MARTIN LIPTON
HERBERT M. WACHTELL
EDWARD D. HERLIHY
DANIEL A. NEFF
STEVEN A. ROSENBLUM
JOHN F. SAVARESE
SCOTT K. CHARLES
JODI J. SCHWARTZ
ADAM O. EMMERICH
RALPH M. LEVENE
RICHARD G. MASON
ROBIN PANOVKA
DAVID A. KATZ

ILENE KNABLE GOTTS
ANDREW J. NUSSBAUM
RACHELLE SILVERBERG
STEVEN A. COHEN
DEBORAH L. PAUL
DAVID C. KARP
RICHARD K. KIM
JOSHUA R. CAMMAKER
MARK GORDON

JEANNEMARIE O’BRIEN

WAYNE M. CARLIN
STEPHEN R. DiPRIMA
NICHOLAS G. DEMMO
IGOR KIRMAN
JONATHAN M. MOSES
T. EIKO STANGE
WILLIAM SAVITT
GREGORY E. OSTLING
DAVID B. ANDERS
ADAM J. SHAPIRO
NELSON O. FITTS
JOSHUA M. HOLMES
DAVID E. SHAPIRO
DAMIAN G. DIDDEN
IAN BOCZKO
MATTHEW M. GUEST
DAVID E. KAHAN
DAVID K. LAM
BENJAMIN M. ROTH
JOSHUA A. FELTMAN
ELAINE P. GOLIN

WAcCHTELL, LIPTON, ROosSeEN & KATZ

51 WEST 52ND STREET

NEW YORK, N.Y.

10019-6150

TELEPHONE: (212) 403-1000

FACSIMILE:

(212) 403-2000

GEORGE A. KATZ (1965-1989)
JAMES H. FOGELSON (1967-1991)
LEONARD M. ROSEN (1965-2014)

OF COUNSEL

ANDREW R. BROWNSTEIN
MICHAEL H. BYOWITZ
KENNETH B. FORREST
BEN M. GERMANA
SELWYN B. GOLDBERG
PETER C. HEIN

JB KELLY

JOSEPH D. LARSON
LAWRENCE S. MAKOW
PHILIP MINDLIN
THEODORE N. MIRVIS
DAVID S. NEILL

TREVOR S. NORWITZ
ERIC S. ROBINSON
ERIC M. ROSOF
MICHAEL J. SEGAL
WON S. SHIN

DAVID M. SILK
ELLIOTT V. STEIN
LEO E. STRINE, JR.*
PAUL VIZCARRONDO, JR.
JEFFREY M. WINTNER
AMY R. WOLF

MARC WOLINSKY

* ADMITTED IN DELAWARE

DAVID M. ADLERSTEIN
SUMITA AHUJA

FRANCO CASTELLI
ANDREW J.H. CHEUNG
PAMELA EHRENKRANZ
ALINE R. FLODR
KATHRYN GETTLES-ATWA
LEDINA GOCAJ

ADAM M. GOGOLAK
ANGELA K. HERRING

COUNSEL

MICHAEL W. HOLT
DONGHWA KIM

MARK A. KOENIG
CARMEN X.W. LU

J. AUSTIN LYONS
ALICIA C. McCARTHY
JUSTIN R. ORR

NEIL M. SNYDER
JEFFREY A. WATIKER

EMIL A. KLEINHAUS
KARESSA L. CAIN
RONALD C. CHEN
BRADLEY R. WILSON
GRAHAM W. MELI
GREGORY E. PESSIN
CARRIE M. REILLY

VICTOR GOLDFELD
RANDALL W. JACKSON
BRANDON C. PRICE
KEVIN S. SCHWARTZ
MICHAEL S. BENN
ALISON Z. PREISS
TIJANA J. DVORNIC
JENNA E. LEVINE
RYAN A. McLEOD
ANITHA REDDY

JOHN L. ROBINSON
JOHN R. SOBOLEWSKI
STEVEN WINTER

EMILY D. JOHNSON
JACOB A. KLING
RAAJ S. NARAYAN
VIKTOR SAPEZHNIKOV
MICHAEL J. SCHOBEL
ELINA TETELBAUM
ERICA E. AHO
LAUREN M. KOFKE
ZACHARY S. PODOLSKY
RACHEL B. REISBERG
MARK A. STAGLIANO
CYNTHIA FERNANDEZ

LUMERMANN
CHRISTINA C. MA
NOAH B. YAVITZ
BENJAMIN S. ARFA
NATHANIEL D. CULLERTON
ERIC M. FEINSTEIN
ADAM L. GOODMAN
STEVEN R. GREEN
MENG LU

DirRecT DiIAL: (212) 403-1354
DirRecT Fax: (212) 403-2354
E-MaiL: RKIM@WLRK.com

October 31, 2024
VIA EZFile

Brent Hassell

Assistant Vice President

The Federal Reserve Bank of Richmond
P.O. Box 27622

Richmond, VA 23261

Re: Additional Information Request Regarding Application by Capital One
Financial Corporation to Acquire Discover Financial Services (the

“Additional Information Request”)

We are submitting this letter and the related confidential exhibit volume in response to
your request for additional information, dated October 16, 2024, regarding the application
seeking the prior approval of the Board of Governors of the Federal Reserve System (the
“Federal Reserve”) for Capital One Financial Corporation (“Capital One”), the parent of Capital
One, National Association, to acquire Discover Financial Services (“Discover”) and thereby
acquire control of its subsidiary bank, Discover Bank (the “Application™). For ease of reference,
your questions are included in bold with the responses immediately following. Capitalized terms
used herein and not otherwise defined shall have the meaning ascribed to them in the
Application.
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Confidential treatment is being requested under the federal Freedom of Information Act,
5 U.S.C. § 552 (the “FOIA”), and the implementing regulations of the Board of Governors of the
Federal Reserve System (the “Federal Reserve”), for the information contained in the
Confidential Exhibits Volume to this letter (the “Confidential Materials™). The Confidential
Materials include, for example, information regarding the business strategies and plans of
(1) Capital One Financial Corporation (“COFC”), Vega Merger Sub, Inc. (“Merger Sub”) and
Capital One, National Association (“CONA”) and (2) Discover Financial Services (“Discover”)
and Discover Bank, and other information regarding additional matters of a similar nature, which
is commercial or financial information that is both customarily and actually treated as private by
COFC, Merger Sub, CONA, Discover and Discover Bank and provided to the government under
an assurance of privacy. Certain information in the Confidential Materials also includes
confidential supervisory information, which is protected from disclosure. None of this
information is the type of information that would otherwise be made available to the public
under any circumstances. All such information, if made public, could result in substantial and
irreparable harm to COFC, Merger Sub, CONA, Discover and Discover Bank. Other
exemptions from disclosure under the FOIA may also apply. In addition, investors and potential
investors could be influenced or misled by such information, which is not reported in any
documents filed or to be filed in accordance with the disclosure requirements of applicable
securities laws, as a result of which COFC, Merger Sub, CONA, Discover and Discover Bank
could be exposed to potential inadvertent violations of law or exposure to legal claims.
Accordingly, confidential treatment is respectfully requested for the Confidential Materials under
the FOIA and the Federal Reserve’s implementing regulations.

Please contact the undersigned (212-403-1354), Matthew T. Carpenter (212-403-1031) or
Ledina Gocaj (212-403-1022) before any public release of any of this information pursuant to a
request under the FOIA or a request or demand for disclosure by any governmental agency,
congressional office or committee, court or grand jury. Such prior notice is necessary so that
COFC, Merger Sub, CONA, Discover and Discover Bank may take appropriate steps to protect
such information from disclosure.

If you have any questions about this submission or confidential treatment request, please
do not hesitate to contact me.

Very truly yours,

T

Richard K. Kim
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Enclosure
cc (by email):

Jason Almonte, Office of the Comptroller of the Currency
(Jason.Almonte@occ.treas.gov)

Jenny Small, Office of the Comptroller of the Currency
(Jenny.Small@occ.treas.gov)

Patricia Roberts, Office of the Comptroller of the Currency
(patricia.roberts@occ.treas.gov)

Jeffrey Ralston, Federal Deposit Insurance Corporation
(jralston@fdic.gov)

Lisa Collison, Delaware Office of the State Bank Commissioner
(lisa.collison@delaware.gov)

Matthew M. Guest, Wachtell, Lipton, Rosen & Katz
Brandon C. Price, Wachtell, Lipton, Rosen & Katz
Matthew T. Carpenter, Wachtell, Lipton, Rosen & Katz
Ledina Gocaj, Wachtell, Lipton, Rosen & Katz
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Capital One Financial Corporation Public Responses to Additional Information Request
from the Federal Reserve Bank of Richmond, dated October 16, 2024

1. Question 1(b) of the Letter from the Federal Reserve Bank of Richmond dated April 1,
2024, requested information regarding the permissibility of certain Discover Bank
subsidiaries during the period beginning with the consummation of the merger of Vega
Merger Sub, Inc. with and into Discover and ending with the consummation of the merger
of Discover Bank with and into CONA (the “Intermediate Period”). In light of this, provide
responses to the following items:

a. Discuss whether Capital One could retain the shares of GTC Insurance Agency,
Inc. (“GTC Insurance Agency”), New Castle, Delaware, a subsidiary of Discover
and of Discover Bank, permissibly during the Intermediate Period in reliance on
section 225.22(e)(2)(ii) of the Board’s Regulation Y.3 In your response, discuss (i)
whether Capital One would own all the securities (except for directors’ qualifying
shares) of GTC Insurance Agency during the Intermediate Period and (ii) whether
the activities of GTC Insurance Agency would be permissible for Discover Bank to
conduct directly under Delaware law (including section 761(a)(14), title 5, Delaware
Code), subject to the limitations applicable as if Discover Bank were engaging in the
activity directly and in the locations where GTC Insurance Agency engages in its
activities.

Although GTC Insurance Agency will ultimately be a subsidiary of CONA after closing of the
Proposed Transaction, there are two intermediate steps that occur nearly instantaneously before
the Proposed Transaction is completed. Initially, Discover Financial Services, as a separate bank
holding company, owns its direct subsidiary Discover Bank, which in turn directly owns GTC
Insurance Agency. At step 1 (the merger of Merger Sub with and into Discover Financial
Services), COFC would directly own Discover Financial Services and its direct subsidiary
Discover Bank, which in turn directly owns GTC Insurance Agency. At step 2, Discover
Financial Services is merged with and into COFC and therefore COFC directly owns Discover
Bank, which in turn directly owns GTC Insurance Agency. We will refer to steps 1 and 2, as the
“Intermediate Period.” At step 3, Discover Bank merges with and into CONA, such that CONA
directly owns GTC Insurance Agency.

During the Intermediate Period, at step 1 and at step 2, COFC would be permitted to hold GTC
Insurance Agency under 12 C.F.R. § 225.22(e)(2)(i1). Whether during the Intermediate Period or
after closing of the Proposed Transaction, Discover Bank or CONA, depending upon the step of
the transaction above, will own all the securities of GTC Insurance Agency.

The activities of GTC Insurance Agency are permissible for Discover Bank to conduct directly
under Chapter 5 of the Delaware Code, at § 761(a)(14) and 12 C.F.R. § 362.4(b)(3)(ii)). GTC
Insurance Agency conducts these activities pursuant to the same limitations that would be
applicable to Discover Bank if it engaged in the activity directly and in the locations where GTC
Insurance Agency engages in its activities.



b. Discuss whether Capital One could retain the shares of The Student Loan
Corporation (“SLC”), Riverwoods, Illinois, a subsidiary of Discover and of Discover
Bank, permissibly during the Intermediate Period in reliance on section
225.22(e)(2)(ii) of the Board’s Regulation Y. In your response, discuss (i) whether
Capital One would own all the securities (except for directors’ qualifying shares) of
SLC during the Intermediate Period and (ii) whether the activities of SLC would be
permissible for Discover Bank to conduct directly under Delaware law, subject to
the limitations applicable as if Discover Bank were engaging in the activity directly
and in the locations where SLC engages in its activities.

Although SLC will ultimately be a subsidiary of CONA after closing of the Proposed
Transaction, there are two intermediate steps that occur nearly instantaneously before the
Proposed Transaction is completed, as described immediately above for GTC Insurance Agency.

During the Intermediate Period, at step 1 and step 2, COFC would be permitted to hold SLC
under 12 C.F.R. § 225.22(e)(2)(i1). Discover Bank would own all the securities of SLC during
the Intermediate Period, and CONA would own all of the securities of SLC at step 3.

The activities of SLC would be permissible for Discover Bank to conduct directly under
Delaware law and 12 C.F.R. § 362.4(b)(3)(ii), subject to the limitations applicable as if Discover
Bank were engaging in the activity directly and in the locations where SLC engages in its
activities. Chapter 5 of the Delaware Code, at § 761, sets forth the powers of a Delaware state
bank and 5 Del. Admin. C. § 713-3.1.1 specifies that “[a]ny activity that is permissible for a
national bank as principal” is an express incidental power of a banking corporation under 5 Del.
C. § 761(a)(17). In turn, the OCC has stated that pursuant to 12 USC 24(Seventh) a “national
bank and its operating subsidiaries may make, purchase, sell, service, or warehouse loans or
other extensions of credit for its own or another’s account, including consumer loans, credit card
loans, commercial loans, residential mortgage loans, commercial mortgage loans, and standby
letters of credit.” OCC, Activities Permissible for National Banks and Federal Savings
Associations, Cumulative, 2017 Edition 32 (citing to 12 U.S.C. 24(Seventh), 371; 12 CFR 5.34).

2. For debit transactions on Capital One issued debit cards, provide the average fee per
transaction and fee as a percent of average transaction value that the merchant (or its
acquirer) was required to pay to Capital One in 2022 and 2023 across:

e Any Mastercard debit card network;

e Any Visa debit card network;

e Any network.

Please see Confidential Annex A.

3. For 2022 and 2023, provide the percentage (by dollar volume) of Capital One’s debit
card transactions that were transmitted over:

e Mastercard’s dual message debit network;

e Mastercard’s single message debit network;

e Visa’s dual message debit network; and



e Visa’s single message debit network.

Please see Confidential Annex A.

4. Post-merger, Capital One has represented that it intends to move all of its Mastercard
and Visa debit card transactions to the Discover Networks. Indicate the average fee per
transaction and fee as a percent of average transaction value that Capital One expects the
merchant (or its acquirer) to pay Capital One post-transition.

Please see Confidential Annex A.






