alliance Data Lux Financing S.ar.l,a
subsidiary of the Parent, to borrow CDN $142.8 million. The maturity of the note payable was January 27, 2022, with a fixed interest
rate of 6.5% per year. Under the terms of the note payable, the AIR MILES Reward Programhad the right to make prepayments of
the principal amount of the debt at any time, without notice and without premium or penalty. No principal payments of the note
payable were required until maturity. In March 2017, the AIR MILES Reward Programrepaid CDN $60.0 million of its note payable,
and in September 2019, the AIR MILES Reward Programrepaid its remaining CDN $82.8 million balance outstanding.

In May 2017, BrandLoyalty and certain of its subsidiaries entered into a loan with Alliance Data Lux Financing S.ar.l, a
subsidiary of the Parent, for €60.0 million with a fixed interest rate of 2.86% and a maturity date of May 2022. The
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loan was wholly subordinated to loans under the BrandLoyalty credit agreement. The loan, including interest, was repaid in full in
September 2019.

Maturities

The future principal payments for the Company’s debt as of December 31, 2021 are as follows:

Credit Facility
Year Term Loan A Term Loan B Total
(in thousands)
2022 $ 13,125 $ 37,500 $ 50,625
2023 13,125 37,500 50,625
2024 13,125 37,500 50,625
2025 13,125 37,500 50,625
2026 122,500 37,500 160,000
Thereafter — 312,500 312,500
Total maturities 175,000 500,000 675,000
Unamortized debt issuance costs (975) (19,912) (20,887)

$ 174025 $§ 480,088 § 654,113

16. DERIVATIVE INSTRUMENTS

The Company uses derivatives to manage risks associated with certain assets and liabilities arising from the potential adverse
impact of fluctuations in foreign currency exchange rates. Certain derivatives used to manage the Company’s exposure to foreign
currency exchange rate movements are not designated as hedges and do not qualify for hedge accounting. The fair value of the
Company’s derivative instruments as of December 31, 2021 was $2.5 million included in other current assets and $0.5 million
included in other current Labilities in the Company’s consolidated and combined balance sheets. The fair value of the Company’s
derivative instruments as of December 31, 2020 was $0.4 million included in other current assets and $1.5 million included in other
current liabilities in the Company’s consolidated and combined balance sheets.

17. COMMITMENTS AND CONTINGENCIES
AIR MILES Reward Program

The Company has entered into contractual arrangements with certain AIR MILES Reward Programsponsors that result in fees
being billed to those sponsors upon the redemption of AIR MILES reward miles issued by those sponsors. The Company has
obtained letters of credit and other assurances fromthose sponsors for the Company’s benefit that expire at various dates. These
letters of credit and other assurances totaled $157.1 million and $150.5 million at December 31, 2021, and 2020, respectively, which
exceeds the amount of the Company’s estimate of its obligation to provide travel and other rewards upon the redemption of AIR
MILES reward miles issued by those sponsors, in the respective periods.

The Company currently has an obligation to provide AIR MILES Reward Program collectors with travel and other rewards
upon the redemption of AIR MILES reward miles. The Company believes that the redemption settlement assets, including the
letters of credit and other assurances mentioned above, are sufficient to meet that obligation.

The Company has entered into certain long-term arrangements with airlines and other suppliers in connection with AIR MILES

Reward Programredemptions. These long-termarrangements allow the Company to retain preferred pricing, subject to meeting
agreed upon annual volume commitments for rewards purchased.
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Legal Proceedings

The Company is involved, fromtime to time, in litigation, other legal claims, regulatory actions or other proceedings or actions
by governmental authorities involving matters associated with or incidental to our business in the ordinary course, including,
among other things, matters involving customer or vendor disputes, breaches of contractual obligations, class actions or purported
class actions, trademark and other intellectual property protection and licensing disputes, import/export regulations, taxation, and
employment matters.
18. SHARE-BASED PAYMENTS

Stock Compensation Expense

Stock-based compensation expense recognized in the Company’s consolidated and combined statements of income for the
years ended December 31, 2021, 2020 and 2019, is as follows:

Years Ended December 31,

2021 2020 2019
(in thousands)
Cost of operations $ 4644 S 5498 $ 7,204
General and administrative 1,615 1,519 1,872
Total $ 6259 $ 7017 $ 9,076

The income tax benefits related to stock-based compensation expense for the years ended December 31, 2021, 2020 and 2019
were $0.1 million, $0.1 million and $0.9 million, respectively.

Share-based Payments of Parent

Prior to the Separation, certain employees participated in share-based compensation plans of ADS. Under these plans, shares
are reserved for grants of nonqualified stock options, incentive stock options, stock appreciation rights, restricted stock, restricted
stock units, performance share awards, cash incentive awards, deferred stock units, and other stock-based and cash-based awards
to selected officers, employees, non-employee directors and consultants performing services for ADS or its affiliates. Terms ofall
awards are determined by the ADS board of directors or compensation committee of the ADS board of directors or its designee at
the time of award.

ADS accounts for stock-based compensation in accordance with ASC 718, “Compensation — Stock Compensation.” Under the
fair value recognition provisions, stock-based compensation expense is measured at the grant date based on the fair value of the
award and is recognized ratably over the requisite service period.

ADS estimates forfeitures at each grant date, with forfeiture estimates to be revised, if necessary, in subsequent periods if
actual forfeitures differ fromthose estimates. The amount of stock-based compensation expense recognized in the Company’s
results of operations prior to the Separation has been reduced for estimated forfeitures. Forfeitures were estimated based on ADS’
historical experience. ADS’ estimated annual forfeiture rate is 5% for the years ended December 31, 2021, 2020, and 2019,
respectively.

During 2021, 2020 and 2019, ADS awarded both service-based and performance-based restricted stock units. For the service-
based awards, the fair value of the restricted stock units is estimated using ADS closing share price on the date of grant and
typically vest ratably over a three-year period.

Performance-based restricted stock unit awards issued in 2020 and 2019 typically vest ratably over a three-year period if

specified performance measures tied to the Company’s financial performance are met. The fair value of these performance-based
restricted stock units was estimated using the Company’s closing share price on the date of grant.
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The performance-based awards granted in 2021 contain pre-defined vesting criteria that permit a range from 0% to 170% to be
earned, subject to a market-based condition. The fair market value of these awards is $92.62 and was estimated utilizing Monte
Carlo simulations of ADS’ stock price correlation, expected volatility and risk-free rate over a three-year time horizon matching the
performance period. If the performance targets are met, the restrictions will lapse with respect to the entire award on February 16,
2024, provided that the participant is employed by ADS on the vesting date. Accruals of compensation cost for an award with a
performance condition are based on the probable outcome of that performance condition. For each ofthe years ended December
31,2020 and 2019, stock compensation expense was not accrued for the 2020 and 2019 performance-based awards, respectively, as
the probable outcome was 0% achievement.

In connection with the Separation and pursuant to the Employee Matters Agreement with ADS, service-based awards granted
to Loyalty Ventures employees more than a year prior to the Separation were accelerated and vested on October 22, 2021, resulting
in accelerated stock compensation expense of $2.1 million. Service-based awards and performance-based awards granted to Loyalty
Ventures employees less than one year prior to the Separation were forfeited at the time of the Separation, resulting in a credit to
stock compensation expense of $4.0 million. In addition, ADS made a cash payment of $5.1 million, which represented 25% of the
forfeited awards. These amounts in connection with the Separation and pursuant to the Employee Matters Agreement were
included in cost of operations in the consolidated and combined statements of income.

Loyalty Ventures Stock Compensation Plan

The Company has adopted an equity compensation plan to advance the interests of the Company by rewarding certain
employees for their contributions to the financial success of the Company and thereby motivating themto continue to make such
contributions in the future.

On November 3, 2021, the Company’s sole director and the sole stockholder of the Company adopted the 2021 Omnibus
Incentive Plan (the “2021 Plan”). The 2021 Plan became effective November 3, 2021 and expires on November 3, 2031. The 2021 Plan
reserves 1,225,000 shares of common stock for grants of incentive stock options, nonqualified stock options, stock appreciation
rights, restricted stock, restricted stock units, performance share awards, cash incentive awards, deferred stock units, and other
stock-based awards as well as providing for cash-based awards to selected officers, employees, non-employee directors and
consultants performing services for the Company or its affiliates, with only employees being eligible to receive incentive stock
options. The maximum amount that may be awarded to any independent member of the Company’s board of directors, together
with any cash fees paid to such member, in any one calendar year may not exceed a total value of $1.0 million.

On November 9, 2021, the Company registered 1,225,000 shares of its common stock for issuance in accordance with the 2021
Plan pursuant to a Registration Statement on Form S-8, File No. 333-260914.

Terms of all awards under the 2021 Plan are determined by the board of directors or the compensation committee of the board
of directors or its designee at the time of award.

Loyalty Ventures Restricted Stock Unit Awards

Subsequent to the Separation, the Company awarded 222,715 service-based restricted stock units. Under the terms of the
Employee Matters Agreement, 176,589 awards were issued with the same vesting and service conditions of the forfeited awards
previously granted by ADS. Under the fair value recognition provisions, stock-based compensation expense is measured at the
grant date based on the fair value of the award and is recognized ratably over the requisite service period. The Company accounts
for forfeitures of awards as they occur. For service-based awards, the fair value of the restricted stock units was estimated using
the Company’s closing share price on the date of grant. Service-based restricted stock unit awards typically vest ratably over a
three-year period.
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The following table summarizes restricted stock unit activity under the Company’s equity compensation plan:

Weighted
Service- Average

Based Awards Fair Value
Balance at January 1,2021 — 3 —
Shares granted 222,715 29.97
Shares vested — —
Shares forfeited (485) 30.25
Balance at December 31,2021 222230 $ 29.97
Outstanding and Expected to Vest 222230 $ 29.97

The aggregate intrinsic value of restricted stock units outstanding and expected to vest was $6.7 million at December 31, 2021.
The weighted-average remaining contractual life for unvested restricted stock units was 1.5 years at December 31, 2021.

As of December 31, 2021, there was a total of approximately $6.0 million of unrecognized expense related to non-vested, stock-
based equity awards granted to employees, which is to be recognized over a weighted average period of approximately 1.5 years.

19. EMPLOYEE BENEFIT PLANS

The Company provides certain defined contribution benefit plans to its employees, for which eligible employees may defer a
portion of their compensation that is matched by the Company, based on plan guidelines and subject to certain restrictions. The
Company’s contributions to these plans were $3.9 million, $4.0 million and $4.2 million for the years ended December 31, 2021, 2020
and 2019, respectively.
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20. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

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

Foreign Accumulated
Net Unrealized Net Unrealized Currency Other
Gains (Losses) on  Gains (Losses) on Translation Comprehensive
Securities Cash Flow Hedges Adjustments © _Income (Loss)
(in thousands)
Balance as of January 1,2019 $ 6,019) $ 224) $ (86,105) $ (92,348)
Changes in other comprehensive income (loss) before
reclassifications 6,405 91 (6,214) 282
Amounts reclassified from other comprehensive income
(loss) — — — —
Changes in other comprehensive income (loss) 6,405 91 (6,214) 282
Balance at December 31,2019 $ 38 $ (133) $ (92319) § (92,066)
Changes in other comprehensive income (loss) before
reclassifications 17,881 (567) 71,246 88,560
Amounts reclassified fromother comprehensive income
(loss) — — 3,887 @ 3,887
Changes in other comprehensive income (loss) 17,881 (567) 75,133 92,447
Balance at December 31,2020 $ 18267 $ (700) $ (17,186)  $ 381
Changes in other comprehensive income (loss) before
reclassifications (16,276) 1,970 (51,299) (65,605)
Amounts reclassified from other comprehensive income
(loss) 150 — — 150
Changes in other comprehensive income (loss) (16,126) 1,970 (51,299) (65,455)
Balance at December 31,2021 $ 2,141 $ 1,270 $ (68,485 § (65,074)

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

) In accordance with ASC 830, upon the sale of Precima on January 10, 2020, $3.9 million of accunulated foreign currency
translation adjustments attributable to Precima’s foreign subsidiaries sold were reclassified fromaccumulated other
comprehensive income (loss) and included in the calculation of the gain on sale of Precima.

Other reclassifications fromaccumulated other comprehensive loss into net income for each of the periods presented were not

material.
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21. INCOME TAXES

The components of income before income taxes and (income) loss frominvestment in unconsolidated subsidiaries and income
taxexpense are as follows:

Years Ended December 31,
2021 2020 2019
(in thousands)

Components of income before income taxes and (income) loss from inves tment in
unconsolidated subsidiaries:

Domestic $ (40611) $ (53260 $§ (25078)
Foreign 74,443 101,971 113,320
Total $ 49832 $§ 96645 $ 88242
Components of income tax expense:
Current
Federal $ — 3 63 $ (76)
State — (303) —
Foreign 43,412 25,066 31,260
Total current 43,412 24,826 31,184
Deferred
Federal — (63) 124
State — 303 —
Foreign 8,763 (3,742) (19,977)
Total deferred 8,763 (3,502) (19,853)
Total provision for income taxes $ 52175 $ 21324 $§ 11,331

A reconciliation of recorded federal provision for income taxes to the expected amount computed by applying the federal
statutory rate for all periods to income before income taxes and (income) loss frominvestment in unconsolidated subsidiaries is as
follows:

Years Ended December 31,

2021 2020 2019
(in thousands)
Expected expense at statutory rate $ 10465 $ 2029 $ 18,532
Increase (decrease) in income taxes resulting from:
Foreign rate differential 11,274 1,861 1,203
Foreign restructuring 14,402 3,598 —
Impact of sale transaction — 3,360 —
Global intangible low-taxed income — (8,339) 2,895
Non-deductible expenses 14,696 2,396 4,162
Uncertain tax positions (4,178) (7,706) (14,856)
Valuation allowance 5,364 5,066 (196)
Other 152 792 (409)
Total $ 52175 $ 21324 § 11,331

HR. 1, originally known as the Tax Cuts and Jobs Act 0f 2017 (the “2017 Tax Reform”) was enacted on December 22, 2017. The
2017 Tax Reform permanently reduced the corporate taxrate to 21% from 35%, effective January 1, 2018 and implemented a change
froma system of worldwide taxation with deferral to a hybrid territorial system. This systemtaxes excess foreign profits above a
deemed routine return through the Global Intangible Low-Taxed Income (“GILTI”) regime. The Company recognizes taxon GILTI,
to the extent that it applies, as an expense in the period incurred.
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The Company recorded tax expense of $11.3 million for the year ended December 31, 2021 related to foreign taxes on earnings
at rates higher than the U.S. statutory rate inclusive of $7.8 million of Canadian withholding taxes on dividend distributions to
Parent prior to the Separation. The Company recorded tax expense of $14.4 million during the current year primarily related to the
write-down of a foreign intangible deferred tax asset pursuant to a settlement agreement with a taxauthority. Previously, a tax
benefit resulted froma foreign restructuring of certain non-U.S. intangibles to support a strategic shift whereby various intangibles
across legal entities were consolidated. Also in 2021, the Company’s non-deductible expenses increased resulting in additional tax
expense of $14.7 million primarily as a result of the goodwill impairment of $50.0 million. The Company recorded a benefit of $8.3
million for the year ended December 31, 2020 related to the impact of the final regulations issued by the Treasury and Internal
Revenue Service regarding GILTI. Benefits for uncertain tax positions of $4.2 million, $7.7 million and $14.9 million were recognized
in tax years ended December 31, 2021, 2020 and 2019, respectively, primarily due to the expiration of statutes of limitation and the
resolution of taxaudit issues in various foreign jurisdictions.

Deferred taxassets and liabilities consist of the following:

December 31,
2021 2020
(in thousands)
Deferred taxassets
Deferred revenue $ 9,121 $ 14,960
Net operating loss carryforwards and other carryforwards 81,557 69,132
Lease liabilities 29,110 32,934
Accrued expenses and other 6,640 9,844
Intangible assets 8,437 31,478
Total deferred tax assets 134,865 158,348
Valuation allowance (46,671) (47,854)
Deferred taxassets, net of valuation allowance 88,194 110,494
Deferred tax liabilities
Depreciation 4,755 11,394
Right of use assets 25311 28,963
Total deferred tax liabilities 30,066 40,357
Net deferred taxasset $ 58128 $§ 70,137

Amounts recognizedin the consolidated and combined balance sheets:

Non-current assets $ 58128 $§ 70,137
Non-current liabilities — —
Total — Net deferred taxasset $ 58128 $ 70,137

The deferred taxassets associated with net operating losses (“NOLs”) included in the table above as of December 31, 2020
reflect NOLs as if the Company was a taxpayer separate fromthe Parent. The deferred tax assets associated with NOLs included in
the table above for the year ended December 31, 2021 reflect the net operating losses the Company has available to offset future
taxable income subsequent to the Separation. Hypothetical federal and state NOL deferred tax assets as of December 31, 2020 of
$5.4 million were eliminated at the time of Separation. As of December 31, 2021, the Company has federal NOLs of $14.3 million, of
which $4.5 million expire at various times through the year 2037, and $9.8 million may be carried forward indefinitely. As of
December 31, 2021, the Company also maintains state NOLs of $6.8 million which expire at various times through the year 2040. The
Company has $303.5 million of foreign NOLs and $5.2 million of foreign capital losses at December 31, 2021. The foreign NOLs and
capital losses have an unlimited carryforward period. The Company does not believe it is more-likely-than-not that any federal or
state NOLs, a portion of the foreign NOLs, or any of the capital losses will be utilized. Therefore, in accordance with ASC 740-10-30,
“Income Taxes—Overall—Initial Measurement,” the Company has established a valuation allowance against
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those carryforwards unlikely to be utilized. The Company’s valuation allowance decreased $1.2 million during the year ended
December 31, 2021, primarily as a result of the hypothetical deferred taxassets, and corresponding hypothetical valuation
allowance, that existed at December 31, 2020 being eliminated at the time of Separation.

At December 31, 2021, the Company did not have any excess financial reporting basis over taxbasis froma U.S. federal tax
perspective primarily as a result of the GILTI regime pursuant to the 2017 Tax Reform. The Company may have, in certain state or
foreign jurisdictions, amounts of financial reporting basis that exceeds taxbasis as of December 31, 2021. However, these amounts
are immaterial and no additional state or foreign tax liability has been recorded. Finally, despite their immaterial nature subsequent
to cash distributions to Parent in 2021, the Company intends to permanently reinvest any previously undistributed earnings of our
foreign subsidiaries in the operations outside the United States to support its international growth.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows (in thousands):

Balance at January 1,2019 $ 74,231
Increases related to prior years’ tax positions —
Decreases related to prior years’ tax positions (10,484)

Increases related to current year tax positions
Settlements during the period

Lapses of applicable statutes of limitation (4,251)
Foreign currency translation adjustment 1,081
Balance at December 31,2019 $ 60,577
Increases related to prior years’ tax positions 903
Decreases related to prior years’ tax positions (40,267)

Increases related to current year tax positions —
Settlements during the period —

Lapses of applicable statutes of limitation (6,431)
Foreign currency translation adjustment 4,603

Balance at December 31,2020 $ 19,445
Increases related to prior years’ tax positions

Decreases related to prior years’ tax positions (749)
Increases related to current year tax positions —
Settlements during the period

Lapses of applicable statutes of limitation (3,742)
Foreign currency translation adjustment (405)
Balance at December 31,2021 $ 14,549

Included in the balance at December 31, 2021 are tax positions reclassified from deferred income taxes. Deductibility or
taxability is highly certain for these tax positions but there is uncertainty about the timing of such deductibility or taxability.
Because of the impact of deferred tax accounting, other than interest and penalties, this timing uncertainty, if realized, would not
have a material effect on the annual effective taxrate but could accelerate the payment of cash to the taxing authority to an earlier
period.

The Company recognizes potential accrued interest and penalties related to unrecognized tax benefits in income tax expense.
The Company has potential cumulative interest and penalties with respect to unrecognized tax benefits of approximately $5.3
million, $5.8 million and $7.4 million at December 31, 2021, 2020 and 2019, respectively. For the years ended December 31, 2021, 2020
and 2019, the Company recorded a benefit of approximately $0.4 million, $1.8 million and $2.3 million, respectively, for potential
interest and penalties with respect to unrecognized tax benefits.
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At December 31, 2021, 2020 and 2019, the Company had unrecognized tax benefits of approximately $10.7 million, $15.5 million
and $58.6 million, respectively, that, if recognized, would impact the effective taxrate. The Company does not anticipate a
significant change to the total amount of unrecognized tax benefits over the next twelve months.

The Company’s domestic operations that have been included in the Parent’s federal and state tax retumns are not separately
subject to audit. The Company’s foreign operations are separately subject to taxin multiple foreign jurisdictions. With some
exceptions, the taxretums filed by the Company’s foreign operations are no longer subject to foreign income tax examinations for
years before 2013.

22. FINANCIAL INSTRUMENTS

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

December 31, 2021 December 31, 2020
Carrying Fair Carrying Fair
Amount Value Amount Value

(in thousands)
Financial assets

Redemption settlement assets, restricted $ 735131 $ 735131 $§ 693461 § 693461

Other investments 471 471 253 253

Derivative instruments 2,465 2,465 353 353
Financial liabilities

Derivative instruments 487 487 1,505 1,505

Long-term debt 654,113 654,113 — —

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

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

Other investments — Other investments consist of marketable securities and are included in other current assets in the
consolidated and combined balance sheets. Other investments are recorded at fair value based on quoted market prices for the
same or similar securities.

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

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

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

include:

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

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

e [Level 3, defined as unobservable inputs where little or no market data exists, therefore requiring an entity to develop its

own assumptions.

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

at the reporting date.

The following tables provide information for the assets and liabilities carried at fair value measured on a recurring basis as of

December 31, 2021 and 2020:

Mutual funds (1)

Corporate bonds ()

Marketable securities ()
Derivative instruments 3)

Total assets measured at fair value

Derivative instruments (3)
Total liabilities measured at fair value
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Balance at Fair Value Measurements at
December 31, December 31, 2021 Using
2021 Level 1 Level 2 Level 3
(in thousands)

$ 25990 $ 25990 $ — —
650,389 — 650,389 —
471 471 — —
2,465 — 2,465 —

$ 679315 $§ 26461 § 652854 § —

$ 487 8§ — 9 487 § —

$ 487§ — 8§ 87 8 —
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Balance at Fair Value Measurements at
December 31, December 31, 2020 Using
2020 Level 1 Level 2 Level 3
(in thousands)
Mutual funds (D $ 26850 $ 26850 $ — 3 —
Corporate bonds (1) 611,184 — 611,184 —
Marketable securities (2) 253 253 — —
Derivative instruments () 353 — 353 —
Total assets measured at fair value $ 638640 § 27,103 § 611,537 § —
Derivative instruments () $ 1,505 $ — 3 1,505 $ —
Total liabilities measured at fair value $ 1,505 $ — 3 1,505 $ —

(1)  Amounts are included in redemption settlement assets in the consolidated and combined balance sheets.
(2  Amounts are included in other current assets in the consolidated and combined balance sheets.

(3)  Amounts are included in other current assets and other current liabilities in the consolidated and combined balance sheets.

There were no transfers between Levels 1 and 2 within the fair value hierarchy for the years ended December 31, 2021 and 2020.
There were no Level 3 financial instruments held during the years ended December 31, 2021 and 2020.

Financial Instruments Disclosed but Not Carried at Fair Value

The following table provides assets and liabilities disclosed but not carried at fair value as of December 31, 2021:

Balance at Fair Value Measurements at
December 31, December 31, 2021 Using
2021 Level 1 Level 2 Level 3
(in thousands)
Long-term debt $ 654,113 $ — $ 654113 $ —
Total liabilities measured at fair value $§ 654113 § — $ 654113 § —

There were no assets or liabilities disclosed but not carried at fair value as of December 31, 2020.
Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

For the year ended December 31, 2021, the Company recognized a goodwill impairment charge of $50.0 million. See Note 11,
“Intangible Assets and Goodwill,” for more information.

For the year ended December 31, 2019, as part of restructuring and other charges, the Company recorded asset impairments of
$40.7 million, of which $40.2 million was included in the BrandLoyalty segment and $0.4 million was included in the AIR MILES
Reward Programsegment, related to the discontinuance of certain product lines within inventory and the impairment of certain
prepaid assets and fixed assets. See Note 13, “Restructuring and Other Charges,” for more information.

23. SEGMENT INFORMATION
Operating segments are defined by ASC 280, “Segment Reporting,” as components of an enterprise about which separate

financial information is available that is evaluated regularly by the chief operating decision maker in deciding
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how to allocate resources and in assessing performance. The operating segments are reviewed separately because each operating
segment represents a strategic business unit that generally offers different products and services.

o The AIR MILES Reward Programis a full-service outsourced coalition loyalty program for our sponsors, who pay us a fee
per AIR MILES reward mile issued, in return for which we provide all marketing, customer service, rewards and redemption

management.

e BrandLoyalty designs, implements, conducts and evaluates innovative and tailor-made loyalty programs for grocers and

other high-frequency retailers worldwide. These loyalty programs are designed to generate immediate changes in
consumer behavior and are offered through leading grocers across Europe and Asia, as well as around the world.

e Corporate and other consists of corporate overhead not allocated to any of the Company’s segments.

Income taxes and equity in earnings (losses) fromrelated party investments accounted for under the equity method are not
included in the computation of segment operating profit for internal evaluation purposes.

AIR MILES Corporate/
Year Ended December 31, 2021 Reward Program  BrandLoyalty Other Himinations Total

(in thousands)
Revenues $ 284,744  § 450,609 — 3 (46) $ 735307
Income (loss) before income taxes $ 118,699 §  (42883) $  (25984) § — 3 49,832
Interest (income) expense, net (749) 311 5972 — 5,534
Depreciation and amortization 24,054 12,630 — — 36,684
Stock compensation expense 1,952 2,692 1,615 — 6,259
Goodwill impairment — 50,000 — — 50,000
Strategic transaction costs 3,842 9,362 4,478 — 17,682
Adjusted EBITDA (1) $ 147,798 $ 32,112 $ (13919 § — $ 165991
Capital expenditures $ 11,789 $ 6424 § — 3 — § 18,213

AIR MILES Corporate/
Year Ended December 31, 2020 Reward Program BrandLoyalty Other Himinations Total

(in thousands)
Revenues $ 277,021 $ 487,685 $ — 3 — $ 764,806
Income (loss) before income taxes $ 131,630 $ (206700 $ (14315 $ — 3 96,645
Interest (income) expense, net (1,071) 237 — — (834)
Depreciation and amortization 18,658 59,283 — — 77,941
Stock compensation expense 2,137 3,361 1,519 — 7,017
Gain on sale of business, net of strategic
transaction costs (7,816) — — — (7,816)
Strategic transaction costs 329 — — — 329
Restructuring and other charges 158 (50) — — 108
Adjusted EBITDA () $ 144,025 $ 42,161 §  (12,79) $ — § 173390
Capital expenditures $ 17,360 $ 6959 § — 3 — $ 24319

F-37




Table of Contents

LOYALTY VENTURES INC.

NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS — (CONTINUED)

AIR MILES Corporate/
Year Ended December 31, 2019 Reward Program  BrandLoyalty Other Himinations Total
(in thousands)
Revenues $ 384,021 $§ 649,110 $ — 3 — $ 1,033,131
Income (loss) before income taxes $ 137474  $ (34,409) $ (14,823) $ — 3 88,242
Interest (income) expense, net (1,722) 4,057 — — 2,335
Depreciation and amortization 21,088 59,091 — — 80,179
Stock compensation expense 3,878 3,326 1,872 — 9,076
Strategic transaction costs 963 18 — — 981
Restructuring and other charges 3,487 47293 — — 50,780
Adjusted EBITDA (D) $ 165,168 $ 79376 $  (12951) $ — $§ 231,593
Capital expenditures $ 29,094 $ 12363 $ — 3 — 3 41,457

(1) Adjusted EBITDA is a non-GA AP financial measure equal to net income, the most directly comparable financial measure based
on GAAP, plus (income) loss frominvestment in unconsolidated subsidiaries — related party, provision for income taxes,

interest expense (income), net, depreciation and other amortization, amortization of purchased intangibles, and stock

compensation expense. Adjusted EBITDA also excludes the gain on the sale of Precima in 2020, strategic transaction costs,
which represent costs for professional services and other costs associated with strategic initiatives, including the spinoff and
amounts associated with the Tax Matters and Employee Matters agreement, goodwill impairment, and restructuring and other

charges for actions taken in 2019.

The table below reconciles the reportable segments’ total assets to consolidated and combined total assets:

Total Assets
December 31, 2021
December 31, 2020

AIR MILES Corporate/

Reward Program  BrandLoyalty Other

Total

(in thousands)

$ 1,290919 $§ 956,740 $ 76,068 $ 2,323,727

$ 1,332,388 $ 1089937 $ 35739 § 2458064

With respect to information concerning principal geographic areas, revenues are based on the location of the subsidiary that
generally correlates with the location of the customer. Information concerning principal geographic areas is as follows:

Revenues

Year Ended December 31, 2021
Year Ended December 31, 2020
Year Ended December 31, 2019

Long Lived Assets
December 31, 2021
December 31, 2020

Europe,
United Middle East
States Canada and Africa  Asia Pacific Other Total
(in thousands)

$ 2637 $§ 301,614 $ 338427 $ 81,867 $ 10,762 $ 735,307
$ 11,000 $ 286876 $§ 332,632 § 80,546 § 53,662 § 764,806
$ 40111 $ 352,163 $ 449,140 $ 121,731 $ 69986 $ 1,033,131
$ 21428 $ 296800 $ 596,145 $ 1,075 § 2 $ 915,540
$ — $ 311,530 $ 714317 $ 1,902 $ 148 $ 1,027,397
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As of December 31, 2021, 2020 and 2019, revenues from the Bank of Montreal were $125.0 million, $117.3 million and $120.9
million, respectively, which represented approximately 17%, 15% and 12% of respective consolidated and combined revenues, and
are included in the AIR MILES Reward Program segment.

24. SUPPLEMENTAL CASH FLOW INFORMATION

The following table provides a reconciliation of cash and cash equivalents to the total of the amounts reported in the
consolidated and combined statements of cash flows:

December 31, December 31, December 31,

2021 2020 2019
(in thousands)
Cash and cash equivalents $ 167,601 $ 278,841 $ 124,981
Restricted cash included within other current assets (1) 6,249 3,257 10,842
Restricted cash included within redemption settlement assets, restricted @) 58,752 55,427 39,309
Total cash, cash equivalents and restricted cash $ 232,602 $ 337,525 $ 175,132

(1) Includes cash restricted for travel deposits within the AIR MILES Reward Program.

(@ See Note 8, “Redemption Settlement Assets,” for additional information regarding the nature of restrictions on redemption
settlement assets.

The Separation was completed on November 5, 2021 through the non-cash pro rata distribution of 81% of the outstanding
shares of Loyalty Ventures to holders of ADS common stock at the close of business on the record date of October 27, 2021, with
ADS retaining the remaining 19% of the outstanding shares of Loyalty Ventures. Pursuant to the Separation agreement, the net
assets of certain corporate entities associated with the international businesses of $7.6 million were contributed to the Company by
ADS. Additionally, the Company established certain contractual and indemnification assets and liabilities pursuant to the Tax
Matters Agreement of $29.4 million and $83.6 million, respectively, and the Employee Matters Agreement of $11.9 million and $1.3
million, respectively. See Note 25, “Related Party Transactions,” for more information.

25. RELATED PARTY TRANSACTIONS

Transactions between the Company and ADS were considered to be effectively settled at the time the transaction was
recorded. The net effect of the settlement of these intercompany transactions is reflected in the consolidated and combined
statements of cash flows as a financing activity as net transfers to Parent and in the consolidated and combined balance sheets as
Parent’s net investment.

ADS allocated $12.6 million, $14.3 million and $14.8 million of corporate overhead costs that directly or indirectly benefit the
Company for the years ended December 31, 2021, 2020 and 2019, respectively, that are included in general and administrative
expense within the Company’s consolidated and combined statements of income. These assessments relate to information
technology, finance, accounting, and taxservices provided, as well as human resources, and other functional support. These
allocations were determined based on management estimates on the number of employees and non-employee costs associated with
the use of these functions by the Company and may not be indicative of the costs that the Company would otherwise incur on a
standalone basis.

In 2019, the Company received a capital contribution of $288.7 million, and the cash was used to repay certain notes payable
due to subsidiaries of ADS. See Note 15, “Debt,” for additional information.

In addition, the Company had certain investments in unconsolidated subsidiaries that were consolidated subsidiaries of the
Parent. See Note 12, “Investments in Unconsolidated Subsidiaries - Related Party,” for additional information.
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In January 2021, the Company paid cash dividends to ADS of $124.2 million, of which $4.2 million was withheld for taxes.
In November 2021, in connection with the Separation, the Company made a distribution to ADS of $750.0 million.

Pursuant to the Separation agreement, the assets and liabilities of certain corporate entities associated with the international
businesses were contributed to the Company by ADS. The assets and liabilities contributed are as follows:

November 5,
2021
(in thousands)

Assets:
Cash and cash equivalents $ 5,637
Accounts receivable, net 1,996
Right of use assets - operating 10
Total assets $ 7,643
Liabilities:
Accrued expenses $ 17
Current operating lease liabilities 12
Total liabilities $ 29

Pursuant to the terms of the Tax Matters Agreement, ADS will be responsible for all pre-distribution tax payables and tax
reserves but will also be entitled to receive all pre-distribution tax receivables when realized. As a result, the Company established
certain indemnification and contractual assets of $29.4 million, which were included in accounts receivables and other non-current
assets as well as $83.6 million in contractual liabilities of which $82.6 million were included in accrued expenses and $1.0 million
included in other liabilities in the Company’s consolidated and combined balance sheet on the date of the Separation. The
Company received $5.3 million from ADS and paid ADS $2.7 million in connection with amounts due and owed under the Tax
Matters Agreement. It was also determined that $4.0 million of the indemnification asset would not be paid by ADS, as the
Company released the associated taxreserve, and as such the indemnification asset was written off and included in general and
administrative expenses in the Company’s consolidated and combined statement of income for the year ended December 31, 2021.
As such, as of December 31, 2021, the assets and liabilities related to the tax matters agreement were $20.1 million and $81.0 million,
respectively.

Pursuant to the terms of the Transition Services Agreement, ADS will provide various corporate, administrative and
information technology services to the Company, subsequent to the Separation. Amounts incurred during the year ended
December 31, 2021, subsequent to the Separation, was $0.5 million and has been included in the general and administrative
expenses in the Company’s consolidated and combined statement of income.
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26. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

Unaudited quarterly results of operations for the years ended December 31, 2021 and 2020 are presented below.

Quarter Ended
March 31, June 30, September 30, December 31,
2021 2021 2021 2021
(in thousands, except per share amounts)

Revenues $ 176554 $ 150905 § 169,257 § 238,591
Operating expenses 148,565 130,418 132,998 267,960
Operating income (loss) 27,989 20,487 36,259 (29,369)
Interest (income) expense, net (69) (113) (136) 5,852
Income (loss) before income taxes and loss (income) from investment in
unconsolidated subsidiaries 28,058 20,600 36,395 (35,221)
Provision for income taxes 8,984 6,090 16,542 20,559
Loss (income) frominvestment in unconsolidated subsidiaries — related
party, net of tax 36 5 (4,108) —
Net income (loss) $ 19038 $ 14505 § 23961 $ (55,780)
Net income (loss) per share:

Basic $ 077 $ 059 $ 097 $ (2.27)

Diluted $ 077 $ 059 $ 097 § 2.27)
Weighted average shares:

Basic 24,585 24,585 24,585 24,585

Diluted 24,585 24,585 24,585 24,591

Quarter Ended
March 31, June 30, September 30, December 31,
2020 2020 2020 2020
(in thousands, except per share amounts)

Revenues $ 198105 $ 151,071 $ 184,756 $ 230,874
Operating expenses 166,113 130,795 170,261 212,702
Operating income 31,992 20,276 14,495 18,172
Gain on sale of a business (10,876) — — —
Interest income, net (267) (82) (167) (318)
Income before income taxes and loss (income) frominvestment in
unconsolidated subsidiaries 43,135 20,358 14,662 18,490
Provision for income taxes 13,408 441 3,534 3,941
Loss (income) frominvestment in unconsolidated subsidiaries — related
party, net of tax 68 (10) 148 40
Net income $ 29659 $§ 19927 § 10980 $ 14,509
Net income per share:

Basic $ 121 § 081 $ 045 $ 0.59

Diluted $ 121 $ 081 $ 045 $ 0.59
Weighted average shares:

Basic 24,585 24,585 24,585 24,585

Diluted 24,585 24,585 24,585 24,585

F-41




Table of Contents

SCHEDULEII
CONSOLIDATED VALUATION AND QUALIFYING ACCOUNTS

Balance at Chargedto Chargedto Write-Offs Balance at
Beginning of Costs and Other Net of End of
Description Year Fxpenses  Accounts () Recoveries @ Year
(in thousands)

Allowance for Doubtful Accounts—A ccounts receivable:

Year Ended December 31, 2021 $ 3953 $ %e6) $ 1,701 $ 94 $ 40654
Year Ended December 31, 2020 $ 3396 $§ 1,128 § — 9 571) $ 3953
Year Ended December 31, 2019 $ 24§ 3600 $ — 8 (428) $ 339

(1) Amounts of certain corporate entities associated with the international businesses contributed to the Company by ADS in
connection with the Separation.

@ Amounts written off during the year, net of recoveries and foreign exchange impact.
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LoyaltyOne Co.

Income Statement

For the period ended December 31

(CAD in thousands) 2022 2021 2020
Revenue
Redemption Revenue, Gross 489,238 350,811 311,987
Cost of Redemptions (466,053) (320,068) (280,197)
Redemption Revenue, Net 23,184 30,743 31,790
Transaction Revenue 281,549 293,547 304,310
Marketing Revenue 13,509 10,920 10,434
Investment Income 17,409 16,994 17,094
MiscellaneousRevenue 6,364 3,911 4,103
Total Revenue 342,015 356,114 367,731
Operating Expenses
Payroll & Benefits 101,080 94,623 94,119
Cost of Redemptions Expense 11,754 6,829 7,347
Data Processing/Equipment Exp 27,856 27,236 27,489
Marketing Expense 23,358 23,273 24,695
All Other Expenses 40,303 21,733 26,686
Total Cost of Operations 204,350 173,695 180,336
Depreciation and Amortization 31,524 30,143 24,788
Total Operating Expenses 235,875 203,838 205,124
Operating Income 106,140 152,276 162,607
Other Expense (Income) (1,895) (863) (1,003)
Earnings Before Income Tax 108,035 153,139 163,610
Income Tax 30,552 40,814 42,803
Net Income 77,483 112,325 120,807




LoyaltyOne Co.

Balance Sheet
As at December 31

(CAD in thousands) 2022 2021 2020
Assets

Cash and Cash Equivalents 56,992 103,059 184,132
Account Receivables, Net 182,679 205,539 213,790
Inventory 2,329 - 522
Other Current Assets 7,880 8,006 7,712
Redemption Settlement Assets, Restricted 804,798 928,911 883,019
Total Current Assets 1,054,678 1,245,515 1,289,175
Property, Plant & Equipment, Net 68,668 78,162 93,424
Right of Use Asset - Operating 39,829 43,273 45,704
Deferred Tax Asset, Net 1,830 4,497 6,160
Other Non-Current Assets 1,768 2,901 3,431
Intangible Assets, Net - - 659
Goodwill, Net 246,108 246,108 246,108
Investment in Subsidiaries 930 930 2,417
Total Assets 1,413,811 1,621,386 1,687,078
Liabilities

Accounts Payable 15,284 17,219 23,891
Accrued Expenses 31,824 27,029 30,167
Intercompany 2,749 210 (942)
Deferred Revenue 1,041,956 1,168,564 1,144,073
Other Current Liabilities 16,823 41,035 4,781
Current Operating Lease Liability 3,113 3,080 2,923
Total Current Liabilities 1,111,749 1,257,136 1,204,894
Other Liabilities 16,862 17,279 18,209
Deferred Revenue 122,142 122,780 134,394
Long Term Operating Lease Liability 53,272 57,534 61,219
Total Liabilities 1,304,025 1,454,729 1,418,716
Equity

Common Stock 143,166 143,166 143,166
Additional Paid-In-Capital 4,042 4,042 4,042
Retained Earnings 16,609 30,232 111,382
Total Other Comprehensive Income (54,031) (10,783) 9,771
Total Equity 109,787 166,658 268,362
Total Liabilities and Equity 1,413,811 1,621,386 1,687,078
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\VI Loyu.lty Ventures Inc.

Loyalty Ventures Functional Currency Balance Sheet for Foreign

As of November 30, 2021
(in thousands)

Assets
Cash: Depository
Cash: General Operating
Cash: Disbursement
Disbursement: Payroll
Petty Cash
Cash and Cash Equivalents
Bad Debt Reserve: Trade Rec
Pending: Client
1/C Receivable
Receivable: Above Minimum
1/C Receivable: Investment
Receivable: Miscellaneous
Income Tax Receivable
Trade Rec: Gen External System
AR System
Receivable: Co-Op
Receivable: Coalition
Receivable: SF Issuance
Account Receivables, Net
Credit Card Receivables, Net
Loans held for sale
Deferred Tax Asset, Net
Finished Goods Inventory
Inventory in Transit
Allowance: Obsolete Inventory
Inventory Deferred Costs
Inventory
Restricted Cash: Rewards
Prepaid Rent
Prepaid Maintenance
Prepaid Insurance
Prepaid Licenses
Prepaid Other
Advances: Associates
1/C Prepaid Expense
Prepaid COS - Rewards
Def Costs Cloud Computing-Cur
Deferred Contract Cost - Cur
FV-Derivative Instr Cur Asset
FV Deriv Instr Cur Asset-Hedge
Current Investment
Other Current Assets
RestrictedCash-Valuation Allow
Restricted Cash - RT Operating
Restricted Cash - O/S Transfer
Bond Premium/Discount
Bond Premium/Discount Amort
Restricted Cash-PPD Interest
Restricted Cash-Interest Rec
Restricted Cash-Cash Equivalnt

Redemption Settlement Assets, Restricted
Current Assets of Discontinued Operations

Total Current Assets

Fixed Asset/Cap Soft: Accrued
Furniture & Fixtures
Software: Platform and Client
Software: General
Communication Equipment
Servers
Computers and printers
General Equipment
Leasehold Improvements
CIP: Capitalized Software
CIP: Fixed Asset
Accum Deprn:Furn & Fixtures
Accum Deprn: Platform/Client
Accum Deprn: Software General
Accum Deprn: Communicatn Equip
Accum Deprn: Servers
Accum Deprn: Computer/Printer
Accum Deprn:General Equipment
Accum Deprn: Leaseholds
Software: Capitalized
Software: Amortized
Property, Plant & Equipment, Net
ROU Asset - Property
ROU Asset - Equipment
ROU Asset - Vehicle
ROU Asset-Property Accumulated
ROU Asset-Equipment Accumulatd
ROU Asset-Vehicle Accumulated
Right of Use Asset - Operating
Deferred Tax Asset- Noncurrent
Deferred Tax Asset, Net
Def Costs Cloud Comp —NonCurr
1/C Notes Receivable: NonCurr
Long Term Prepaid Maintenance
Long-Term Prepaid Other
Long Term Other Receivable
Long-term Deposits
Deferred Financing - Amortized
Debt Issuance Costs
Other Non-Current Assets
Restricted Cash Collateral
Tradename

0121
0131
0181
0182
0192

0321
0411
0428
0435
0438
0439
0440
0442
0443
0465
0466
0470

0812
0813
0814
0816

0165
0511
0513
0516
0517
0526
0531
0535
0740
0909
0914
0930
0932
0937

0913
1841
1842
1845
1846
1847
1848
1851

1301
1311
1316
1317
1321
1330
1331
1341
1351
1390
1391
1411
1416
1417
1421
1430
1431
1441
1451
1915
1955

1701
1702
1703
1751
1752
1753

1602

0209
1038
1827
1829
1856
1860
2757
2759

1923

DLMGC

LVI LMGCI-
LoyaltyOne, Co.
CAD

41,445,717
58,905,162
5,809,099
188,241

106,348,219
(1,209,209)

498,258

2,248,197
95,372,590

91,352,686
247,710
2,628,482
16,269,381
207,408,096

649,018
5,243,810
243,564
1,882,965
5,588

0
(3,123,791)
2,059,856

322,000
7,283,011
667,156
841,715,003
(2,195,439)
9,785,276
(1,563,419)
143,555
5,020,855
76,934,993
930,507,981

1,251,547,307

612,623
6,497,606
264,388
7,264,845
2,688,988
4,563,487
4,523,116
945,027
35,435,795
8,365,304
6,500
(3,461,996)
(88,129)

( ,
(2,257,925)
(3,069,672)
( )
(666,061)
(9,406,037)
128,291,852
(90,748,086)
79,855,511
50,780,049
42,940
(7,302,879)
(36,298)
43,483,812
5,491,176
5,491,176
431,091
1,301,695
897,090

230,271

2,860,147
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LVI LMGCI-
LoyaltyOne, Co.
CAD
Collector Database:Capitalized 1927 70,000,000
Tradename Amortization 1963 -
Collector Database: Amortized 1967 (69,945,088)
Intangible Assets, Net 54,912
Goodwill: Capitalized 1911 282,965,054
Goodwill: Amoritized 1951 (36,856,844)
Goodwill, Net 246,108,210
1/C Investment: Subsidiary 1058 930,189
Investment in Subsidiaries 930,189
Long Term Assets of Discontinued Operations -
Total Assets 1,630,331,265
Liabilities
Contra Payable: Ont HST Tax 0459 (1,521,104)
Contra Payable: Goods Svc Tax 0461 (796,354)
Contra Payable: QST Tax 0462 (622,310)
Contra Payable: Atlantic HST 0464 (498,178)
Systems Payable: External Sys 2010 15,011,957
System Payables: Peoplesoft 2011 1,971,431
Purchasing Card Payable 2012 (24,888)
Inventory Payable:External Sys 2014 -
1/C Payable 2028 -
Payable: Value Add Tax 2042 -
Payable: Goods and Svc Tax 2044 508,518
Payable: Quebec Services Tax 2045 340,645
Payable: Royalty 2046 1,119,647
Other Payable 2049 -
Payable: Ontario HST Tax 2054 4,465,309
Payable: Atlantic HST Tax 2056 2,857,081
Payable: Sales Tax 2057 (700,600)
Payable: Use Tax 2058 31,211
Interest Payable 2131 -
1/C Interest Payable 2138 -
Accounts Payable 22,142,366
Accrued Payroll 2211 2,514,289
Disability 2235 40,937
Medical: IBNR 2236 27,895
Taxes: Payroll/CPP/QPP 2251 493,058
Withholding:Legal Plan 2260 -
Withholding: Savings Plan 2262 5,635
Withholding: SERP Contribution 2263 479,905
Withholding: Stock Purchase 2264 531
Withholding: Identity Theft 2270 -
Withholding: Associate HSA 2271 -
Withholding: Flexible Spend 2274 -
Withholding: Vision 2276 -
Withholding:Auto/Home Insuranc 2279 -
Oth Pay: Accrued Vacation 2291 81,486
Oth Pay: Incentive Comp - Mgmt 2294 7,858,835
Oth Pay: Incentive Comp - NAM 2295 78,493
Accrual: Bank Fees 2312 -
Accrual: Telephone 2313 175,175
Accrual:Stationery/Supplies 2315 -
Accrual: Postage 2316 52,360
Accrual: Legal 2317 254,269
Accrual: Auditing 2318 -
Acc: Temp Contract and Consltg 2319 1,420,712
Accrual: Reserved Payroll 2320 1,833,215
Accrual: Reg Assessments 2321 10,620
Accrual: Facility Costs 2323 69,336
Accrual: Shipping 2330 -
Accrual: Miscellaneous 2331 266,028
Accrual: Employee Related 2332 153,742
Accrual: 3rd Party Processing 2333 2,540,037
Accrual: Marketing 2334 926,169
Accrual: Promotional Prgm Cost 2336 -
Accrual: Current FIT 2611 =
Accrual:Current Foreign IncTax 2614 3,449,151
Tax Reserve - Current 2616 8,861,180
Accrual: Current SIT 2621 =
Accrual: State Tax N-I Based 2625 -
Accrued Expenses 31,593,056
1/C Activity - Automated 2511 347,758
1/C Activity - Manual 2512 (1,156,485)
1/C Branch Activity - Manual 2513 -
1/C Eliminate Out of Balance 2518 -
Intercompany (808,727)
Dividends Payable -
AirMiles Support Services-Cur 2422 166,714,694
Deferred Revenue - Services Current 166,714,694
AirMiles Rewards 2418 997,369,528
Deferred Revenue - Redemption 997,369,528
Deferred Revenue: Prebill 2408 52,354,311
Deferred Revenue: Project 2409 912,190
Client Liability 2410 900,647
Deferred Revenue:Amortizing 2411 560,056
Deposits 2415 485,026
FV Deriv Instr Hedge-Cur Liab 2432 -
Other Current Liabilities 55,212,231
Deferred Tax Liability, Net -
Curr Obligation:Property Lease 2440 3,669,944
CurrObligation:Equipment Lease 2441 6,642
Curr Obligation: Vehicle Lease 2442 -
Advanced Pymts: Property Lease 2444 (583,220)
Advanced Pymts: Equipment Leas 2445 72
Advanced Pymts: Vehicle Lease 2446 -
Advanced Pymts: Co-Location 2447 30,507

Current Operating Lease Liability 3,123,944
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Loyalty Ventures Functional Currency Balance Sheet for Foreign

As of November 30, 2021
(in thousands)

Current Deposit

Current Asset Backed Debt
Current: Term Debt

Current Debt

Current Liabilities of Di:

2719

DLMGC

LVI LMGCI-
LoyaltyOne, Co.
CAD

Total Current Liabilities

Deferred Tax Liability- Noncur
Deferred Tax Liability, Net
Tax Reserve - NonCurrent
Accrued Reserve
Other Liabilities
AirMiles Support Services
Deferred Revenue - Services
LT Obligation: Property Lease
LT Obligation: Equipment Lease
LT Obligation: Vehicle Lease

Long Term Operating Lease Liability

Long Term Deposit

Long Term Asset Backed Debt
1/C Notes Payable: NonCurrent
NonCurrent:Term Debt
DIC LT: Other Debt
DIC LT Amort: Other Debt

Long Term and Subordinated Debt

Long Term Assets of Discontinued Operations

Total Liabilities

Redeemable Non-Controlling Interests

Equity

Common Stock

1/C Common Stock
Common Stock

1/C Preferred Stock
Preferred Stock

Contributed Capital

1/C Contributed Capital

1/C Dividend: Return Capital
Additional Paid-In-Capital

Additional Paid-In-Capital - Preferred

1/C Gen Partnership Ownership
1/C Ltd Partnership Ownership

1/C Partnership Income Allocation

Retained Earnings
Retained Earnings: Adj to NCI
Retained Earnings
Treasury Stock
1/C Dividends:Earnings Distrib
Dividends Declared
Cumulative Translation Adjmnts
Unrealized G/L-Avail for Sale
OCl: Unrealized G/L Derivative
Systemized Cum. Tran Adj.

Total Other Comprehensive Income

Total Stockholders Equity
Noncontrolling Interest
Noncontrolling Interest
Total Equity

Total Liabilities & Equity

Check figure for Total Assets

Check figure for Total Liabilities & Equity
Difference (s/b = to profit/loss for current period)
Check Figure (s/b zero)

Check figure for A= L+ E (s/b zero)

2602

2716
2816

2417

2840
2841
2842

2758
2766
2786
2787

2921
2925

2928

2931

2938
2969

2910

2911

2941

2943

2968

2971

2972

2973
2974

2993

1,275,347,093

(0)

(0)
17,163,531
17,163,531
121,515,315
121,515,315
57,848,071

57,848,071

1,471,874,010

143,166,421
143,166,421

34,042,378
(30,000,000)
4,042,378

14,655,702

23,453,257
(13,480,786)
1,283,073
(7,087)
(12,204,801)
158,457,255

1,630,331,265

1,630,331,265
(1,621,533,710)

8,797,555
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Appendix “H”

Breach of Fiduciary Statement of Claim
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BETWEEN:

LOYALTYONE, CO.

Plaintiff

-and -

BREAD FINANCIAL HOLDINGS, INC. and JOSEPH L. MOTES i

Defendants
STATEMENT OF CLAIM
TO THE DEFENDANTS

A LEGAL PROCEEDING HAS BEEN COMMENCED AGAINST YOU by the plaintiff. The
claim made against you is set out in the following pages.

IF YOU WISH TO DEFEND THIS PROCEEDING, you or an Ontario lawyer acting for you
must prepare a statement of defence in Form 18A prescribed by the Rules of Civil Procedure,
serve it on the plaintiff's lawyer or, where the plaintiff does not have a lawyer, serve it on the
plaintiff, and file it, with proof of service, in this court office, WITHIN TWENTY DAYS after this
statement of claim is served on you, if you are served in Ontario.

If you are served in another province or territory of Canada or in the United States of
America, the period for serving and filing your statement of defence is forty days. If you are served
outside Canada and the United States of America, the period is sixty days.

Instead of serving and filing a statement of defence, you may serve and file a notice of
intent to defend in Form 18B prescribed by the Rules of Civil Procedure. This will entitle you to
ten more days within which to serve and file your statement of defence.

IF YOU FAIL TO DEFEND THIS PROCEEDING, JUDGMENT MAY BE GIVEN AGAINST
YOU IN YOUR ABSENCE AND WITHOUT FURTHER NOTICE TO YOU. IF YOU WISH TO
DEFEND THIS PROCEEDING BUT ARE UNABLE TO PAY LEGAL FEES, LEGAL AID MAY BE
AVAILABLE TO YOU BY CONTACTING A LOCAL LEGAL AID OFFICE.

TAKE NOTICE: THIS ACTION WILL AUTOMATICALLY BE DISMISSED if it has not been
set down for trial or terminated by any means within five years after the action was commenced
unless otherwise ordered by the court.
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Date:  October 18, 2023 Issued by:

Local Registrar

Address of  Superior Court of Justice
court office: 330 University Avenue
Toronto, ON M1H 1R7

TO: Bread Financial Holdings, Inc.
3095 Loyalty Circle
Columbus, Ohio 43219
United States of America

AND TO: Joseph L. Motes I
6238 Mercedes Ave.
Dallas, Texas 75214 )
United States of America
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CLAIM
1. The Plaintiff LoyaltyOne Co. (“LoyaltyOne”) claims:

(a) damages in an amount sufficient to purchase US$775 million in Canadian dollars
from a bank in Ontario listed in Schedule 1 to the Bank Act, S.C. 1991, ¢. 46, as
amended, at the close of business on the first day on which the bank quotes a
Canadian dollar rate for purchase of United States currency following the date of

judgment in this proceeding, on a joint and several basis:

® as against the Defendant Joseph L. Motes |l (“Motes”) for breach of his

fiduciary duty and breach of his duty of care to LoyaltyOne; and

(i) as against the Defendant Bread Financial Holdings, Inc. (“Bread”), which
was previously known as Alliance Data Systems Corporation (*ADS"), for
knowingly causing, encouraging, inducing, participating in, assisting, and

receiving the benefits of Motes'’s breaches of his duties to LoyaltyOne;

(b) prejudgment and postjudgment interest in accordance with sections 128 and 129

of the Courts of Justice Act, R.S.0. 1990, c. C-43, as amended;
(©) costs of this proceeding, plus all applicable taxes; and
(d) such further and other relief as to this Honourable Court may seem just.

Overview

2, The AIR MILES® Reward Program (“AIR MILES") was successfully operated by

LoyaltyOne for over 30 years as a full-service and outsourced loyalty program which helped
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clients acquire and retain customers through the issuance and redemption of “Reward Miles”.
Prior to its sale on June 1, 2023, AIR MILES had 10 million active collector accounts and

employed approximately 750 people.

3. The Defendant Bread, then known as ADS, was the ultimate corporate parent and
shareholder of LoyaltyOne until the Spin Transaction (defined below) was completed on
November 5, 2021. Motes was the general counsel of ADS and, until the same date and at all

other relevant times, also the sole director of LoyaltyOne.

4. In addition to LoyaltyOne, ADS had other subsidiaries that operated distinct businesses in
a variety of economic and geographic markets, including a private label credit card and banking

business (the “Card Business”).

5. In late 2018, ADS made a determination to focus on what it perceived to be its core
business — the Card Business. As a result, ADS attempted to monetize the AIR MILES business
through a sale of LoyaltyOne. That attempt was unsuccessful. ADS received no satisfactory

offers.

6. Accordingly, ADS developed a different strategy to divest itself of LoyaltyOne and the AIR
MILES business and, in that process, to strip them of their value for the benefit of ADS and to the
direct corresponding detriment of LoyaltyOne. To that end, ADS and Motes caused LoyaltyOne

and related corporations to:

(a) guarantee and distribute to ADS the proceeds of term loans in the amount of

US$675 million; and

(b) pay a dividend to ADS in the amount of US$100 million.
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7. Immediately after these transactions occurred, ADS divested itself or “spun-out” the newly
impoverished affected subsidiaries, including LoyaltyOne (the “Spin Transaction”). This value-
stripping scheme, orchestrated by ADS and implemented by Motes at ADS’s direction, was
directly contrary to the best interests of LoyaltyOne and its stakeholders. It was also a clear breach

of the fiduciary duty and duty of care owed by Motes as a director of LoyaltyOne.

8. E'ighteen months after the Spin Transaction, LoyaltyOne entered into insolvency
proceedings under the Companies’ Creditors Arrangement Act, R.S.C.. 1985, c C-36, as
amended, (the “CCAA”") and was sold for approximately US$160 million — substantially less than

its value before the Spin Transaction and significantly less than the liabilities of LoyaltyOne.

9. LoyaltyOne brings this action for full compensation and restitution for the harm caused by

ADS (now Bread) and Motes.
The Parties

10. LoyaltyOne is a Nova Scotia unlimited liability company incorporated under the
Companies Act, R.S.N.S. 1989, c. 81, as amended. Its sole member is LVI Lux Financing, a

Luxembourg-based entity, which is itself held indirectly by Loyalty Ventures Inc. (“LVI").

11. LoyaltyOne's registered office is the office of its Nova Scotia counsel, located at 600 —
1741 Lower Water Street, Halifax. However, before the Sale Transaction (defined below) under

the CCAA, LoyaltyOne’s primary place of business and headquarters were in Toronto.

12, LoyaltyOne is an applicant in a proceeding commenced pursuant to the CCAA on March

10, 2023 (the “CCAA Proceeding”).
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13. Bread is a company incorporated under the laws of Delaware, with its headquarters in the
city of Columbus, Ohio. Before the Spin Transaction, Bread was the ultimate parent of a portfolio
of companies, including LoyaltyOne, which provided integrated outsourced marketing services,

analytics, and creative services.

14. Motes is an individual residing in the City of Dallas, Texas. Since June 2019, Motes has
been Executive Vice President, Chief Administrative Officer, Secretary, and General Counsel of

Bread. At all material times until November 5, 2021, Motes was the sole director of LoyaltyOne.

15. On November 5, 2021, Motes resigned from the board of directors of LoyaltyOne.

Following the Spin Transaction, Motes continued in his prior positions with ADS, now Bread.
AIR MILES

16. Prior to commencing the CCAA Proceeding, LoyaltyOne operated the AIR MILES
business. Originally launched in Canada in 1992 and acquired by ADS in 1998, the AIR MILES
loyalty program allowed collectors to redeem Reward Miles for in-store purchases, travel,

merchandise, donations, or other rewards.
The First Dividend

17. In late 2018, ADS decided to focus on its Card Business as its core business. Following
that determination, ADS embarked on a strategy to maximize the profitability of the Card Business
while leveraging and then divesting itself of its other business lines, including LoyaltyOne and a

US-based marketing business known as “Epsilon”.
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18. On July 1, 2019, ADS sold the Epsilon business to Publicis Groupe S.A. (“PGSA”).
Pursuant to the sale agreement, ADS granted PGSA an uncapped indemnity in connection with

an ongoing US Department of Justice ("DOJ”) investigation into Epsilon’s data sales practices. -

19. In December 2020, PGSA gave notice to ADS that it would be calling upon that indemnity
and, subsequently, required payment of US$150 million in connection with that indemnity to settle
with the DOJ. Consistent with its practice of maximizing the Card Busiﬁess and depleting the
value éf non-core subsidiaries, ADS funded alarge por{ion of the resulting obligation to PGSA by
causing LoyaltyOne, through the direction of Motes, to pay a diyidend in the amount of $107.5

million to ADS in January 2021 (the “First Dividend”).

20. The First Dividend had a material negative impact on LoyaltyOne's liquidity and future

viability and, cumulatively with the Spin Transaction, led to LoyaltyOne’s ultimate insolvency.
The Spin Transaction

21. In 2020, ADS marketed LoyaltyOne for sale. If received expressions of interest from

several prospective purchasers, but none of those offers were accepted.

22. In early 2021, ADS pivoted to a sale of the LoyaltyOne business — the Spin Transaction —

pursuant to which ADS would:

(a) spin off a number of subsidiaries, including LoyaltyOne (the “Spun-Out
Subsidiaries”) from the ADS corporate group to be held by a newly incorporated

holding company, LVI; and
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(b) cause the Spun-Out Subsidiaries to enter into a credit agreement to borrow funds,
to become responsible for repayment of those funds, and to transfer those funds

to ADS, along with significant dividends, before completing the Spin Transaction.

23. The purpose of the Spin Transaction was to perpetrate a value-stripping exercise against
LoyaltyOne and the other Spun-Out Subsidiaries for the benefit of ADS and the corresponding

detriment of LoyaltyOne.

24,  ADS engaged Davis Polk & Wardwell LLP (“Davis Polk") to assist it with structuring the
Spin Transaction and prepare the required agreements. None of the Spun-Out Subsidiaries had

independent legal counsel in connection with the Spin Transaction.

25. The agreements prepared by Davis Polk at the behest of ADS to effect the Spin
Transaction were not balanced. Rather, they included terms that were significantly more
favourable to ADS than the Spun-Out Subsidiaries and were, correspondingly, prejudicial to the

Spun-Out Subsidiaries.

26. The prejudicial design of the Spin Transaction was instigated deliberately by ADS. Not
only did Davis Polk operate under the instructions of ADS, but at all times ADS asserted and
maintained control of all sides of the Spin Transaction, including by overruling or ignoring the

concerns and objections raised by ADS’s own employees.

The Second Dividend

27. On October 21, 2021, and as part of the Spin Transaction, Motes, at the direction of ADS,
caused LoyaltyOne to declare a dividend in the amount of US$68 million (plus associated taxes),

which, along with proceeds from other subsidiaries in the cumulative amount of US$100 million,
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was ultimately up-streamed to ADS (the “Second Dividend” and, together with the First Dividend,

the “Dividends”).

28. The Second Dividend, like the First Dividend, had a negative impact on LoyaltyOne's
liquidity and future viability, and it contributed to the cause of LoyaityOne's insolvency and the
commencement of the CCAA Proceeding. The only purpose of the Second Dividend was to
appropriate LoyaltyOne’s remaining cash before ADS discarded LoyaltyOne in the final steps of

the Spin Transaction.
Credit Agreement, Guarantee and Additional Agreements

29. As part of the Spin Transaction, on November 3 2021, at the direction of ADS, Motes
caused LVI to enter into a senior secured credit agreement (the “Credit Agreement”) with a
syndicate of lenders pursuant to which LVI borrowed US$675 million as term loans on such date.
The same day, at the direction of ADS, Motes caused LoyaltyOne to execute a guarantee of that

new debt (the “Guarantee”). LoyaltyOne had never previously been a guarantor of ADS'’s debt.

30. Thereafter, at the direction of ADS, Motes caused LVI to pay the proceeds of the Credit
Agreement to ADS under a so-called contribution agreement, resulting in none of the term loan
proceeds of the Credit Agreement being available for working capital purposes for LVI or

LoyaltyOne.

31. On November 5, 2021, the remaining agreements relating to the Spin Transaction were
executed (the "Additional Agreements’). At the direction of ADS and Motes, Charles Horn
executed the Additional Agreements on behalf of LVI. LoyaltyOne was not a signatory or party to

any of the Additional Agreements.
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Effect of the Spin Transaction

32. ADS knowingly received the term loan proceeds of the Credit Agreement and the
Dividends for its benefit, and to the corresponding detriment of LoyaltyOne, as a direct result of

the actions of ADS and Motes.

33, LoyaltyOne’s financial condition was predictabily and severely impaired by the Spin
Transaction. During the year following the closing of the Spin Transaction, the remaining cash
reserves and cash flows of LoyaltyOne were used directly or indirectly to pay the large quarterly
obligations of principal and interest due under the Credit Agreement as well as all LVI corporate
overhead cdsts and expenses necessafy for it to operate as a public cdmpany and complete the

separation from ADS.
The CCAA Proceeding

34. On March 10, 2023, LoyaltyOne applied for, and the Court issued, an Order granting
LoyaltyOne protection under the CCAA (the “Initial Order”). The Initial Order also appointed KSV

Restructuring Inc. as monitor of LoyaltyOne (the “Monitor”).

35. On March 20, 2023, the Court issued Orders that, among ofher things, approved a sale
and investment solicitation process (the “SISP”) in respect of LoyaltyOne's business and assets.
Pursuant to the SISP, LoyaltyOne sold substantially all of its operating assets to two affiliates of
the Bank of Montreal pursuant to an asset purchase agreement approved by the Court on May

12, 2023, which closed on June 1, 2023 (the “Sale Transaction”).

36. On May 12, 2023, the Court issued an Order (the “Ancillary Relief Order”) which

provided, among other things, that upon the closing of the Sale Transaction:
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(a) LoyaltyOne’s directors and officers were deemed to have resigned (subject to

certain limited exceptions); and

(b) the Monitor was authorized and empowered to cause LoyaltyOne to perform such
functions or duties to facilitate or assist the realization of LoyaltyOne’s remaining
assets and initiate, prosecute, and/or continue the prosecution of any and all

proceedings.
The Claims

37. The Spin Transaction was, in substance, simply a value-stripping scheme orchestrated
and implemented by ADS and Motes for the benefit of ADS and to the corresponding detriment

of LoyaltyOne.

38. As the sole director and therefore a fiduciary of LoyaltyOne, Motes, among other things,
had a duty to LoyaltyOne to act honestly and in good faith with a view to the best interests of
LoyaltyOne. Motes also had a duty to LoyaltyOne to exercise the care, diligence, and skill that a
reasonably prudent pérson would exercise in comparable circumstances. Motes breached his
fiduciary duty and duty of care to LoyaltyOne by, among other things, authorizing the payment of
the Second Dividend and authoriéing the Guarantee and associated security agreements that
limited LoyaltyOne's ability to raise further independent funds, all in circumstances where doing
s0 was unequivocally not in the best intereéts of LoyaltyOne and, in fact, favoured the interests

of ADS over the interests of LoyaltyOne and its other stakeholders.

39. ADS was aware of the duties owed by Motes to LoyaltyOne, but nevertheless knowingly
caused, encouraged, assisted, participated in, and received the benefits of the breaches of those

duties by Motes. As the recipient of the Second Dividend and the term loan proceeds of the Credit
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Agreement, ADS also deliberately influenced, encouraged, induced, caused, or directed Motes to
authorize the Second Dividend and the Guarantee for ADS'’s benefit and to the corresponding

detriment of LoyaltyOne.

40. ADS, now Bread, and Motes are jointly and severally liable to LoyaltyOne for damages in

the amount of the Canadian dollar equivalent of US$775 miliion.
Service and Location o_f Trial

41, The Plaintiff is entitled to serve this statement of claim on Defendants who reside outside
of Ontario without a court order pursuant to rules 17.02(g) and 17.02(p) of the Rules of Civil

Procedure, R.R.O. 1990, Reg. 194.
42.  The Plaintiff requests that this action be tried in Toronto,
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	Appendix E - Notice of Appeal (Tax Court of Canada).pdf
	I. Address of the appellant
	1. The Appellant’s address is in the care of its counsel:
	Osler, Hoskin & Harcourt LLP
	1000 De La Gauchetière West, Suite 2100 Montreal, Quebec H3B 4W5
	Attention:  Louis Tassé (ltasse@osler.com)
	Mark Brender (mbrender@osler.com)

	II. OVERview
	2. This Appeal concerns the application of paragraph 20(1)(m) of the Income Tax Act (Canada) (the “Act”).
	3. The Minister of National Revenue (the “Minister”) reassessed LoyaltyOne, Co. (the “Appellant”) for its taxation year ended December 31, 2013 (the “2013 Taxation Year”) for Part I tax under the Act in respect of amounts that the Appellant had claime...
	III. reassessment under appeal
	4. The Minister issued a Notice of Reassessment dated December 10, 2019 for the Appellant’s 2013 Taxation Year (the “Reassessment”).
	5. The Minister reassessed the Appellant for the following amounts:
	6. More precisely, the Minister included an amount of $348,527,381 in the Appellant’s net income for the 2013 Taxation Year on the basis that the Appellant is not entitled to a full reserve under paragraph 20(1)(m) of the Act as claimed in its corpora...
	7. The Appellant duly objected to the Reassessment by way of a Notice of Objection dated March 6, 2020 (the “Objection”).
	8. More than 90 days have elapsed since the Appellant served the Objection on the Minister.
	9. The Minister has not notified the Appellant that the Reassessment has been vacated or confirmed, nor has the Minister issued any further reassessment of the 2013 Taxation Year.
	10. The Appellant accordingly files this Notice of Appeal pursuant to paragraph 169(1)(b) of the Act.
	IV. statement of Facts
	11. The Appellant is a wholly owned subsidiary of Alliance Data Systems Corporation (U.S.).
	12. The Appellant is a global leader in the design and implementation of coalition loyalty programs, customer analytics, and loyalty services for Fortune 1000 clients around the world.
	13. The Appellant operates, inter alia, the Air Miles Reward Program (“AMRP”) in Canada.
	14. The AMRP was launched in 1992 and is Canada’s largest coalition loyalty program with over 10 million Canadian households having at least one member participating in the AMRP.
	15. The AMRP has approximately 170 brand sponsors (the “Sponsors”).
	16. The AMRP is a full-service outsourced loyalty program and a marketing device designed to help Sponsors attract business.
	17. The Sponsors pay the Appellant a fee for each Air Mile (“AM”) issued (the “Issue Fee”), and in return, the Appellant provides a number of services to both Sponsors and consumers, including, but not limited to, all marketing (including the use of t...
	18. Consumers must enroll in the AMRP (“Enrollment Agreement”), which allows them to earn AMs as they shop across a broad range of retailers and other Sponsors (enrolled consumers will hereinafter be referred to as “AM Collectors”).
	19. AM Collectors can also earn AMs by using AM credit cards.
	20. AM Collectors can redeem their AMs for Dream rewards (“Dream Rewards”) offered by the AMRP, such as travel, merchandise, and other lifestyle rewards.
	21. The Appellant fulfills the Dream Rewards through agreements with over 400 suppliers.
	22. AM Collectors can also instantly redeem their AMs for cash credits (“Cash Rewards”) through the Air Miles Cash program (“AM Cash”) which allows them to use their Cash Rewards at point of sale for in-store purchases at participating Sponsors.
	23. Save and except for one exception, the Issue Fee is the only consideration paid by the Sponsors to the Appellant for the management of the AMRP.
	24. Enrollment into the AMRP by AM Collectors is free of charge: no initiation fee and no annual fee are payable by AM Collectors.
	25. As a result, the Sponsors are funding the whole management of the AMRP as they are paying for everything that allows the AMRP to be carried on.
	26. The AMRP provides Sponsors with insights regarding consumer behavior from transactional data which then allows them to connect with its customers and build long term relationships.
	27. The ability to earn AM on a frequent basis encourages customers to continue shopping with Sponsors and generates transactional data which can be used by Sponsors to grow their business.
	28. The Appellant enters into a Program Participation Agreement (“PPA”) with each Sponsor.
	29. The PPA grants the Sponsor a license to issue AMs to their customers.
	30. With the cash proceeds received from Sponsors (i.e. the Issue Fee), the Appellant has, inter alia, an obligation to provide AM Collectors with Dream Rewards and Cash Rewards on redemption of AMs.
	31. To fund those future redemptions, the Appellant has certain cash and investments from the proceeds that are subject to a security interest and held in trust for the benefit of funding redemptions by AM Collectors under the PPA.
	32. The revenue cycle begins when AM Collectors earn AM by making purchases of goods or services from Sponsors or by using AM credits cards.
	33. Each time an AM is issued by a Sponsor, an Issue Fee is paid by the Sponsor to the Appellant in respect of such AM.
	34. The Appellant claims a reserve in respect of the Issue Fees paid by Sponsors on account of services to be rendered after the end of the year.
	35. Under the PPAs and the Enrollment Agreements, the Taxpayer, the Sponsors and the Collectors have a series of rights and obligations.
	36. For accounting purposes, the Appellant credits the deferred revenue account when Issue Fees are invoiced to Sponsors.
	37. The Issue Fee is broken down on average across all Sponsors, for accounting revenue recognition purposes, into three components:
	(a) Redemption (approximately 60% of Issue Fee): this element represents the value of the reward that the AM Collector is receiving in exchange for the AMs (the “Redemption component”).
	(b) Service (approximately 35% of Issue Fee): this element represents a combination of administrative, analytical, and marketing services for the AMRP, described further below (the “Service component”).
	(c) Brand (approximately 5% of Issue Fee): the Sponsors receive significant value from using the AM brand, which include the tradenames, trademarks, logos, service marks in connection with the AMRP (the “Brand component”).

	38. The Brand component is recognized as revenue immediately upon billing to the Sponsor.
	39. In the letter received from the Canada Revenue Agency (“CRA”) on June 6, 2019, the Minister confirmed that it does not dispute that the accounting allocation of the Issue Fees to the Redemption, Service and Brand Components is in accordance with G...
	40. The Service component encompasses activities including, but are not limited to, customer care, IT services, redemption management, analytics, client services and marketing.
	41. A significant portion of the services described in the paragraph 40 above is provided after the end of the taxation year in which the AMs are issued.
	42. The obligation of the Appellant to provide services to an AM Collector survives as long as that AM Collector has AMs.
	43. As of December 31, 2013, no AMs had expired.
	44. The Service component is recognized as revenue on a straight line basis over a period of 42 months, which has been determined by the Appellant to represent the average life of an AM.
	45. In order to determine the estimated cost for the service deliverable, the Appellant used a cost basis, based on historical costs directly associated with the Service component, plus an applicable profit margin, based on market data related to hist...
	Tax Reporting
	46. For income tax purposes, the Appellant includes all Issue Fees received from Sponsors in income pursuant to paragraph 12(1)(a) of the Act.
	47. The Appellant then claims a paragraph 20(1)(m) reserve for the Redemption and Service components.
	48. As at December 31, 2013, the deferred revenue balance was $1,208,031,752.
	49. The Appellant claimed a paragraph 20(1)(m) reserve in the amount of $1,043,978,866 ($734,758,390 with respect to the Redemption component and $368,226,142 with respect to the Service component, less $59,005,666 as an amount not claimed) for its 20...
	50. In the Reassessment, the $59,005,666 amount not claimed is applied on a pro-rata basis to the services and redemption amounts.
	51. In respect of the taxation year ended December 31, 2016 (the “2016 Taxation Year”), the Taxpayer suffered non-capital losses in the amount of $97,484,407.
	52. On January 16, 2020, the Appellant requested that the Minister apply the non-capital losses arising in the 2016 Taxation Year to the 2013 Taxation Year.
	V. issues IN DISPUTE
	53. The issue in dispute between the Appellant and the Minister as a result of the Reassessment is whether the Appellant is entitled to a full reserve of the Service component under paragraph 20(1)(m) of the Act.
	54. Alternatively, should the Court confirm the Reassessment in whole or in part, the issue is whether the Minister has to apply the non-capital losses arising in the 2016 Taxation Year to the 2013 Taxation Year.
	VI. statutory provisions RELIED on
	55. The Appellant relies, inter alia, on sections 9 and 111, and paragraphs 12(1)(a), 20(1)(m) and 152(6)(c) of the Act.
	VII. reasons
	A. The Service component of the Issue Fees is properly included in income under paragraph 12(1)(a) of the Act and deductible as a reserve under paragraph 20(1)(m) of the Act

	56. The Appellant submits that all Issue Fees are properly included in its income under paragraph 12(1)(a) of the Act and that the Service component of such Issue Fees is properly claimed as a reserve under paragraph 20(1)(m) of the Act.
	57. The Appellant submits that it is entitled to a reserve under paragraph 20(1)(m) of the Act on the full amount of the Service component because it is an amount described in paragraph 12(1)(a) of the Act: it is an amount received by the Appellant in...
	58. The Appellant submits that the portion of the Service component in respect of which the reserve is claimed is not earned in the year and is therefore properly included in income under paragraph 12(1)(a) of the Act, because this portion of the serv...
	59. The Appellant submits that the full amount of the reserve claimed for the Service component is deductible as a reserve under paragraph 20(1)(m) of the Act because it consists of amounts received in respect of services that are reasonably anticipat...
	60. The Appellant submits that a reasonable reserve under paragraph 20(1)(m) of the Act is not limited to the expected actual costs of the services that will be rendered in later periods.
	61. The Appellant submits that the amount allocated to the Service component does not have the “quality of income” when received and is therefore statutorily regarded as not having been earned in the year.
	62. The Appellant submits that principles underlying the computation of profit provide that, in ascertaining profit, a taxpayer is free to adopt any method which is not inconsistent with the provisions of the Act, established case law principles or ru...
	63. The Appellant submits that the burden is on the Minister to prove that an alternative method would produce a more accurate picture of income than the method adopted by the Appellant because the Minister does not dispute that the accounting allocat...
	64. Moreover, the Appellant submits that the Minister is not entitled to rely on particular well-accepted business principles as inherently preferable over others.
	B. Even if the Service component is included in income under subsection 9(1) of the Act in the 2013 Taxation Year, which is not admitted and is expressly denied, the Appellant is entitled to a reserve for the full amount of the Service component under...

	65. The Appellant does not admit and expressly denies that the Service component should be included in income under subsection 9(1) of the Act when it is received, because it does not have the “quality of income”.
	66. Nonetheless, whether the Service component is included in income under subsection 9(1) or paragraph 12(1)(a) of the Act, the Appellant submits that it is entitled to a paragraph 20(1)(m) reserve on the Service component of the Issue Fees, as this ...
	67. The Appellant submits that, even if the Service component is considered to be earned in the year, which it does not admit and expressly denies, it still qualifies for a reserve pursuant to paragraph 20(1)(m) of the Act.
	68. For all the above reasons, the Reassessment is wrong in fact and in law.
	69. The Appeal is well founded in fact and in law.
	C. Alternatively, should the Court confirm the Reassessment in whole or in part, the non-capital losses arising in the 2016 Taxation Year should have been applied to the 2013 Taxation Year

	70. The Appellant submits that, should the Court confirm the Reassessment in whole or in part, the Minister had to apply the non-capital losses arising in the 2016 Taxation Year in the amount of $97,484,407 to the 2013 Taxation Year pursuant to subsec...
	71. The Appellant submits that the Minister had to reassess the taxpayer’s tax for the 2013 Taxation Year in order to take into account the deduction claimed under section 111 of the Act in respect of a loss for a subsequent taxation year pursuant to ...
	VIII. Relief Sought
	72. The Appellant respectfully requests that this appeal be allowed with costs and:
	(a) that the Minister be ordered to vacate the Reassessment, such that
	(i) the addition of $348,527,381 to the Appellant’s net income be reversed;
	(ii) the assessment of $51,777,579 of Part I tax be reversed;
	(iii) the assessment of $13,468.78 of instalment interest be reversed;
	(iv) the assessment of $5,143.01 of instalment penalty be reversed; and
	(v) the assessment of $24,291,602.92 of arrears interest be reversed;

	(b) the Appellant be awarded such further relief as requested in the Objection or as this Honourable Court may deem just.

	73. Alternatively, should the Court confirm the Reassessment in whole or in part, the Appellant respectfully requests that the Minister be ordered to apply the non-capital losses arising in the 2016 Taxation Year in the amount of $97,484,407 to the 20...
	74. The Appellant requests that the hearing of this matter be held in the City of Toronto.
	DATED at the City of Montréal, in the Province of Québec, this 3rd day of July, 2020.
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