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METRIS COMPANIES INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(Dollars in thousands, except per-share data) (Unaudited)

March 31,
2002

Assets:
Cash and due from banks . ...t iii ittt ettt eenneens S 108,597
Federal funds SOld ...t iiiiii ittt teeeeeeeeeenennennn 183,809
Short—-term investment s . .... .ttt ittt eneennennns 120,491
Cash and cash equivalents .......c.iii ittt eennnnns 412,897
Retained interests in loans securitized ................ 1,338,437
Less: Allowance for loan l10SSES .t vt ittt eneennennenn 551,385
Net retained interests in loans securitized ............ 787,052
Credit Card 10aANS ittt ittt ittt et ettt e eeeeenenneeen 2,210,847
Less: Allowance for loan l10SSES .t vt ittt tneeneeneennenn 416,914
Net credit card 1oaANS vttt ittt ettt neeeeeeneeneeens 1,793,933
Property and equipment, net ....... ...ttt 111,695
Deferred £aX asSSel ittt ittt ittt ettt ettt eenneens -
Purchased portfolio premium, net ...........0 it 86,338
Other receivables due from credit card

securitizations, net ... ...t e e e 190,816
Other ASSEL S ittt it ittt it e e e et e e ettt e et 268,219

TOLAl @SSEL S ittt ittt it e ettt et e e

Liabilities:

JD1 Y o X = O $ 1,725,886
LY o 355,930
Accounts payvable ... e e e e e e e e e 103,011
Deferred 1nCOmME .. i ittt ittt ittt ettt et e eeeeaeeaeean 204,528
Deferred tax liability ... ..ttt eennnnns 26,200
Accrued expenses and other liabilities ................. 57,393

Total liabilities ...ttt ittt et
Stockholders' Equity:
Convertible preferred stock - Series C, par

value $.01 per share; 10,000,000

shares authorized, 1,081,435 and 1,057,638

shares issued and outstanding, respectively........ 402,834
Common stock, par value $.01 per share;

300,000,000 shares authorized, 64,341,570

and 64,224,878 shares issued, respectively ........ 643
Paid-1n capital ...ttt ittt et e e e e e 234,235
Unearned compensation . .... ..t iiei ettt eeeeeeeeeennenns (4,576)
Treasury stock - 2,098,400 and 806,300 shares,

resSPEeCEIVE LY ittt e e e e e e e e e (30,596)
Retailned earnings ...ttt i it ettt ittt eeeeeeeennenns 575,462

Total stockholders' equity ....ceiiiiiiiiiinnnnn...

Total liabilities and stockholders' equity ........

December 31,
2001

$ 109,812
243,772
134,502

1,263,655
537,499

2,746,656
410,159

114,913
32,167
94,793

179,868
256,206

$ 2,058,008
647,904
83,475
215,031

393,970

642
232,413
(4,980)

(13,014)
532,924

S 4,228,686

3
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See accompanying Notes to Consolidated Financial Statements.

METRIS COMPANIES INC. AND SUBSIDIARIES
Consolidated Statements of Income
(In thousands, except earnings per-share data) (Unaudited)

Thr
2002
Interest Income:
Credit card loans and retained interests in loans securitized .................. $ 152,214
Federal funds SOLd ...ttt ittt ittt ittt ettt eeeennnneeeeeeeeennnnnneees 114
[ 1 o I 1,204
Total dnterest InCOME ..ttt ittt et ettt et ettt e eeeteeeeeeeeeeaeeeeeenenaens 153,532
Deposit Interest EXPENSE . i ittt ittt et e e e e e e et e et 23,653
Other Interest EXPENSE ittt ittt it ittt ettt ettt e eee e eaeeeeeeeeeaaeeeeenns 8,512
Total INtEresSt EXPENSE & ittt ittt it e e e ettt e e e et eaeeeeeeseeaeeeeeeeenneeens 32,165
Net Interest TN COME . ittt ittt e ettt ettt ettt et tee s eeeeeeeaeeeeeeeeeeeeeeneeneeens 121,367
Provision fOr 1oaAn 1OSSES vttt ittt ittt ettt eeeeeeeeeeeeeeeeeeeeeeneeeeeeeeeeneeen 189,776
Net Interest (Expense) Income After Provision for Loan LOSSES.....ceueeeeeeeennn (68,4009
Other Operating Income:
Net securitization and credit card servicing income...........ii it iiieeeneeennnn 159,524
Credit card fees, interchange and other credit card income...................... 73,107
Enhancement ServVicCes IeVENUES .t i ittt ittt e e eeeeeeeeeeeeeeeeeeeeeeeeeeeeneean 94,996
327,627
Other Operating Expense:
Credit card account and other product solicitation and marketing
EXPEIISES  + v v e e e e e e et e e e e e e e e e e e e e e 40,552
EmMployee COmMPenSation ittt ittt ittt et e e et ettt eee ettt eeeeeeeeeeaaaaaeeeas 56,548
Data processing services and COmMmMUNICATIONS ..t ittt ittt ittt ettt eaeeeeeennn 22,306
Enhancement services Clalms EXPeNSE ittt ittt et eeeeeeeeneeeeeeeeaneeeeees 11,207
Credit card frald L1OSSE S t it i it ittt ettt eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneean 2,228
Purchased portfolio premium amortization .. ...ttt et eeeeeeennnneeenns 8,455
(5 o L 33,092
174,388
Income Before Income Taxes and Cumulative Effect of Accounting
(9 =5 o L £ 84,830
TN COME L AXE S ittt ettt ettt et e et ae e eeeeeeaeeeeeeneeeeeeeeeeneeeeeeeneeeeeeeneeneeens 32,490
Income Before Cumulative Effect of Accounting Change........ ...t eeennn. 52,340
Cumulative effect of accounting change (net of income taxes of
Lo 00 —=
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L S N 15'a Yoo 1 52,340
Convertible preferred stock dividends—Series C ... ..ttt ittt 9,188
Net Income Applicable to Common Stockholders .........iiiiiiiiiiiiiiiiienennnnns S 43,152
Earnings per share:
Basic-income before cumulative effect of accounting change .................. S 0.55
Basic-cumulative effect of accounting change ........ ..., —-
Basic—net dInCoOmMeE ...ttt ittt e i et e e e e e e e 0.55
Diluted-income before cumulative effect of accounting change ................ 0.54
Diluted-cumulative effect of accounting change ........ ... i iinnnnnn.. —-
Diluted-—nNet INCOME ..ttt ittt ittt ittt ettt tnttaeeeeeeeennnnneeeeeeeeennnas 0.54
Shares used to compute earnings per share:
2 T2 96,032
0 O G oY 96,973
Dividends declared per COmMMON Share .. ...ttt it itte ettt eeeeeeeeeeaaeeeeenas S 0.01
See accompanying Notes to Consolidated Financial Statements.
METRIS COMPANIES INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Stockholders' Equity
(In thousands) (Unaudited)
Number of Shares Preferred Common Paid-in Unearned T
Preferred Common Stock Stock Capital Compensation
BALANCE AT DECEMBER 31, 2000 968 62,243 $ 360,421 $ 622 $198,077 S -— 3
Net income ............. - - - - - -
Cash dividends ......... - - - - - -
Preferred dividends in
kind - Series C .... 21 —— 8,109 —— —— -
Issuance of common stock
under employee
benefit plans ...... - 662 - 7 9,029 (4,241)
BALANCE AT MARCH 31, 2001 ... 989 62,905 $ 368,530 $ 629 $207,106 S (4,241) 3
BALANCE AT DECEMBER 31, 2001 1,058 63,419 $ 393,970 S 642 $232,413 S (4,980) S

Net income ............. - —— - - -
Cash dividends ......... - —— - - -
Common stock repurchased - (1,292) - - -
Preferred dividends in

kind - Series C .... 23 —— 8,864 —— ——
Issuance of common stock

under employee

benefit plans ...... - 116 - 1 1,822
Amortization of
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restricted stock ... - —— — — —— 404

BALANCE AT MARCH 31, 2002 ... 1,081 62,243 $ 402,834 $ 643 $234,235 S (4,576) $

See accompanying Notes to Consolidated Financial Statements.

METRIS COMPANIES INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
(Dollars in thousands) (Unaudited)
Three Months Ended
March 31,
2002 2001
Operating Activities:
Net dNCOME ittt ittt e ettt ettt ettt ettt e et eeaaeenn $ 52,340 $ 41,546
Adjustments to reconcile net income to net cash
provided by operating activities:

Cumulative effect of accounting change .......... - 14,499
Depreciation and amortization ................... 27,240 18,176
Change in allowance for loan losses ............. 20,641 22,823
Loss on derivative instruments .................. 9,272 3,710
Changes in operating assets and liabilities, net:
Deferred income LaXeS .. uui it ineeneennennnnn 58,367 (3,994)
Other receivables due from credit card
secUritizations ...ttt e e (20,220) 7,982
Accounts payable and accrued expenses ....... (5,384) 37,815
Deferred income . ......iiii ittt eneennennnnn (10,503) (23,128)
OLher . e e e e e e (23,531) (15, 345)
Net cash provided by operating activities ............ 108,222 104,084

Investing Activities:
Net proceeds from sales and repayments of

secUritized 1oaAnS ... it in ittt eeeneeeeeeeeenens (111, 244) 115,592
Net loans originated or collected ..........ciiuunn.. 572,271 (225,684)
Additions to property and equipment .................. (3,645) (2,867)
Net cash provided by (used in) investing activities .. 457,382 (112,959)

Financing Activities:

(Decrease) increase in debt ...... ...t (291, 974) 134
Decrease in deposits ittt ittt ittt et (332,122) (31,810)
Cash dividends paid . ...ttt ittt et ieieeeeenns (938) (916)
Issuance of common StoCK ...ttt ittt ittt eeineennnn 1,823 9,036
Repurchase of common stock ..........i.iiiiiiiinneeennnn. (17,582) ——
Net cash used in financing activities ................ (640, 793) (23,556)
Net decrease in cash and cash equivalents ............ (75,189) (32,431)
Cash and cash equivalents at beginning of period ..... 488,086 521,440
Cash and cash equivalents at end of period ........... $ 412,897 $ 489,009

Supplemental disclosures and cash flow
information:
Cash paid during the period for:
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1 0 ot =Y $ 34,2061 S 42,090

TNCOME LAXES v it ittt ottt eeeeeeeeeeeeeeeeeeeaeees (17,948) (7,831)
Tax benefit from employee stock option

S0l 1= T 170 743

See accompanying Notes to Consolidated Financial Statements.

METRIS COMPANIES INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Dollars in thousands, except as noted) (Unaudited)

NOTE 1 - ORGANIZATION AND BASIS OF PRESENTATION

The consolidated financial statements include the accounts of Metris

Companies Inc. ("MCI") and its subsidiaries, including Direct Merchants Credit
Card Bank, N.A. ("Direct Merchants Bank"), which may be referred to as "we,"
"us," "our" and the "Company." We are an information-based direct marketer of

consumer lending products and enhancement services.

We have eliminated all significant intercompany balances and transactions
in consolidation. We have reclassified certain prior-period amounts to conform
with the current period's presentation.

Interim Financial Statements

We have prepared the unaudited interim consolidated financial statements
and related unaudited financial information in the footnotes in accordance with
accounting principles generally accepted in the United States of America and the
rules and regulations of the Securities and Exchange Commission ("SEC") for
interim financial statements. These interim financial statements reflect all
adjustments consisting of normal recurring accruals which, in the opinion of
management, are necessary to present fairly our consolidated financial position
and the results of our operations and our cash flows for the interim periods.
You should read these consolidated financial statements in conjunction with the
financial statements and the notes thereto contained in our Annual Report on
Form 10-K for the fiscal year ended December 31, 2001. The nature of our
business is such that the results of any interim period may not be indicative of
the results to be expected for the entire year.

Pervasiveness of Estimates

We have prepared the consolidated financial statements in accordance with
accounting principles generally accepted in the United States of America, which
require us to make estimates and assumptions that affect the reported amounts in
the consolidated financial statements and accompanying notes. The most
significant and subjective of these estimates is our determination of the
adequacy of the allowance for loan losses and our determination of the fair
value of retained interests from assets securitized. The significant factors
susceptible to future change that have an impact on these estimates include
default rates, net interest spreads, liquidity and overall economic conditions.
As a result, the actual losses in our loan portfolio and the fair value of our
retained interests as of March 31, 2002 and December 31, 2001 could materially
differ from these estimates.
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NOTE 2 - EARNINGS PER SHARE

The following table presents the computation of basic and diluted weighted-
average shares used in the per-share calculations:

Three Months Ended

March 31,
2002 2001

(In thousands)
Income before cumulative effect of accounting change ......... $52,340 $56,045
Preferred dividends — Series C ..ttt ittt tteteeeeeeeneennns 9,188 8,403
Net income applicable to common stockholders before cumulative

effect of accounting change ........ ..., 43,152 47,642
Cumulative effect of accounting change, net .................. - 14,499
Net income applicable to common stockholders ................. $43,152 $33,143
Weighted-average common shares outstanding ................... 62,188 62,303
Adjustments for dilutive securities:
Assumed conversion of convertible preferred stock ............ 33,844 34,357
BasicC COMMON ShaAreS &t i ittt ittt ettt ettt e et e eeeeneeaens 96,032 96, 660
Assumed exercise of outstanding stock options ................ 941 1,785
Diluted COmMMON ShaArES i it ittt it ittt ettt eeeeaeeeeeeneenens 96,973 98,445

NOTE 3 - ACCOUNTING CHANGES

On January 1, 2001, we adopted Statement of Financial Accounting Standards
("SFAS") No. 133, "Accounting for Derivative Instruments and Hedging
Activities," which establishes accounting and reporting standards for derivative
instruments. SFAS 133 requires enterprises to recognize all derivatives as
either assets or liabilities in the statement of financial position and to
measure those instruments at fair market value. As a result of the adoption of
SFAS 133, we marked our derivatives to market value and recognized a one-time,
non-cash, after-tax charge to earnings of $14.5 million. This one-time charge is
reflected as a "Cumulative effect of accounting change" in the consolidated
statements of income for the three months ended March 31, 2001.

On January 1, 2002, we adopted SFAS No. 142, "Goodwill and Other Intangible
Assets," which establishes accounting and reporting standards for goodwill and
other intangible assets. It requires enterprises to test these assets for
impairment upon adoption of SFAS 142 as well as on an annual basis, and reduce
the carrying amount of these assets if they are found to be impaired. Goodwill
and other intangible assets with an indefinite useful life will no longer be
amortized. Other intangible assets with an estimable useful life will continue
to be amortized over their useful lives. The adoption of the new standard did
not have a material impact on our financial statements.

On January 1, 2002, we adopted SFAS No. 144, "Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," which
supersedes FASB Statement No. 121, and provides a single accounting model for
long-lived assets to be disposed of. The adoption of the new standard did not
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have a material impact on our financial statements.

NOTE 4 - ALLOWANCE FOR LOAN LOSSES
The activity in the managed allowance for loan losses 1is as follows:

Three Months Ended

March 31,
2002 2001
Balance at beginning of period $ 947,658 $ 763,975
Provision for loan losses .... 189,776 87,729
Provision for loan losses (1) 215,039 180,063
Loans charged off ............ (404,0606) (272,081)
Recoveries ........iiiiuuee... 19,892 27,112
Net loans charged off ........ (384,174) (244,969)
Balance at end of period ..... $ 968,299 S 786,798

(1) Amounts are included in "Net securitization and credit card servicing
income."

As of March 31, 2002 and December 31, 2001, we had $51.6 million and $5.4
million in loans classified as non-accrual, respectively. As of March 31, 2001,
we had no loans classified as non-accrual. Managed loans contractually 90 or
more days past due and still accruing interest amounted to $529.1 million,
$467.6 million and $390.4 million as of March 31, 2002, December 31, 2001 and
March 31, 2001, respectively.

NOTE 5 - SEGMENTS

We operate in two principal areas: consumer lending products and
enhancement services. Our consumer lending products are primarily unsecured
credit cards, including the Direct Merchants Bank MasterCard(R) and Visa(R). Our
credit card accountholders include customers obtained from third-party lists and
other customers for whom general credit bureau information is available.

We market our enhancement services, including: (1) debt waiver protection
for unemployment, disability, and death; (2) membership programs such as card
registration, purchase protection and other club memberships; and (3)
third-party insurance, directly to our credit card customers and customers of
third parties. We currently administer our extended service plans sold through a
third-party retailer, and the customer pays the retailer directly. In addition,
we develop customized targeted mailing lists from information contained in our
databases for use by unaffiliated companies in their own product solicitation
efforts that do not directly compete with our efforts.

We have presented the segment information reported below on a managed
basis. We use this basis to review segment performance and to make operating
decisions. In doing so, the income statement and balance sheet are adjusted to
reverse the effects of securitizations. Presentation on a managed basis is not
in conformity with accounting principles generally accepted in the United States
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of America. The elimination column in the segment table includes adjustments to
present the information on an owned basis as reported in the financial
statements of this quarterly report.

We do not allocate the expenses, assets and liabilities attributable to
corporate functions to the operating segments, such as employee compensation,
data processing services and communications, third-party servicing expenses, and
other expenses including occupancy, depreciation and amortization, professional
fees, and other general and administrative expenses. We include these expenses
in the reconciliation of the income before income taxes and cumulative effect of
accounting changes for the reported segments to the consolidated total. We do
not allocate capital expenditures for leasehold improvements, capitalized
software and furniture and equipment to operating segments. There were no
material operating assets located outside of the United States for the periods
presented. Our enhancement services operating segment pays a fee to our consumer
lending products segment for successful marketing efforts to the consumer
lending products segment's cardholders at a rate similar to those paid to our
other third parties. Our enhancement services segment reports interest income
and our consumer lending products segment reports interest expense at our
weighted-average borrowing rate for the excess cash flow generated by the
enhancement services segment that is used by the consumer lending products
segment to fund the growth of cardholder balances.

Three Months Ended March 31,

2002
Consumer
Lending Enhancement
Products Services Reconciliation (a) Consolidated
Interest income S 526,678 S 2,328 S (375,474) (b) S 153,532
Interest expense 90,732 —— (58,567) (b) 32,165
Net interest
income ..... 435,946 2,328 (316,907) 121,367
Other revenue .. 130,763 94,996 101,868 327,627
Total revenue .. 566,709 97,324 (215,039) 448,994
Income before
income taxes 140,324 (c) 64,907 (c) (120,401) (d) 84,830
Total assets ... $11,177,901 S 151,429 $(7,678,380) (e) $ 3,650,950
Three Months Ended March 31,
2001
Consumer

10
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Lending Enhancement
Products Services Reconciliation (a) Consolidated
Interest income S 466,820 S 3,620 S (300,711) (b) S 169,729
Interest expense 143,930 —— (96,095) (b) 47,835
Net interest
income ..... 322,890 3,620 (204,616) 121,894
Other revenue .. 125,371 78,264 24,553 228,188
Total revenue .. 448,261 81,884 (180,063) 350,082
Income before
income taxes
and cumulative
effect of
accounting
change ....... 157,580 (c) 54,678 (c) (121,128) (d) 91,130
Total assets ... $ 9,181,949 S 138,599 $(5,556,087) (e) $ 3,764,461

(a) The reconciliation column includes: intercompany eliminations; amounts not
allocated to segments; and adjustments to the amounts reported on a managed
basis to reflect the effects of securitization.

(b) The reconciliation to consolidated owned interest revenue and interest
expense includes the elimination of $2.3 million for the three months ended
March 31, 2002 and $3.6 million for the three months ended March 31, 2001 of
intercompany interest received by the enhancement services segment from the
consumer lending products segment.

(c) Income before income taxes (and cumulative effect of accounting change)
includes intercompany commissions paid by the enhancement services segment to
the consumer lending products segment for successful marketing efforts to
consumer lending products cardholders of $3.3 million for the three months ended
March 31, 2002 and $3.2 million for the three months ended March 31, 2001.

(d) The reconciliation to the owned income before income taxes (and cumulative
effect of accounting change) includes: unallocated costs related to employee
compensation; data processing and communications; third-party servicing
expenses; and other expenses. The majority of these expenses, although not
allocated for the internal segment reporting used by management, relate to the
consumer lending products segment.

(e) Total assets include the assets attributable to corporate functions not
allocated to operating segments and the removal of investors interests in
securitized loans to present total assets on an owned basis.

NOTE 6 - SHAREHOLDERS' EQUITY

On February 6, 2001, the board of directors authorized a share repurchase
program of up to $200 million of its outstanding common stock over a period
ending December 31, 2002. The amount of common shares the company can repurchase
in a calendar year is limited under its various debt agreements. For the three
months ended March 31, 2002, 1,292,100 common shares had been repurchased under
the program for $17.6 million. In 2002, the Company may repurchase up to an
additional $77 million of common shares.

11
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NOTE 7 - SUBSEQUENT EVENT

On April 16, 2002, Direct Merchants Bank entered into an agreement with the
Office of the Comptroller of the Currency ("OCC") to strengthen the safety and
soundness of Direct Merchants Bank's operations. The agreement formalizes
recommendations made and requirements imposed by the OCC following an
examination of Direct Merchants Bank that covered the 15-month period ended
December 31, 2001. On April 17, 2002, Metris Companies Inc. filed the agreement
with the Securities and Exchange Commission as an exhibit to a current report on
Form 8-K.

NOTE 8 - SUPPLEMENTAL CONSOLIDATING FINANCIAL STATEMENTS

We have various indirect subsidiaries which do not guarantee company debt.
We have presented the following condensed consolidating financial statements of
the Company, the guarantor subsidiaries and the non-guarantor subsidiaries to
comply with SEC reporting requirements. We have not presented separate financial
statements of the guarantor and non-guarantor subsidiaries because management
has determined that the subsidiaries' financial statements would not be material
to investors.

METRIS COMPANIES INC.
Supplemental Consolidating Balance She

March 31, 2002
(Dollars in thousands)
Unaudited
Metris Guarantor Non—-Gua
Companies Inc. Subsidiaries Subsidiaries Elimina
Assets:
Cash and cash equivalents ................ S 5,092 S 1,870 S 405,935 S
Net retained interests in loans
securitized . ...ttt e e e e —— —— 787,052
Credit card 10ans .. ii i ii it tneeneeennnn 9,451 —— 1,784,482
Property and equipment, net .............. - 76,032 35,663
Purchased portfolio premium .............. 248 - 86,090
Other receivables due from credit card
securitizations, net.......... ... ... ... 7 —— 190,809
Other asset s ittt ittt ittt ettt e eeeenn 9,866 52,204 211,987 (5
Investment in subsidiaries ............... 1,956,055 1,778,331 —— (3,734
Total ASSELS v ittt ittt ittt $ 1,980,719 $ 1,908,437 $ 3,502,018 $ (3,740
Liabilities:
DEePOSIES vttt e e e e e e $ (1,000) S - $ 1,726,886 S
1Y @ O 346,146 69 9,715
Accounts payable ..... ..t 4,362 11,807 89,761 (2
Deferred inNCOME ...ttt ii ittt teeeneennnnn 804 25,897 180, 746 (2
Deferred tax liability ................... 4,795 (7,207) 28,612

Accrued expenses and other

12
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liabilities. ...t nn.
Total liabilities .......c.cciiiiiinnnnn.

Total stockholders' equity ............

Total liabilities and

stockholders' equity...... ...

Assets:

Cash and cash equivalents ............
Net retained interests in loans
securitized ...... ... i
Credit card loans ......oeiieeeeennnenns
Property and equipment, net ..........
Deferred income taxes .........ccooc...
Purchased portfolio premium ..........
Other receivables due from credit card
securitizations, net...............
Other assets ...ttt iennnnn.
Investment in subsidiaries ...........

Total assets ittt ittt iee e e

Liabilities:
DepPOSitS ittt e e e e e
Debt v ii i e e
Accounts payable ........c.ciiiiiiiiin..
Deferred income ....... ..ot iiennnann.
Accrued expenses and other

liabilities. ...ttt

Total liabilities ........cciiiiieeon..
Total stockholders' equity ...........

Total liabilities and stockholders'
EUILY vttt it e e e e e e e e

447,610

) (312,033)

Metris

Companies Inc.

$ 17,613

1,646

(31,921)

248

34
10,145
1,900,528

METRIS COMPANIES INC.
Supplemental Consolidating Balance Sheet

December 31,

2001

(Dollars in thousands)

Guarantor
Subsidiaries

$ 1,505

644
50,794
1,745,701

Unaudited

Non—-Guarantor

Subsidiaries

$ 468,968

726,156
2,334,851
36,488
59,151
94,545

179,190
201,525

Elimination

(6,258
(3,646,229

$ (1,000)

345,924
3,070
3,270

405,074

$ 2,059,008
301,809
68,073
184,275

(257,992)
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METRIS COMPANIES INC.
Supplemental Consolidating Statements of Incom

Three Months Ended March 31, 2002
(Dollars in thousands)
Unaudited
Metris Guarantor Non—-Guarantor
Companies Inc. Subsidiaries Subsidiaries Eliminations
Net Interest (Expense) Income ......... S (5,482) S (1,173) $ 128,022 S ——
Provision for loan 1lossesS .....ovevene... 65 —— 139,711 50,000
Net Interest Expense After
Provision for Loan LOSSE€S .....uouv... (5,547) (1,173) (11,689) (50,000)
Other Operating Income:
Net securitization and credit card
servicing income..........c0iiii.... 2,378 —— 157,146 ——
Credit card fees, interchange and other
credit card income........ooeeueeenn. (2,079) 7,923 131,709 (64,4406)
Enhancement services revenues.......... —— 16,163 78,833 -
Intercompany allocations .............. 30 53,073 9,661 (62,764)
329 77,159 377,349 (127,210)
Other Operating Expense:
Credit card account and other product
solicitation and marketing expenses - 3,229 37,323 -
Employee compensation ................. 404 49,168 6,976 -
Data processing services and
communications . ..., 23 (19,562) 45,211 (3,3606)
Enhancement services claims expense —— (513) 11,720 ——
Credit card fraud losses ........ov.oe... (8) —— 2,236 —=
Purchased portfolio premium
amortization ......... ... —— —— 10,444 (1,989)
[ oL 43 26,348 8,661 (1,960)
Intercompany allocations .............. (509) 18,078 45,195 (62,764)
(47) 76,748 167,766 (70,079)
(Loss) Income Before Income Taxes and
Equity in Income of Subsidiaries.... (5,171) (762) 197,894 (107,131)
TINCOME LAXES vttt ettt ettt eeeeenenan (1,980) (292) 75,793 (41,031)
Equity in income of subsidiaries....... 55,531 122,101 - (177,632)
Net TNnCOME ..ttt ettt e eeneeeeneenennns S 52,340 $ 121,631 $ 122,101 $ (243,732)

14



Edgar Filing: METRIS COMPANIES INC - Form 10-Q

METRIS COMPANIES INC.
Supplemental Consolidating Statements of
Three Months Ended March 31, 2001
(Dollars in thousands)

Unaudited
Metris Guarantor Non—-Guarantor
Companies Inc. Subsidiaries Subsidiaries Elimina
Net Interest (Expense) INCOME .....uuuuenen. $ (35,551) S (1,430) $ 158,875 S
Provision for loan 1l0SSES . .i v nnnnnn. 204 —— 87,525
Net Interest (Expense) Income After
Provision for Loan Losses (35, 755) (1,430) 71,350
Other Operating Income:
Net securitization and credit card
servicing income ........ ... 2,378 - 84,714
Credit card fees, interchange and other
credit card income ........e.iiiiiieenn.n (1,289) (6,788) 71,111
Enhancement services revenues - 17,118 61,146
1,089 10,330 216,971
Other Operating Expense:
Credit card account and other product
solicitation and marketing expenses .... - 6,120 34,645
Employee compensation ..........c.ccciie.... - 43,411 11,325
Data processing services and
communications ...ttt e e —— (30,533) 52,912
Enhancement services claims expense ....... - 167 6,512
Credit card fraud losses ......c.ceeveeeee... - - 2,651
Purchased portfolio premium
amortization .......i il e e e - - 7,828
Other ... e e e 38 18,462 17,685
38 37,627 133,558
(Loss) Income Before Income Taxes,
Equity in Income of Subsidiaries and
Cumulative Effect of Accounting Change . (34,704) (28,727) 154,763
TINCOME TAXES 4ttt ittt ettt ettt eeeeenenan (13,361) (11,970) 60,494
Equity in income of subsidiaries .......... 62,889 79,770 —— (142
Income Before Cumulative Effect of
Accounting Change ........ccuoiiieeeeennn. 41,546 63,013 94,269 (142
Cumulative effect of
accounting change, net ................. - - 14,499
Net TNCOME &ttt ettt ettt e et et eeeeeee e $ 41,546 $ 63,013 $ 79,770 $(142

METRIS COMPANIES INC.
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Operating Activities:
Net cash provided by operating
activities. ..ttt il i e

Investing Activities:

Net proceeds from sales and
repayments of securitized loans

Net loans originated or collected

Additions to property and equipment

Investment in subsidiaries

Net cash (used in) provided by
investing activities ........... .
Financing Activities:
Increase (decrease) 1in debt
Decrease in deposits
Cash dividends paid
Issuance of common stock
Repurchase of common stock
Capital contributions

Net cash used in financing activities
Net (decrease) increase in cash and
cash equivalents

Cash and cash equivalents at beginning of
period

Cash and cash equivalents at end of
period

Operating Activities:

Net cash (used in) provided by
operating activities .............

Investing Activities:

Net proceeds from sales and
repayments of securitized loans

Supplemental Condensed Consolidating Statements

Metris

Companies Inc.

Three Months Ended March 31, 2002
(Dollars in thousands)
Unaudited
Guarantor Non—-Guarantor
Subsidiaries Subsidiaries Eliminat
$ 36,732 $ 115,736 $(111,5
- (111, 244)
- 580,076
(3,631) (14)
(32,630) -= 88,1
(36,261) 468,818 88,1
(102) (292,094)
- (332,122)
(4) (23,371) 23,3
(1006) (647,587) 23,3
365 (63,033)
1,505 468,968
S 1,870 $ 405,935 $

METRIS COMPANIES INC.

Supplemental Condensed Consolidating Statements

Metris

Companies Inc.

1,487

Three Months Ended March 31, 2001
(Dollars in thousands)
Unaudited
Guarantor Non—-Guarantor
Subsidiaries Subsidiaries Elimina
$ 86,318 $ 167,313 $(142,
4 114,101
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Net loans originated or collected ... (12,157) —— (213,527)
Dispositions of (additions to)

property and equipment ........... - 4,271 (7,138)
Investment in subsidiaries .......... (63,034) (94,322) —— 157,
Net cash used in investing activities (73,704) (90,047) (106, 564) 157,

Financing Activities:

Increase (decrease) in debt ......... 222 (3) (85)
Decrease in deposits ................ —— —— (31,810)
Cash dividends paid ................. (916) - -
Issuance of common stock ............ 9,036 - -
Capital contributions ............... - 145 14,677 (14,

Net cash provided by (used in)
financing activities ............. 8,342 142 (17,218) (14,

Net (decrease) increase in cash and

cash equivalents ..........c....... (72,375) (3,587) 43,531
Cash and cash equivalents at
beginning of period .............. 64,869 10,658 445,913

Cash and cash equivalents at end of
period ... e e S (7,506) $ 7,071 $ 489,444 $

ITEM 2.
METRIS COMPANIES INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis provides information management
believes to be relevant to understanding the financial condition and results of

operations of Metris Companies Inc. ("MCI") and its subsidiaries, including
Direct Merchants Credit Card Bank, N.A. ("Direct Merchants Bank"), which may be
referred to as "we," "us," "our" and the "Company." You should read this

discussion along with the following documents for a full understanding of our
financial condition and results of operations: Management's Discussion and
Analysis of Financial Condition and Results of Operations in our Annual Report
on Form 10-K for the fiscal year ended December 31, 2001; and our Proxy
Statement for the 2002 Annual Meeting of Shareholders. In addition, you should
read this discussion along with our Quarterly Report on Form 10-Q for the period
ended March 31, 2002, of which this commentary is a part, and the condensed
consolidated financial statements and related notes thereto.

Results of Operations

Net income for the three months ended March 31, 2002 was $52.3 million, up
from $41.5 million for the first quarter of 2001. Net income reported for the
three months ended March 31, 2001 includes $14.5 million of a cumulative effect
of accounting change described below. Without this item, reported earnings would
have been $56.0 million for the three months ended March 31, 2001. Diluted
earnings per share for the three months ended March 31, 2002 was $0.54 compared
to $0.42 per share for the first quarter of 2001. Without the impact of the
cumulative effect of accounting change, diluted earnings per share would have
been $0.57 for the three months ended March 31, 2001. The $3.7 million reduction
in income before the cumulative effect of accounting change is primarily due to
an increase in provision for loan losses, offset by increases in other operating
inco