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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

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

ACT OF 1934
For the quarterly period ended June 30, 2007

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

For the transition period from to

Commission file number: 001-32877

MasterCard Incorporated

(Exact name of registrant as specified in its charter)

Delaware 13-4172551
(State or other jurisdiction of (IRS Employer

incorporation or organization) Identification Number)

2000 Purchase Street 10577

Table of Contents 1



Edgar Filing: MASTERCARD INC - Form 10-Q
Purchase, NY

(Address of principal executive offices) (Zip Code)
(914) 249-2000

(Registrant s telephone number, including area code)

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

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

Large accelerated filer x Accelerated filer © Non-accelerated filer ~
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Act) Yes © No x

As of July 26, 2007, there were 79,837,897 shares outstanding of the registrant s Class A common stock, par value $.0001 per share, 55,337,407
shares outstanding of the registrant s Class B common stock, par value $.0001 per share, and 1,636 shares outstanding of the registrant s Class M
common stock, par value $.0001 per share.
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MASTERCARD INCORPORATED

CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
June 30, December 31,
2007 2006
(In thousands, except share data)
ASSETS

Cash and cash equivalents $ 1,520,323 $ 1,185,080

Investment securities, at fair value:
Trading 5,342 12,261
Available-for-sale 1,304,920 1,286,580
Accounts receivable 480,939 451,261
Settlement due from members 276,409 311,953
Restricted security deposits held for members 122,153 109,897
Prepaid expenses 169,200 130,849
Other current assets 109,248 89,348
Total Current Assets 3,988,534 3,577,229
Property, plant and equipment, at cost (less accumulated depreciation of $236,246 and $220,720) 269,985 252,731
Deferred income taxes 278,337 216,782
Goodwill 222,543 217,013
Other intangible assets (less accumulated amortization of $330,269 and $309,110) 286,289 271,373
Municipal bonds held-to-maturity 192,989 193,477
Prepaid expenses 261,849 235,654
Other assets 106,023 118,211
Total Assets $ 5,606,549 $ 5,082,470

LIABILITIES AND STOCKHOLDERS EQUITY

Accounts payable $ 236,662 $ 278,656
Settlement due to members 256,602 286,059
Restricted security deposits held for members 122,153 109,897
Obligations under U.S. merchant lawsuit and other litigation settlements current (Note 9) 120,675 117,275
Accrued expenses 889,279 936,427
Short-term debt 80,000

Other current liabilities 122,245 83,276
Total Current Liabilities 1,827,616 1,811,590
Deferred income taxes 67,029 66,198
Obligations under U.S. merchant lawsuit and other litigation settlements (Note 9) 377,799 359,640
Long-term debt 149,647 229,668
Other liabilities 325,842 246,395
Total Liabilities 2,747,933 2,713,491
Commitments and Contingencies (Notes 12 and 14)

Minority interest 4,620 4,620

Stockholders Equity
Class A common stock, $.0001 par value; authorized 3,000,000,000 shares, 79,837,897 and 79,631,983

shares issued and outstanding, respectively 8 8
Class B common stock, $.0001 par value; authorized 1,200,000,000 shares, 55,337,407 shares issued and
outstanding, respectively 6 6

Class M common stock, $.0001 par value, authorized 1,000,000 shares, 1,635 and 1,600 shares issued and
outstanding, respectively
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Additional paid-in capital 3,268,457 3,289,879

Accumulated deficit (540,830) (1,029,196)
Accumulated other comprehensive income, net of tax:

Cumulative foreign currency translation adjustments 144,514 119,655

Defined benefit pension and other postretirement plans (9,679) (11,402)
Investment securities available-for-sale (5,966) (3,065)
Derivatives accounted for as hedges 2,514) (1,526)
Total accumulated other comprehensive income, net of tax 126,355 103,662

Total Stockholders Equity 2,853,996 2,364,359

Total Liabilities and Stockholders Equity $ 5,606,549 $ 5,082,470

The accompanying notes are an integral part of these consolidated financial statements.
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MASTERCARD INCORPORATED

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues, net

Operating Expenses

General and administrative

Advertising and market development

Litigation settlements

Charitable contributions to the MasterCard Foundation
Depreciation and amortization

Total operating expenses
Operating income (loss)

Other Income (Expense)
Investment income, net
Interest expense

Other income, net

Total other income/(expense)

Income (loss) before income taxes
Income tax expense

Net Income (Loss)
Basic Net Income (Loss) per Share (Note 2)
Basic Weighted Average Shares Outstanding (Note 2)

Diluted Net Income (Loss) per Share (Note 2)

Diluted Weighted Average Shares Outstanding (Note 2)

The accompanying notes are an integral part of these consolidated financial statements.
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(UNAUDITED)

Three Months Six Months
Ended June 30, Ended June 30,
2007 2006 2007 2006
(In thousands, except per share data)
$996,959 $ 846,489 $1,912,062 $1,584,942
431,463 365,161 829,990 712,998
268,253 307,066 446,703 489,749
3,400 23,250 3,400 23,250
400,285 400,285
25,027 24,693 49,216 49,913
728,143 1,120,455 1,329,309 1,676,195
268,816 (273,966) 582,753 (91,253)
36,466 28,999 72,714 49,691
(11,170) (16,068) (25,526) (26,708)
92,187 443 92,147 595
117,483 13,374 139,335 23,578
386,299 (260,592) 722,088 (67,675)
134,013 49,868 254,897 116,041
$252,286 $ (310,460) $ 467,191 $ (183,716)
$ 1.86 $ (2.30) $ 344 % (1.36)
135,865 135,252 135,856 135,127
$ 1.85 $ (2.30) $ 342 $ (1.36)
136,687 135,252 136,643 135,127
6
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MASTERCARD INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Operating Activities

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization

Charitable contribution of common stock to the MasterCard Foundation
Share based payments

Deferred income taxes

Taxes related to share based payments

Excess tax benefit on share based payments
Accretion of imputed interest on litigation settlement
Other

Changes in operating assets and liabilities:

Trading securities

Accounts receivable

Settlement due from members

Prepaid expenses

Other current assets

Prepaid expenses, long-term

Litigation settlement accruals

Accounts payable

Settlement due to members

Accrued expenses

Net change in other assets and liabilities

Net cash provided by operating activities

Investing Activities

Purchases of property, plant and equipment

Capitalized software

Purchases of investment securities available-for-sale

Proceeds from sales and maturities of investment securities available-for-sale
Other investing activities

Net cash used in investing activities

Financing Activities

Cash received from sale of common stock, net of issuance costs
Cash payment for redemption of common stock

Dividends paid

Cash proceeds from exercise of stock options

Excess tax benefit on share based payments

Net cash (used in) provided by financing activities

Table of Contents

Six Months
Ended June 30,
2007 2006
(In thousands)
467,191 $ (183,716)

49,216 49,913

394,785

23,382 6,825

(1,557) (7,370)

(11,193)

(6,734)

18,644 20,974
4,620 4,965
6,919 4,648

(23,141) (57,398)
43,000 (16,842)
(36,647) (14,295)
(5,067) (5,082)
(23,392) 3,998
2,915 23,140
(43,314) 15,818
(36,166) 20,014
6,524 (85,614)
10,961 8,818
446,161 183,581
(40,942) (15,670)
(33,741) (15,886)
(1,924,024) (1,506,806)
1,896,975 1,356,768
5,005 (1,403)
(96,727) (182,997)
2,449,910
(1,799,937)
(33,099)
1,083
6,734
(25,282) 649,973
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Effect of exchange rate changes on cash and cash equivalents 11,091 14,026
Net increase in cash and cash equivalents 335,243 664,583
Cash and cash equivalents beginning of period 1,185,080 545,273
Cash and cash equivalents end of period $ 1,520,323 $ 1,209,856

The accompanying notes are an integral part of these consolidated financial statements.
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MASTERCARD INCORPORATED

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

(UNAUDITED)
Accumulated
Other
Comprehensive Additional
Accumulated Income, Common Shares Paid-in
Total Deficit Net of Tax Class A Class B Capital
(In thousands)
Balance at January 1, 2007 $2,364,359  $(1,029,196) $ 103,662 $ 8 $ 6 $3,289879
Net income 467,191 467,191
Other comprehensive income, net of tax 22,693 22,693
Adoption of new tax accounting standard (Note 13) 21,175 21,175
Cash dividends declared on Class A and Class B common
stock, $.30 per share (41,428) (41,428)
Share based compensation 23,382 23,382
Tax withholding net of tax benefit for share based
compensation (4,459) (4,459)
Cash proceeds from exercise of stock options 1,083 1,083
Balance at June 30, 2007 $2,853,996 $ (540,830) $ 126355 $ 8 $ 6 $3,268457

MASTERCARD INCORPORATED

CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME

(UNAUDITED)
Three Months Six Months
Ended June 30, Ended June 30,
2007 2006 2007 2006
(In thousands)

Net Income (Loss) $252,286 $(310,460) $467,191 $(183,716)
Other comprehensive income:
Foreign currency translation adjustments 11,167 19,548 24,859 36,472
Defined benefit pension and postretirement plans, net of tax 4 1,723
Unrealized gain (loss) and reclassification adjustment for realized (gain) loss on
investment securities available-for-sale, net of tax (3,366) (1,638) (2,901) (4,292)
Change in fair value of derivatives accounted for as hedges, net of tax (447) (943) (988) (3,398)
Other comprehensive income, net of tax 7,358 16,967 22,693 28,782
Comprehensive Income (Loss) $259,644  $(293,493) $489,884  $(154,934)

The accompanying notes are an integral part of these consolidated financial statements.
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MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share and percent data)
Note 1. Summary of Significant Accounting Policies

Organization MasterCard Incorporated and its consolidated subsidiaries ( MasterCard or the Company ), including its principal operating
subsidiary, MasterCard International Incorporated (doing business as MasterCard Worldwide) ( MasterCard International ), and MasterCard
Europe sprl ( MasterCard Europe ), provide transaction processing and related services to customers principally in support of their credit, debit,
electronic cash and Automated Teller Machine ( ATM ) payment card programs, and travelers cheque programs.

Consolidation and basis of presentation  The consolidated financial statements include the accounts of MasterCard and its majority-owned and
controlled entities, including the Company s variable interest entity. The Company s variable interest entity was established for the purpose of
constructing the Company s global technology and operations center; it is not an operating entity and has no employees. Intercompany
transactions and balances are eliminated in consolidation. The Company follows accounting principles generally accepted in the United States of
America.

The balance sheet as of December 31, 2006 was derived from the audited consolidated financial statements as of December 31, 2006. Amounts
previously reported within Accumulated Other Comprehensive Income as of December 31, 2006 have been adjusted to reflect a revision of
$22,804 to increase cumulative foreign currency translation adjustments with a corresponding decrease in defined benefit pension and other
postretirement plans. The revision had no impact on total accumulated other comprehensive income, net of tax. The consolidated financial
statements for the three and six months ended June 30, 2007 and 2006 and as of June 30, 2007 are unaudited, and, in the opinion of
management, include all normal recurring adjustments that are necessary to present fairly the results for interim periods. Due to seasonal
fluctuations and other factors, the results of operations for the three and six months ended June 30, 2007 are not necessarily indicative of the
results to be expected for the full year.

The accompanying unaudited consolidated financial statements are presented in accordance with the U.S. Securities and Exchange Commission
requirements of Quarterly Reports on Form 10-Q and, consequently, do not include all of the disclosures required by accounting principles
generally accepted in the United States of America. Reference should be made to the MasterCard Incorporated Annual Report on Form 10-K for
the year ended December 31, 2006 for additional disclosures, including a summary of the Company s significant accounting policies.

Recent Accounting Pronouncements In February 2007, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial
Accounting Standards No. 159, The Fair Value Option for Financial Assets and Financial Liabilities Including an Amendment of SFAS 115

( SFAS 159 ). SFAS 159 allows entities to choose to measure many financial instruments and certain other items at fair value. In addition, SFAS
159 includes an amendment to SFAS 115, Accounting for Certain Investments in Debt and Equity Securities , and applies to all entities with
available-for-sale and trading securities. SFAS 159 is effective for the Company commencing in 2008. The Company is in the process of
evaluating the impact that SFAS 159 will have on its financial statements.
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MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) - Continued

(In thousands, except per share and percent data)

Note 2. Earnings (Loss) Per Share ( EPS )

The components of basic and diluted earnings (loss) per share are as follows:

Three Months Six Months
Ended June 30, Ended June 30,
2007 2006 2007 2006

Numerator:
Net income (loss) $252,286 $(310,460) $467,191 $(183,716)
Denominator:
Basic EPS weighted-average shares outstanding 135,865 135,252 135,856 135,127
Dilutive stock options and restricted stock units 822 787
Diluted EPS weighted-average shares outstanding 136,687 135,252 136,643 135,127
Earnings (Loss) per Share:
Basic $ 1.86 $ (2.30) % 344 % (1.36)
Diluted $ 1.85 $ 2.30) $ 342 $ (1.36)

The calculation of diluted earnings per share excluded approximately 186 and 330 stock options for the three and six months ended June 30,
2007, respectively, because the effect would be antidilutive. The calculation of diluted earnings (loss) per share for the three and six months
ended June 30, 2006 excluded 1,200 restricted stock units and 553 stock options because the effect would be antidilutive.

In connection with our ownership and governance transactions in May 2006, we reclassified all of our approximately 100,000 outstanding shares
of existing Class A redeemable common stock so that our previous stockholders received 1.35 shares of our Class B common stock, par value
$.0001 per share (the Class B common stock ), for each share of Class A redeemable common stock that they held prior to the reclassification
and a single share of our Class M common stock, par value $.0001 per share. Accordingly, shares and per share data were retroactively restated
in the financial statements subsequent to the reclassification to reflect the reclassification as if it were effective at the start of the first period
being presented in the financial statements.

Note 3. Non-Cash Financing Activities

Six Months
Ended June 30,
2007 2006
Shares donated to the MasterCard Foundation $ $ 394,785
Conversion of cash-based to stock-based compensation 51,209
Dividend declared but not yet paid 20,713

Table of Contents 12
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MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) - Continued

(In thousands, except per share and percent data)

Note 4. Prepaid Expenses

Prepaid expenses consist of the following:

June 30, December 31,
2007 2006

Customer and merchant incentives $ 342,929 $ 293,289
Adbvertising and market development 42,981 33,321
Other 45,139 39,893
Total prepaid expenses 431,049 366,503
Prepaid expenses, current (169,200) (130,849)
Prepaid expenses, long-term $ 261,849 $ 235,654

Prepaid customer and merchant incentives represent payments made to customers and merchants under business agreements in order to
encourage loyalty to the MasterCard brand, increase volumes and promote acceptance. These prepayments are recorded as contra-revenue over
the term of the business agreement or in the same period that the customer or merchant achieves the performance hurdles specified in the
business agreement.

Note 5. Accrued Expenses

Accrued expenses consist of the following:

June 30, December 31,

2007 2006
Customer and merchant incentives $ 398,573 $ 386,582
Personnel costs 160,237 248,262
Adbvertising and market development 132,727 141,864
Taxes 98,997 83,509
Other 98,745 76,210

$ 889,279 $ 936,427
Note 6. Pension Plans

The Company maintains a noncontributory defined benefit pension plan (the Pension Plan ) with a cash balance feature covering substantially all
of its U.S. employees. In March 2007, the Company announced it was modifying the Pension Plan by maintaining employee pay credit
percentages at the 2007 level, eliminating funding for employees to purchase healthcare in retirement and limiting plan participation to

employees hired before July 1, 2007. These changes are expected to reduce the benefit obligation of the Pension Plan measured as of

December 31, 2006 by approximately $13,300, or 7%. The Company has determined that the reduction in the benefit obligation and the related
decrease in net periodic pension cost for 2007 are not significant and do not require an interim measurement of the Pension Plan. Additionally,

the Company has an unfunded nonqualified supplemental executive retirement plan that provides certain key employees with supplemental
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retirement benefits in excess of limits imposed on qualified plans by U.S. tax laws. For both plans, net periodic pension cost is as follows:

Service cost
Interest cost

Expected return on plan assets
Amortization of prior service credit
Recognized actuarial loss

Net periodic pension cost
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Three Months
Ended June 30,
2007 2006
$ 4,715 $ 4,650
3,045 2,717
(4,092) (3,830)
(57) (52)
300

$ 3,611 $ 3,785

Six Months
Ended June 30,
2007 2006
$ 9,433 $ 9,300
6,095 5,434
(8,184) (7,660)
(114) (104)

600

$ 7,230 $ 7.570
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MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) - Continued

(In thousands, except per share and percent data)

For the three and six months ended June 30, 2007, $57 and $114 of prior service credit was amortized from accumulated other comprehensive
income into net periodic pension cost, respectively.

The funded status of the Pension Plan exceeds minimum funding requirements. No voluntary contributions were made during the three and six
months ended June 30, 2007 and 2006.

Note 7. Postretirement Health and Life Insurance Benefits

The Company maintains a postretirement plan (the Postretirement Plan ) providing health coverage and life insurance benefits for substantially
all of its U.S. employees and retirees. Net periodic postretirement benefit cost is as follows:

Six Months
Three Months
Ended June 30, Ended June 30,
2007 2006 2007 2006

Service cost $ 589 $ 792 $1,178 $1,584
Interest cost 848 905 1,696 1,810
Amortization of prior service cost 17 34
Amortization of transition obligation 53 145 106 290
Recognized actuarial loss 53 106
Net periodic postretirement benefit cost $ 1,490 $1,912 $2,980 $3,824

For the three and six months ended June 30, 2007, $53 and $106, respectively, of transition obligation was amortized from accumulated other
comprehensive income into net periodic postretirement benefit cost. In addition, the Company amended the life insurance benefits under the
Postretirement Plan effective January 1, 2007. The impact, net of taxes, of this amendment was an increase of $1,715 to accumulated other
comprehensive income in the six months ended June 30, 2007.

The Company funds its postretirement benefits as payments are required with cash flows from operations.
Note 8. Credit Facility

On April 27, 2007, the Company extended its committed unsecured $2,500,000 revolving credit facility (the Credit Facility ) for one year. The
new expiration date of the Credit Facility is April 27, 2010. Except for the maturity extension, the original terms and conditions in the credit
facility remain unchanged. MasterCard was in compliance with the covenants of the Credit Facility as of June 30, 2007. There were no
borrowings under the Credit Facility at June 30, 2007 and December 31, 2006. The majority of Credit Facility lenders are customers or affiliates
of customers of MasterCard International.

Note 9. U.S. Merchant Lawsuit and Other Litigation Settlements

In 2003, MasterCard settled the U.S. merchant lawsuit described under the caption U.S. Merchant and Consumer Litigations in Note 14 below
and contract disputes with certain customers. On June 4, 2003, MasterCard International and plaintiffs in the U.S. merchant lawsuit signed a
settlement agreement (the ~Settlement Agreement ) which required the Company to pay $125,000 in 2003 and $100,000 annually each December
from 2004 through 2012. In addition, in 2003, several other lawsuits were initiated by merchants who opted not to participate in the plaintiff

class in the U.S. merchant lawsuit. The opt-out merchant lawsuits were not covered by the terms of the Settlement Agreement, however, all have
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been individually settled. As more fully described in Note 14 below, MasterCard is also a party to a number of currency conversion litigations.
In connection with the settlement of certain other litigations disclosed in Note 14, MasterCard recorded reserves of $3,400 and made payments
of $485 during the three months ended June 30, 2007. Total liabilities for the U.S. merchant lawsuit and other litigation settlements changed
from December 31, 2006 as follows:

Balance as of December 31, 2006 $ 476,915

Provision for litigation settlements (Note 14) 3,400

Interest accretion on U.S. merchant lawsuit 18,644

Payments (485)

Balance as of June 30, 2007 $498.474
10
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MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) - Continued

(In thousands, except per share and percent data)

Note 10. Share Based Payment and Other Benefits

On March 1, 2007, the Company granted approximately 314 performance units, 330 stock options and 14 restricted stock units under the
MasterCard Incorporated 2006 Long-Term Incentive Plan ( LTIP ). The fair value of the performance units and restricted stock units, based on the
closing price on the New York Stock Exchange on the date of grant, was $106.29. The fair value of the stock options estimated on the date of

grant using a Black-Scholes option pricing model was $39.67. The performance units and restricted stock units will primarily vest on or about
February 28, 2010. The stock options vest ratably over four years and expire ten years from the date of grant. Compensation expense is recorded
net of estimated forfeitures over the shorter of the vesting period or the date the individual award recipient becomes eligible to retire under the
LTIP. The Company uses the straight-line method of attribution for expensing equity awards. With regard to the performance units, the ultimate
number of shares to be received by the employee upon vesting will be determined by the Company s performance against predetermined net
income and return on equity goals for the three-year period commencing January 1, 2007. Estimates are adjusted as appropriate.

Note 11. Stockholders Equity

At the annual meeting of stockholders of the Company on June 7, 2007, the Company s stockholders approved amendments to the Company s
certificate of incorporation designed to facilitate an accelerated, orderly conversion of Class B common stock into Class A common stock, par
value $.0001 per share (the Class A Common Stock ), for subsequent sale. Through conversion transactions , in amounts and at times to be
designated by the Company, current holders of shares of Class B common stock who elect to participate will be eligible to convert their shares,
on a one-for-one basis, into shares of Class A common stock for subsequent sale to public investors, within 30 days. Holders of Class B common
stock will not be allowed to participate in any vote of holders of Class A common stock during this transitory ownership period. The number of
shares of Class B common stock eligible for conversion transactions will be determined by the Company and limited to an annual aggregate
number of up to 10% of the total combined outstanding shares of Class A common stock and Class B common stock, based upon the total
number of shares outstanding as of December 31 of the prior calendar year. In addition, prior to May 31, 2010, a conversion transaction will not
be permitted that will cause shares of Class B common stock to represent less than 15% of total outstanding shares of Class A common stock
and Class B common stock outstanding.

The Company has announced a program for the conversion of up to 13,400 shares of Class B common stock into Class A common stock and
subsequent sale to public investors in an initial conversion window expected to be open from August 4, 2007 to October 5, 2007. In addition,
also based upon a previously announced Board decision that was contingent upon the stockholder approvals noted above, the Company expects
to repurchase up to $500,000 of Class A common stock in open market transactions during 2007. No common stock had yet been converted or
repurchased as of June 30, 2007.

11

Table of Contents 18



Edgar Filing: MASTERCARD INC - Form 10-Q

Table of Conten
MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) - Continued

(In thousands, except per share and percent data)

Note 12. Commitments and Contingent Liabilities

The future minimum payments under non-cancelable leases for office buildings and equipment, sponsorships, licensing and other agreements at
June 30, 2007 are as follows:

Sponsorship,
Capital Operating Licensing and
Total Leases Leases Other

The remainder of 2007 $ 266,664 $ 4572 $ 22,486 $ 239,606
2008 230,716 6,237 32,312 192,167
2009 137,607 4,132 23,156 110,319
2010 67,831 1,822 8,210 57,799
2011 41,380 1,822 5,488 34,070
Thereafter 91,598 38,656 25,270 27,672
Total $ 835,796 $57,241 $ 116,922 $ 661,633

Included in the table above are capital leases with imputed interest expense of $11,458 and a net present value of minimum lease payments of
$45,783. In addition, at June 30, 2007, $65,149 of the future minimum payments in the table above for leases, sponsorship, licensing and other
agreements was accrued. Consolidated rental expense for the Company s office space was approximately $8,759 and $7,917 for the three months
ended June 30, 2007 and 2006, respectively, and $17,225 and $15,883 for the six months ended June 30, 2007 and 2006, respectively.
Consolidated lease expense for automobiles, computer equipment and office equipment was $1,627 and $1,991 for the three months ended

June 30, 2007 and 2006, respectively, and $3,494 and $4,771 for the six months ended June 30, 2007 and 2006, respectively. In addition, the
table above has been adjusted since December 31, 2006 to remove the commitment of $180,000 for the sponsorship of the 2010 and 2014 World
Cup soccer events. See Note 17 for additional information.

MasterCard licenses certain software to its customers. The license agreements contain guarantees under which the Company indemnifies
licensees from any adverse judgments arising from claims of intellectual property infringement by third parties. The terms of the guarantees are
equal to the terms of the license to which they relate. The amount of the guarantees are limited to damages, losses, costs, expenses or other
liabilities incurred by the licensee as a result of any intellectual property rights claims. The Company has historically experienced no intellectual
property rights claims relating to the software it licenses to its customers and therefore management believes the probability of future claims is
negligible. In addition, the Company does not generate significant revenues from software licenses. However, if circumstances in the future
change, the Company may need to reassess whether it would be necessary to assess the fair value of these guarantees.

Note 13. Income Taxes
Effective Income Tax Rate

The effective income tax rate was 34.7% and 19.1% for the three months ended June 30, 2007 and 2006, respectively, and 35.3% and 171.5%

for the six months ended June 30, 2007 and 2006, respectively. The rate for the six months ended June 30, 2007 differs significantly from that

for the six months ended June 30, 2006 primarily due to the charitable contribution of $394,785 of shares of Class A common stock to the
MasterCard Foundation (the Foundation ). Under the terms of the contribution to the Foundation, the donation was not deductible to MasterCard
for tax purposes.
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Apart from the contribution to the Foundation, the change in the effective income tax rate primarily relates to the effect of a New York state tax

law change and a net increase in the accrual of income tax liabilities for uncertain tax positions, as required under the recently adopted FASB

issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes an Interpretation of FASB Statement 109 ( FIN 48 ). The New York tax
law change resulted in a reduction in the Company s state income tax rate. Accordingly, the Company s deferred tax assets and liabilities at

June 30, 2007 were revalued, which resulted in a one-time increase in income tax expense of $6,804.
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FIN 48

On July 13, 2006, the FASB issued FIN 48. The adoption of FIN 48 on January 1, 2007 required the Company to inventory, evaluate, and
measure all uncertain tax positions taken or to be taken on tax returns, and to record liabilities for the amount of such positions that would not be
sustained, or would only partially be sustained, upon examination by the relevant taxing authorities.

At the date of adoption, the Company had unrecognized tax benefits of $109,476. If the unrecognized tax benefits would be recognized,

substantially all amounts would impact the Company s effective income tax rate offset by related tax deductions or tax credits, the tax effects of
which amounted to $48,682, resulting in a net tax impact of $60,794. As of December 31, 2006, the Company had recorded $56,870 of tax

liabilities under the provisions of the Statement of Financial Accounting Standards No. 5, Accounting for Contingencies ( SFAS 5 ). As a result of
certain additional liabilities related to state tax positions recorded pursuant to FIN 48, the Company was required to increase deferred tax assets

by $26,194 to reflect the higher anticipated tax rates at which such assets will reverse in future periods. In the event the Company is able to

reduce tax liabilities under FIN 48, the deferred tax assets will be correspondingly reduced, resulting in a charge to earnings in that period.
Additionally, the Company recorded balance sheet reclassifications to reflect certain liabilities and related assets on a gross basis, as well as

additional interest reserves. As a result of these adjustments, the impact of the adoption of FIN 48 was a net overall decrease to opening

accumulated deficit of $21,175.

For the three months and six months ended June 30, 2007 increases in unrecognized tax benefits for tax positions were partially offset by the
results of a federal income tax audit settlement. The net increase was not significant to the Company s consolidated financial statements. The
Company s unrecognized tax benefits for uncertain tax positions as of June 30, 2007 are not expected to change significantly over the next twelve
months.

It is the Company s policy to account for interest expense related to income tax matters as interest expense in its statement of operations, and to
include penalties related to income tax matters in the income tax provision. On the date of adoption, the Company had cumulatively recognized
$12,466 of interest, and $2,609 of potential penalties. For the six months ended June 30, 2007, there were no significant changes in interest and
penalties.

The Company is subject to tax in the United States and various state and foreign jurisdictions. With few exceptions, the Company is no longer
subject to federal, state, local and foreign examinations by tax authorities for years before 2001.

Note 14. Legal and Regulatory Proceedings

MasterCard is a party to legal and regulatory proceedings with respect to a variety of matters in the ordinary course of business. Some of these
proceedings involve complex claims that are subject to substantial uncertainties and unspecified damages. Therefore, the probability of loss and
an estimation of damages is not possible to ascertain at present. Accordingly, MasterCard has not established reserves for any of these
proceedings other than for the currency conversion litigations and the West Virginia consumer litigation described below. Except for those
matters described below, MasterCard does not believe that any legal or regulatory proceedings to which it is a party would have a material
impact on its results of operations, financial position, or cash flows. Although MasterCard believes that it has strong defenses for the litigations
and regulatory proceedings described below, it could in the future incur judgments or fines or enter into settlements of claims that could have a
material adverse effect on its results of operations, financial position or cash flows. Notwithstanding MasterCard s belief, in the event it was
found liable in a large class-action lawsuit or on the basis of a claim entitling the plaintiff to treble damages or under which it was jointly and
severally liable, charges it may be required to record could be significant and could materially and adversely affect its results of operations, cash
flow and financial condition, or, in certain circumstances, even cause MasterCard to become insolvent. Moreover, an adverse outcome in a
regulatory proceeding could result in fines and/or lead to the filing of civil damage claims and possibly result in damage awards in amounts that
could be significant and could materially and adversely affect the Company s results of operations, cash flows and financial condition.
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Department of Justice Antitrust Litigation and Related Private Litigations

In October 1998, the U.S. Department of Justice ( DOJ ) filed suit against MasterCard International, Visa U.S.A., Inc. and Visa International
Corp. in the U.S. District Court for the Southern District of New York alleging that both MasterCard s and Visa s governance structure and
policies violated U.S. federal antitrust laws. First, the DOJ claimed that dual governance the situation where a financial institution has a
representative on the board of directors of MasterCard or Visa while a portion of its card portfolio is issued under the brand of the other
association was anti-competitive and acted to limit innovation within the payment card industry. Second, the DOJ challenged MasterCard s
Competitive Programs Policy ( CPP ) and a Visa bylaw provision that prohibited financial institutions participating in the respective associations
from issuing competing proprietary payment cards (such as American Express or Discover). The DOJ alleged that MasterCard s CPP and Visa s
bylaw provision acted to restrain competition.

On October 9, 2001, the District Court judge issued an opinion upholding the legality and pro-competitive nature of dual governance. However,
the judge also held that MasterCard s CPP and the Visa bylaw constituted unlawful restraints of trade under the federal antitrust laws.

On November 26, 2001, the judge issued a final judgment that ordered MasterCard to repeal the CPP insofar as it applies to issuers and enjoined
MasterCard from enacting or enforcing any bylaw, rule, policy or practice that prohibits its issuers from issuing general purpose credit or debit
cards in the United States on any other general purpose card network. The Second Circuit upheld the final judgment and the Supreme Court
denied certiorari. The parties agreed that October 15, 2004 would serve as the effective date of the final judgment. The final judgment also
provided for a two-year period of rescission rights for an issuer to enter into an agreement with American Express or Discover.

On September 18, 2003, MasterCard filed a motion before the District Court judge in the DOJ case seeking to enjoin Visa, pending completion
of the appellate process, from enforcing a newly-enacted bylaw requiring Visa s 100 largest issuers of debit cards in the United States to pay a
so-called settlement service fee if they reduce their Visa debit volume by more than 10%. This bylaw was later modified to clarify that the
settlement service fee would only be imposed if an issuer shifted its portfolio of debit cards to MasterCard. Visa implemented this bylaw
provision following the settlement of the U.S. merchant lawsuit described under the heading U.S. Merchant and Consumer Litigations below.
MasterCard believes that this bylaw is punitive and violates the final judgment in the DOJ litigation, which enjoins Visa and MasterCard from
enacting, maintaining, or enforcing any bylaw or policy that prohibits issuers from issuing general purpose cards or debit cards in the United
States on any other general purpose card network. On July 7, 2006, a special master appointed by the District Court to conduct an evidentiary
hearing issued a report and recommendation to the District Court finding that the continuation of Visa s settlement service fee after the effective
date of the final judgment on October 15, 2004 violated the final judgment. On June 7, 2007, the District Court judge issued an opinion and
order agreeing with the special master s finding that the SSF violated the final judgment in the DOJ litigation. The Court s order requires Visa to
repeal the SSF and also permits any of Visa s largest 100 debit issuers who entered into an agreement relating to debit card issuance with Visa
while the SSF was in place to terminate its agreement with Visa in order to enter into an agreement with MasterCard to issue
MasterCard-branded debit cards. On June 13, 2007, MasterCard and Visa entered into an agreement to extend the statute of limitations on the
time MasterCard has to file potential claims that MasterCard may have against Visa in connection with the SSF. On June 29, 2007, Visa filed a
notice of appeal with the Second Circuit. That same day, Visa filed a motion before the District Court judge requesting a stay of the portion of
the District Court s order that permitted Visa s largest 100 debit issuers to terminate their debit agreements with Visa in order to enter into an
agreement with MasterCard.

On October 4, 2004, Discover Financial Services, Inc. filed a complaint against MasterCard, Visa U.S.A. Inc. and Visa International Services
Association. The complaint was filed in the U.S. District Court for the Southern District of New York and was designated as a related case to the
DO litigation, and was assigned to the same judge who issued the DOJ decision described above. In an amended complaint filed on January 7,
2005, Discover alleged that the implementation and enforcement of MasterCard s CPP, Visa s bylaw provision and the Honor All Cards rule
violated Sections 1 and 2 of the Sherman Act in an alleged market for general purpose card network services and an alleged market for debit
card network services. Specifically, Discover claimed that MasterCard s CPP unreasonably restrained trade by prohibiting financial institutions
who were members of MasterCard from issuing payment cards on the Discover network. Discover requested that the District Court apply
collateral estoppel with respect to its final judgment in the DOJ litigation and enter an order that the CPP and Visa s bylaw provision have
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injured competition and caused injury to Discover. Under the doctrine of collateral estoppel, a court has the discretion to preclude one or more
issues from being relitigated in a subsequent action but only if (1) those issues are identical to issues actually litigated and determined in the

prior action, (2) proof of those issues were necessary to reach the prior judgment, and (3) the party to be estopped had a full and fair opportunity
to litigate those issues in the prior action. Accordingly, if the District Court were to give effect to collateral estoppel on one or more issues in the
future, then significant elements of plaintiff s claims would be established, thereby making it more likely that MasterCard would be found liable
and making the possibility of an award of damages that much more likely. In the event all issues are subsequently decided against MasterCard in
dispositive motions during the course of the litigation then there is the possibility that the sole issue remaining will be whether a damage award

is appropriate and, if so, what the amount of damages should be. Discover seeks treble damages in an amount to be proved at trial along with
attorneys fees and costs. On February 7, 2005, MasterCard moved to dismiss Discover s amended complaint in its entirety for failure to state a
claim. On April 14, 2005, the District Court denied, at this stage in the litigation, Discover s request to give collateral estoppel effect to the
findings in the DOJ litigation. However, the District Court indicated that Discover may refile a motion for collateral estoppel after discovery. On
October 24, 2005, the District Court granted MasterCard s motion to dismiss Discover s Section 2 monopolization and attempted monopolization
claims against MasterCard. On June 7, 2007, Discover filed a second amended complaint that mirrored the claims in its amended complaint but
deleted allegations relating to MasterCard s Honor All Cards rule as well as Discover s Section 2 monopolization and attempted monopolization
claims against MasterCard based upon the court s October 24, 2005 ruling. Fact discovery was completed on May 31, 2007. Briefing on
dispositive motions, including collateral estoppel, is scheduled to be completed by February 15, 2008, with trial to commence on September 9,
2008. At this time, it is not possible to determine the ultimate resolution of, or estimate the liability related to, the Discover litigation. No
provision for losses has been provided in connection with this matter.

On November 15, 2004, American Express filed a complaint against MasterCard, Visa and eight member banks, including JPMorgan Chase &
Co., Bank of America Corp., Capital One Financial Corp., U.S. Bancorp, Household International Inc., Wells Fargo & Co., Providian Financial
Corp. and USAA Federal Savings Bank. Subsequently, USAA Federal Savings Bank, Bank of America Corp. and Household International Inc.
announced settlements with American Express and have been dismissed from the case. The complaint, which was filed in the U.S. District Court
for the Southern District of New York, was designated as a related case to the DOJ litigation and was assigned to the same judge. The complaint
alleges that the implementation and enforcement of MasterCard s CPP and Visa s bylaw provision violated Sections 1 and 2 of the Sherman Act
in an alleged market for general purpose card network services and a market for debit card network services. Specifically, American Express
claimed that MasterCard s CPP unreasonably restrained trade by prohibiting financial institutions who were members of MasterCard from
issuing payment cards on the American Express network. American Express seeks treble damages in an amount to be proved at trial, along with
attorneys fees and costs. On January 14, 2005, MasterCard filed a motion to dismiss the complaint for failure to state a claim. American Express
also requested that the Court apply collateral estoppel with respect to its final judgment in the DOJ litigation. On April 14, 2005, the District
Court denied, at this stage in the litigation, American Express request to give collateral estoppel effect to the findings in the DOJ litigation.
However, the Court indicated that American Express may refile a motion for collateral estoppel after discovery. As with the lawsuit brought by
Discover that is described in the preceding paragraph, if the Court were to give effect to collateral estoppel on one or more issues in the future,
then significant elements of plaintiff s claims would be established, thereby making it more likely that MasterCard would be found liable and
making the possibility of an award of damages that much more likely. In the event all issues are subsequently decided against MasterCard in
dispositive motions during the course of the litigation then there is the possibility that the sole issue remaining will be whether a damage award
is appropriate and, if so, what the amount of damages should be. Fact discovery was completed on May 31, 2007. Briefing on dispositive
motions, including collateral estoppel, is scheduled to be completed by February 15, 2008, with trial to commence on September 9, 2008. At this
time, it is not possible to determine the ultimate resolution of, or estimate the liability related to, this matter. No provision for losses has been
provided in connection with this matter.

Currency Conversion Litigations

MasterCard International, together with Visa U.S.A., Inc. and Visa International Corp., are defendants in a state court lawsuit in California. The
lawsuit alleges that MasterCard and Visa wrongfully imposed an asserted one percent currency conversion fee on every credit card transaction
by U.S. MasterCard and Visa cardholders involving the purchase of goods or services in a foreign country, and that such alleged fee is unlawful.
This action, titled Schwartz v. Visa Int | Corp., et al., was brought in the Superior Court of California in February 2000, purportedly on behalf

of the general public. Trial of the Schwartz matter commenced on May 20, 2002 and
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concluded on November 27, 2002. The Schwartz action claims that the alleged fee grossly exceeds any costs the defendants might incur in
connection with currency conversions relating to credit card purchase transactions made in foreign countries and is not properly disclosed to
cardholders. MasterCard denies these allegations.

On April 8, 2003, the trial court judge issued a final decision in the Schwartz matter. In his decision, the trial judge found that MasterCard s
currency conversion process does not violate the Truth in Lending Act or regulations, nor is it unconscionably priced under California law.
However, the judge found that the practice is deceptive under California law, and ordered that MasterCard mandate that members disclose the
currency conversion process to cardholders in cardholder agreements, applications, solicitations and monthly billing statements. As to
MasterCard, the judge also ordered restitution to California cardholders. The judge issued a decision on restitution on September 19, 2003,
which requires a traditional notice and claims process in which consumers have approximately six months to submit their claims. The court
issued its final judgment on October 31, 2003. On December 29, 2003, MasterCard appealed the judgment. The final judgment and restitution
process have been stayed pending MasterCard s appeal. On August 6, 2004, the court awarded plaintiff s attorneys fees and costs in the amount of
$28,224 to be paid equally by MasterCard and Visa. Accordingly, during the three months ended September 30, 2004, MasterCard accrued
amounts totaling $14,112. MasterCard subsequently filed a notice of appeal on the attorneys fee award on October 1, 2004. With respect to
restitution, MasterCard believes that it is likely to prevail on appeal. In February 2005, MasterCard filed an appeal regarding the applicability of
Proposition 64, which amended sections 17203 and 17204 of the California Business and Professions Code, to this action. On September 28,
2005, the appellate court reversed the trial court, finding that the plaintiff lacked standing to pursue the action in light of Proposition 64. On
May 8, 2007, the trial court dismissed the case.

MasterCard International, Visa U.S.A., Inc., Visa International Corp., several member banks including Citibank (South Dakota), N.A., Chase
Manhattan Bank USA, N.A., Bank of America, N.A. (USA), MBNA, and Citicorp Diners Club Inc. are also defendants in a number of federal
putative class actions that allege, among other things, violations of federal antitrust laws based on the asserted one percent currency conversion
fee. Pursuant to an order of the Judicial Panel on Multidistrict Litigation, the federal complaints have been consolidated in MDL No. 1409
before Judge William H. Pauley III in the U.S. District Court for the Southern District of New York. In January 2002, the federal plaintiffs filed
a Consolidated Amended Complaint ( MDL Complaint ) adding MBNA Corporation and MBNA America Bank, N.A. as defendants. This
pleading asserts two theories of antitrust conspiracy under Section 1 of the Sherman Act: (i) an alleged inter-association conspiracy among
MasterCard (together with its members), Visa (together with its members) and Diners Club to fix currency conversion fees allegedly charged to
cardholders of no less than 1% of the transaction amount and frequently more; and (ii) two alleged intra-association conspiracies, whereby each
of Visa and MasterCard is claimed separately to have conspired with its members to fix currency conversion fees allegedly charged to
cardholders of no less than 1% of the transaction amount and to facilitate and encourage institution and collection of second tier currency
conversion surcharges. The MDL Complaint also asserts that the alleged currency conversion fees have not been disclosed as required by the
Truth in Lending Act and Regulation Z.

On July 20, 2006, MasterCard and the other defendants in the MDL action entered into agreements settling the MDL action and related matters,
as well as the Schwartz matter. Pursuant to the settlement agreements, MasterCard has paid $72,480 to be used for defendants settlement fund to
settle the MDL action and $13,440, which is expected to be paid in the third quarter of 2007, to settle the Schwartz matter. On November 8,

2006, Judge Pauley granted preliminary approval of the settlement agreements. The settlement agreements are subject to final approval by Judge
Pauley, and resolution of all appeals. The hearing on final approval of the settlement agreements has been scheduled for November 2, 2007. On
November 15, 2006, the plaintiff in one of the New York state court cases appealed the preliminary approval of the settlement agreement to the
U.S. Court of Appeals for the Second Circuit. On June 6, 2007, the appellate court granted MasterCard s motion to defer briefing until a final
settlement is approved in the MDL action.

With regard to other state court currency conversion actions, MasterCard has reached agreements in principle with the plaintiffs for a total of
$3,557, which has been accrued. Settlement agreements have been executed with plaintiffs in the Ohio, Pennsylvania, Florida, Texas, Arkansas,
Tennessee, Arizona, New York, Minnesota and Illinois actions.

Based upon litigation developments, certain of which were favorable to MasterCard, and progress in ongoing settlement discussions in these
currency conversion cases, and pursuant to Statement of Financial Accounting Standards No. 5, Accounting for Contingencies, litigation
settlements were previously recorded for the amounts noted above. At this time, it is not possible to predict with certainty the ultimate resolution
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U.S. Merchant and Consumer Litigations

Commencing in October 1996, several class action suits were brought by a number of U.S. merchants against MasterCard International and Visa
U.S.A., Inc. challenging certain aspects of the payment card industry under U.S. federal antitrust law. Those suits were later consolidated in the

U.S. District Court for the Eastern District of New York. The plaintiffs claimed that MasterCard s Honor All Cards rule (and a similar Visa rule),
which required merchants who accept MasterCard cards to accept for payment every validly presented MasterCard card, constituted an illegal

tying arrangement in violation of Section 1 of the Sherman Act. Plaintiffs claimed that MasterCard and Visa unlawfully tied acceptance of debit
cards to acceptance of credit cards. The plaintiffs also claimed that MasterCard and Visa conspired to monopolize what they characterized as the
point-of-sale debit card market, thereby suppressing the growth of regional networks such as ATM payment systems. On June 4, 2003,

MasterCard International signed a settlement agreement to settle the claims brought by the plaintiffs in this matter, which the Court approved on
December 19, 2003. On January 24, 2005, the Second Circuit Court of Appeals issued an order affirming the District Court s approval of the
settlement agreement. Accordingly, the settlement is now final.

In addition, individual or multiple complaints have been brought in 19 different states and the District of Columbia alleging state unfair
competition, consumer protection and common law claims against MasterCard International (and Visa) on behalf of putative classes of
consumers. The claims in these actions largely mirror the allegations made in the U.S. merchant lawsuit and assert that merchants, faced with
excessive merchant discount fees, have passed these overcharges to consumers in the form of higher prices on goods and services sold.
MasterCard has been successful in dismissing cases in seventeen of the jurisdictions as courts have granted MasterCard s motions to dismiss for
failure to state a claim or plaintiffs have voluntarily dismissed their complaints. However, there are outstanding cases in New Mexico, California
and West Virginia. The parties are awaiting a decision on MasterCard s motion to dismiss in New Mexico. Discovery is now proceeding in the
California cases as the California appellate court rejected MasterCard s petition to reverse the lower court s decision denying MasterCard s motion
to dismiss plaintiffs Section 17200 claims. On March 26, 2007, the West Virginia court stayed discovery pending briefing by the parties on the
question of whether the state law unfair competition claims should be dismissed in light of the opinions from other states dismissing similar
unfair competition claims on standing grounds. Based upon litigation developments and settlement negotiations in that state, and pursuant to
Financial Accounting Standards No. 5, Accounting for Contingencies, MasterCard recorded legal reserves for the West Virginia consumer
litigation during the second quarter of 2007.

On April 29, 2005, a complaint was filed in California state court on behalf of a putative class of consumers under California unfair competition
law (Section 17200) and the Cartwright Act. The claims in this action seek to piggyback on the portion of the DOJ antitrust litigation in which

the United States District Court for the Southern District of New York found that MasterCard s CPP and Visa s bylaw constitute unlawful
restraints of trade under the federal antitrust laws. See ~ Department of Justice Antitrust Litigation and Related Private Litigations. MasterCard
and Visa moved to dismiss the complaint and the court granted the defendants motion to dismiss the plaintiffs Cartwright claims but denied the
defendants motion to dismiss the plaintiffs Section 17200 unfair competition claims. MasterCard filed an answer to the complaint on June 19,
2006 and the parties are proceeding with discovery.

At this time, it is not possible to determine the outcome of, or, except as indicated above in the West Virginia consumer action, estimate the
liability related to, the remaining consumer cases and no provision for losses has been provided in connection with them. The consumer class
actions are not covered by the terms of the settlement agreement in the U.S. merchant lawsuit.

eFunds Litigation

In December 2003, MasterCard and eFunds Corporation ( eFunds ) entered into a Marketing Sales and Services Alliance Agreement (the
Agreement ) whereby the parties agreed to work together to provide debit processing services to financial institutions. After analysis of the needs

of its customers and its business, on December 13, 2006, MasterCard notified eFunds that, pursuant to one of the provisions in the Agreement, it

was terminating the Agreement. On or about January 30, 2007, eFunds filed a verified complaint against MasterCard in Superior Court for the

State of Arizona, alleging that MasterCard s termination of the Agreement was improper. The complaint asserts several causes of action

including declaratory judgment, breach of contract, breach of the covenant

Table of Contents 29



Table of Contents

Edgar Filing: MASTERCARD INC - Form 10-Q

17

30



Edgar Filing: MASTERCARD INC - Form 10-Q

Table of Conten
MASTERCARD INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) - Continued

(In thousands, except per share and percent data)

of good faith and fair dealing, and fraudulent inducement. eFunds seeks a declaratory judgment that the Agreement remains in full force and
effect, or, in the alternative, monetary damages. MasterCard has moved to dismiss certain of eFunds causes of action and the court heard oral
argument on the motion on June 29, 2007. The parties are awaiting a decision on the motion and discovery is now proceeding.

At this time, it is not possible to determine the outcome of, or estimate the liability related to, the eFunds litigation and no provision for losses
has been provided in connection with it.

Global Interchange Proceedings

Interchange fees represent a sharing of payment system costs among the financial institutions participating in a four-party payment card system
such as MasterCard s. Typically, interchange fees are paid by the acquirer to the issuer in connection with transactions initiated with the payment
system s cards. These fees reimburse the issuer for a portion of the costs incurred by it in providing services which are of benefit to all
participants in the system, including acquirers and merchants. MasterCard or its members establish a default interchange fee in certain
circumstances that applies when there is no other interchange fee arrangement between the issuer and the acquirer. MasterCard establishes a
variety of interchange rates depending on such considerations as the location and the type of transaction, and collects the interchange fee on
behalf of the institutions entitled to receive it and remits the interchange fee to eligible institutions. As described more fully below, MasterCard

or its members interchange fees are subject to regulatory or legal review and/or challenges in a number of jurisdictions. At this time, it is not
possible to determine the ultimate resolution of, or estimate the liability related to, any of the interchange proceedings described below. No
provision for losses has been provided in connection with them.

United States. On October 8, 2004, a purported class action lawsuit was filed by a group of merchants in the U.S. District Court for the Northern
District of California against MasterCard International, Visa U.S.A., Inc., Visa International Corp. and several member banks in California
alleging, among other things, that MasterCard s and Visa s interchange fees contravene the Sherman Act and the Clayton Act. The plaintiffs seek
damages and an injunction against MasterCard (and Visa) setting interchange and engaging in joint marketing activities, which plaintiffs allege
include the purported negotiation of merchant discount rates with certain merchants. MasterCard moved to dismiss the claims in the complaint

for failure to state a claim and, in the alternative, also moved for summary judgment with respect to certain of the claims. On July 25, 2005, the
court issued an order granting MasterCard s motion to dismiss and dismissed the complaint with prejudice which plaintiffs have appealed. Oral
argument on the appeal was held on June 11, 2007. The parties are awaiting a decision.

On June 22, 2005, a purported class action lawsuit was filed by a group of merchants in the U.S. District Court of Connecticut against

MasterCard International Incorporated, Visa U.S.A., Inc. Visa International Service Association and a number of member banks alleging, among
other things, that MasterCard s and Visa s purported setting of interchange fees violates Section 1 of the Sherman Act. In addition, the complaint
alleges MasterCard s and Visa s purported tying and bundling of transaction fees also constitutes a violation of Section 1 of the Sherman Act. The
suit seeks treble damages in an unspecified amount, attorneys fees and injunctive relief. Since the filing of this complaint, there have been
approximately fifty similar complaints (the majority styled as class actions although a few complaints are on behalf of individual plaintiffs) filed
on behalf of merchants against MasterCard and Visa (and in some cases, certain member banks) in federal courts in California, New York,
Wisconsin, Pennsylvania, New Jersey, Ohio, Kentucky and Connecticut. On October 19, 2005, the Judicial Panel on Multidistrict Litigation
issued an order transferring these cases to Judge Gleeson of the U.S. District Court for the Eastern District of New York for coordination of
pre-trial proceedings. On April 24, 2006, the group of purported class plaintiffs filed a First Amended Class Action Complaint. Taken together,
the claims in the First Amended Class Action Complaint and in the complaints brought on the behalf of the individual merchants are generally
brought under Sections 1 and 2 of the Sherman Act. Specifically, the complaints contain some or all of the following claims: (i) that

MasterCard s and Visa s setting of interchange fees (for both credit and offline debit transactions) violates Section 1 of the Sherman Act; (ii) that
MasterCard and Visa have enacted and enforced various rules, including the no surcharge rule and purported anti-steering rules, in violation of
Section 1 or 2 of the Sherman Act; (iii) that MasterCard s and Visa s purported bundling of the acceptance of premium credit cards to standard
credit cards constitutes an unlawful tying arrangement; and (iv) that MasterCard and Visa have unlawfully tied and bundled transaction fees. In
addition to the claims brought under federal antitrust law, some of these complaints contain certain state unfair competition law claims based

upon the same conduct described above. These interchange-related litigations also seek treble damages in an unspecified amount (although

several of the complaints allege that the plaintiffs expect that damages will range in the tens of billions of dollars), as well as attorneys fees and
injunctive relief.
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On June 9, 2006, MasterCard answered the complaint and moved to dismiss or, alternatively, moved to strike the pre-2004 damage claims that
were contained in the First Amended Class Action Complaint and moved to dismiss the Section 2 claims that were brought in the individual
merchant complaints. The parties are awaiting a decision. Fact discovery is scheduled to be completed by June 30, 2008, with briefing on case
dispositive motions to be completed by June 30, 2009. No trial date has been scheduled. On July 5, 2006, the group of purported class plaintiffs
filed a supplemental complaint alleging that the IPO and certain purported agreements entered into between MasterCard and its member
financial institutions in connection with the IPO (1) violate Section 7 of the Clayton Act because their effect allegedly may be to substantially
lessen competition, (2) violate Section 1 of the Sherman Act because they allegedly constitute an unlawful combination in restraint of trade and
(3) constitute a fraudulent conveyance because the member banks are allegedly attempting to release without adequate consideration from the
member banks MasterCard s right to assess the member banks for MasterCard s litigation liabilities in these interchange-related litigations and in
other antitrust litigations pending against it. The plaintiffs seek unspecified damages and an order reversing and unwinding the IPO. On
September 15, 2006, MasterCard moved to dismiss all of the claims contained in the supplemental complaint. The parties are awaiting a
decision.

European Union. In September 2000, the European Commission issued a Statement of Objections challenging Visa International s cross-border
interchange fee under European Community competition rules. On July 24, 2002, the European Commission announced its decision to exempt

the Visa interchange fee from these rules through the end of 2007 based on certain changes proposed by Visa to its interchange fees. Among

other things, in connection with the exemption order, Visa agreed to adopt a cost-based methodology for calculating its interchange fees similar

to the methodology employed by MasterCard, which considers the costs of certain specified services provided by issuers, and to reduce its
interchange rates for debit and credit transactions to amounts at or below certain specified levels.

On September 25, 2003, the European Commission issued a Statement of Objections challenging MasterCard Europe s cross-border interchange
fees. On June 23, 2006, the European Commission issued a supplemental Statement of Objections covering credit, debit and commercial card
fees. On November 14 and 15, 2006, the European Commission held hearings on MasterCard Europe s cross-border interchange fees. On
March 23, 2007, the European Commission issued a Letter of Facts, also covering credit, debit and commercial card fees and discussing its
views on the impact of the MasterCard initial public offering on the case. MasterCard Europe responded to the Statements of Objections and
Letter of Facts and made presentations on a variety of issues at the hearings.

When the European Commission completes its review of MasterCard Europe s cross-border interchange fees, which could happen as early as fall
2007, it appears likely that it will issue a prohibition decision ordering MasterCard to change the manner in which it calculates its cross-border
interchange fees, with the effect that such fees might have to be significantly reduced. MasterCard Europe would likely appeal such a decision to
the European Court of First Instance and seek interim relief to prevent the order from becoming effective before the outcome of the appeal. The
European Commission has informed MasterCard that it does not intend to levy a fine against MasterCard even if it determines that MasterCard s
cross-border interchange fees violate European Community competition rules. Because cross-border interchange fees constitute an essential
element of MasterCard Europe s operations, changes to them could significantly impact MasterCard International s European members and
MasterCard Europe s business. In addition, a negative decision by the European Commission could lead to the filing of private actions against
MasterCard Europe by merchants and/or consumers seeking substantial damages.

On June 13, 2005, the European Commission announced a sector inquiry into the financial services industry, which includes an investigation of
interchange fees. On April 12, 2006, the European Commission released its interim report on its sector inquiry into the payments card industry.

In the report, the European Commission criticizes or expresses concern about a large number of industry practices, including interchange fees, of
a multiplicity of industry participants, and warns of possible regulatory or legislative action. On January 31, 2007, the European Commission
issued its final report on the sector inquiry, and repeated its warnings of possible regulatory or legislative action. However, the report does not
indicate against whom any such regulatory action might be taken or what legislative changes might be sought.
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United Kingdom Office of Fair Trading. On September 25, 2001, the Office of Fair Trading of the United Kingdom ( OFT ) issued a Rule 14
Notice under the U.K. Competition Act 1998 challenging the MasterCard interchange fee and multilateral service fee ( MSF ), the fee paid by
issuers to acquirers when a customer uses a MasterCard-branded card in the United Kingdom either at an ATM or over the counter to obtain a
cash advance. Until November 2004, the interchange fee and MSF were established by MasterCard U.K. Members Forum Limited ( MMF )
(formerly MasterCard Europay U.K. Ltd. ( MEPUK )) for domestic credit card transactions in the United Kingdom. The notice contained
preliminary conclusions to the effect that the MasterCard U.K. interchange fee and MSF may infringe U.K. competition law and do not qualify
for an exemption in their present forms. On February 11, 2003, the OFT issued a supplemental Rule 14 Notice, which also contained preliminary
conclusions challenging MasterCard s U.K. interchange fee under the Competition Act. On November 10, 2004, the OFT issued a third notice
(now called a Statement of Objections) claiming that the interchange fee infringes U.K. and European Union competition law.

On November 18, 2004, MasterCard s board of directors adopted a resolution withdrawing the authority of the U.K. members to set domestic
MasterCard interchange fees and MSFs and conferring such authority exclusively on MasterCard s President and Chief Executive Officer.

On September 6, 2005, the OFT issued its decision, concluding that MasterCard s U.K. interchange fees that were established by MMF prior to
November 18, 2004 contravene U.K. and European Union competition law. The OFT decided not to impose penalties on MasterCard or MMF.
On November 2 and 4, 2005, respectively, MMF and MasterCard appealed the OFT s decision to the U.K. Competition Appeals Tribunal. On
June 19, 2006, the U.K. Competition Appeals Tribunal set aside the OFT s decision, following the OFT s request to the Tribunal to withdraw the
decision and end its case against MasterCard s U.K. interchange fees in place prior to November 18, 2004.

However, the OFT has commenced a new investigation of MasterCard s current U.K. interchange fees and announced on February 9, 2007 that
the investigation would also cover so-called immediate debit cards. If the OFT determines that any of MasterCard s U.K. interchange fees
contravene U.K. and European Union competition law, it may issue a new decision and possibly levy fines accruing from the date of its first
decision. MasterCard would likely appeal a negative decision by the OFT in any future proceeding to the Competition Appeals Tribunal. Such
an OFT decision could lead to the filing of private actions against MasterCard by merchants and/or consumers which, if its appeal of such an
OFT decision were to fail, could result in an award or awards of substantial damages.

Poland. In April 2001, in response to merchant complaints, the Polish Office for Protection of Competition and Consumers (the PCA ) initiated
an investigation of MasterCard s (and Visa s) domestic credit and debit card interchange fees. MasterCard Europe filed several submissions and
met with the PCA in connection with the investigation. In January 2007, the PCA issued a decision that MasterCard s (and Visa s) interchange
fees are unlawful under Polish competition law, and imposed fines on MasterCard s (and Visa s) licensed financial institutions. MasterCard and
the financial institutions have appealed the decision. If the appeals are unsuccessful and the PCA s decision is allowed to stand, it could have a
significant adverse impact on the revenues of MasterCard s Polish members and on MasterCard s overall business in Poland.

New Zealand. In November 2003, MasterCard assumed responsibility for setting domestic interchange fees in New Zealand, which previously
had been set by MasterCard s member financial institutions in New Zealand. In early 2004, the New Zealand Competition Commission (the

NZCC ) commenced an investigation of MasterCard s domestic interchange fees. MasterCard has cooperated with the NZCC in its investigation,
made a number of submissions concerning its New Zealand domestic interchange fees and met with the NZCC on several occasions to discuss
its investigation. In November 2006, the NZCC filed a lawsuit alleging that MasterCard s (and Visa s) domestic interchange fees do not comply
with New Zealand competition law, and is seeking penalties. Several large merchants subsequently filed similar lawsuits seeking damages. A
negative decision in these lawsuits could have a significant adverse impact on the revenues of MasterCard s New Zealand members and on
MasterCard s overall business in New Zealand.

Other Jurisdictions. In January 2006, a German retailers association filed a complaint with the Federal Cartel Office in Germany concerning
MasterCard s (and Visa s) domestic interchange fees. The complaint alleges that MasterCard s (and Visa s) German domestic interchange fees are
not transparent to merchants and include so-called extraneous costs. MasterCard understands that the Federal Cartel Office is continuing to
review the complaint. MasterCard is aware that regulatory authorities and/or central banks in certain other jurisdictions including Brazil,
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Colombia, Mexico, South Africa, Singapore, Hungary, Portugal and Switzerland are reviewing MasterCard s and/or its members interchange fees
and/or related practices and may seek to regulate the establishment of such fees and/or such practices.

Note 15. Settlement and Travelers Cheque Risk Management

MasterCard International s rules generally guarantee the payment of certain MasterCard, Cirrus and Maestro branded transactions between its
principal members. The term and amount of the guarantee are unlimited. Settlement risk is the exposure to members under MasterCard
International s rules ( Settlement Exposure ), due to the difference in timing between the payment transaction date and subsequent settlement.
Settlement Exposure is estimated using the average daily card charges during the quarter multiplied by the estimated number of days to settle.
The Company has global risk management policies and procedures, which include risk standards, to provide a framework for managing the
Company s settlement risk. Member-reported transaction data and the transaction clearing data underlying the settlement risk calculation may be
revised in subsequent reporting periods.

In the event that MasterCard International effects a payment on behalf of a failed member, MasterCard International may seek an assignment of
the underlying receivables. Subject to approval by the Board of Directors, members may be charged for the amount of any settlement loss
incurred during the ordinary activities of the Company.

MasterCard requires certain members that are not in compliance with the Company s risk standards in effect at the time of review to post
collateral, 