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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

y QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
lf)iétlhe quarterly period ended November 30, 2011

OR

O}“;{?:ZNSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
For the transition period from to

Commission file number: 001-16111

GLOBAL PAYMENTS INC.
(Exact name of registrant as specified in charter)

Georgia 58-2567903

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
10 Glenlake Parkway, North Tower, Atlanta, Georgia 30328

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (770) 829-8000

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. Yesy No~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yesy No”~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer y Accelerated filer ~

Non-accelerated filer * (Do not check if a smaller reporting company) Smaller reporting company ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements
GLOBAL PAYMENTS INC.
UNAUDITED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

Three Months Ended November

30,
2011 2010
Revenues $530,505 $443,526
Operating expenses:
Cost of service 185,931 154,205
Sales, general and administrative 247,994 206,178
433,925 360,383
Operating income 96,580 83,143
Other income (expense):
Interest and other income 2,259 4,072
Interest and other expense (4,878 ) (4,299 )
(2,619 ) (227 )
Income from continuing operations before income taxes 93,961 82,916
Provision for income taxes (25,812 ) (24,546 )
Income from continuing operations 68,149 58,370
Loss from discontinued operations, net of tax — (487 )
Net income including noncontrolling interests 68,149 57,883
Less: Net income attributable to noncontrolling interests, net of income tax provision
of $1,077 and $1,010, respectively (6,968 ) (4,378 )
Net income attributable to Global Payments $61,181 $53,505
Amounts attributable to Global Payments:
Income from continuing operations $61,181 $53,992
Loss from discontinued operations, net of tax — (487 )
Net income attributable to Global Payments $61,181 $53,505
Basic earnings per share attributable to Global Payments:
Income from continuing operations $0.78 $0.68
Loss from discontinued operations — (0.01 )
Net income attributable to Global Payments $0.78 $0.67
Diluted earnings per share attributable to Global Payments:
Income from continuing operations $0.78 $0.67
Loss from discontinued operations — —
Net income attributable to Global Payments $0.78 $0.67
Dividends per share $0.02 $0.02

See Notes to Unaudited Consolidated Financial Statements.
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GLOBAL PAYMENTS INC.
UNAUDITED CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share data)

Revenues

Operating expenses:

Cost of service

Sales, general and administrative

Operating income

Other income (expense):
Interest and other income
Interest and other expense

Income from continuing operations before income taxes
Provision for income taxes

Income from continuing operations

Loss from discontinued operations, net of tax

Net income including noncontrolling interests

Less: Net income attributable to noncontrolling interests, net of income tax provision

of $2,935 and $1,305, respectively

Net income attributable to Global Payments

Amounts attributable to Global Payments:

Income from continuing operations

Loss from discontinued operations, net of tax

Net income attributable to Global Payments

Basic earnings per share attributable to Global Payments:
Income from continuing operations

Loss from discontinued operations

Net income attributable to Global Payments

Diluted earnings per share attributable to Global Payments:
Income from continuing operations

Loss from discontinued operations

Net income attributable to Global Payments

Dividends per share

See Notes to Unaudited Consolidated Financial Statements.
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Six Months Ended November

30,
2011
$1,073,276

377,467
490,619
868,086
205,190

4,760
(8,965
(4,205
200,985
(60,755
140,230

140,230
(15,075
$125,155

$125,155

$125,155
$1.58
;.58
$1.57

$1.57
$0.04

)

2010
$883,665

305,246
413,168
718,414
165,251

5,608
(9,140
(3,532
161,719
(49,527
112,192
(515
111,677

(8,804
$102,873

$103,388
(515
$102,873

$1.30
(0.01
$1.29

$1.29
(0.01

$1.28
$0.04

)
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GLOBAL PAYMENTS INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances for doubtful accounts of $548 and $472,
respectively

Claims receivable, net of allowances for losses of $4,169 and $3,870, respectively
Settlement processing assets

Inventory

Deferred income taxes

Prepaid expenses and other current assets

Total current assets

Goodwill

Other intangible assets, net of accumulated amortization of $214,435 and $197,066,
respectively

Property and equipment, net of accumulated depreciation of $161,672 and $147,670,
respectively

Deferred income taxes

Other

Total assets

LIABILITIES AND EQUITY

Current liabilities:

Lines of credit

Current portion of long-term debt

Accounts payable and accrued liabilities

Settlement processing obligations

Income taxes payable

Total current liabilities

Long-term debt

Deferred income taxes

Other long-term liabilities

Total liabilities

Commitments and contingencies (See Note 11)

Redeemable noncontrolling interest

Equity:

Preferred stock, no par value; 5,000,000 shares authorized and none issued
Common stock, no par value; 200,000,000 shares authorized; 78,355,001 and
80,334,781 issued and outstanding at November 30, 2011 and May 31, 2011,
respectively (see Note 1)

Paid-in capital (see Note 1)

Retained earnings (see Note 1)

Accumulated other comprehensive income

Total Global Payments shareholders’ equity

Noncontrolling interest

November 30,
2011
(Unaudited)

$770,860
162,643

1,024
206,642
11,790
2,893
34,558
1,190,410
741,081

299,680

258,041

96,508
28,619
$2,614,339

$225,676
87,962
206,420
270,290
17,076
807,424
203,222
115,157
54,788
1,180,591

139,934

342914
790,532
12,909
1,146,355
147,459

May 31,
2011

$1,354,285
166,540

914
280,359
7,640
2,946
35,291
1,847,975
779,637

341,500

256,301

104,140
20,978
$3,350,531

$270,745
85,802
241,578
838,565
7,674
1,444,364
268,217
116,432
49,843
1,878,856

133,858

419,591
685,624
79,320
1,184,535
153,282
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Total equity 1,293,814 1,337,817
Total liabilities and equity $2,614,339 $3,350,531
See Notes to Unaudited Consolidated Financial Statements
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GLOBAL PAYMENTS INC.
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Cash flows from operating activities:
Net income including noncontrolling interests

Adjustments to reconcile net income to net cash used in operating activities:

Depreciation and amortization of property and equipment
Amortization of acquired intangibles

Provision for operating losses and bad debts

Share-based compensation expense

Deferred income taxes

Other, net

Changes in operating assets and liabilities, net of the effects of acquisitions:

Accounts receivable

Claims receivable

Settlement processing assets and obligations, net
Inventory

Prepaid expenses and other assets

Accounts payable and other accrued liabilities
Income taxes payable

Net cash used in operating activities

Cash flows from investing activities:

Business and intangible asset acquisitions, net of cash acquired
Capital expenditures

Six Months Ended November 30,

2011
$140,230

23,444
24,796
13,061
8,425
5,915
(100

3,897
(7,880
(499,849
4,212
62
(31,257
9,402
(314,066

(7,000
(35,146

Preliminary settlement of working capital adjustments from disposition of business —

Net decrease in financing receivables

Net cash used in investing activities

Cash flows from financing activities:

Net (payments) borrowings on lines of credit

Proceeds from issuance of long-term debt

Principal payments under long-term debt

Proceeds from stock issued under employee stock plans, net of repurchases
Repurchase of common stock

Tax benefit from employee share-based compensation
Distributions to noncontrolling interest

Dividends paid

Net cash (used in) provided by financing activities

Effect of exchange rate changes on cash

Decrease in cash and cash equivalents

Cash and cash equivalents, beginning of the period

Cash and cash equivalents, end of the period

See Notes to Unaudited Consolidated Financial Statements
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1,203
(40,943

(45,069
71,374
(131,345
(768
(99,604
1,436
(4,660
(3,169
(211,805
(16,611
(583,425
1,354,285
$770,860

N~

~— N O N

2010
$111,677

19,082
15,646
10,146
7,690
3,287
(3,556

(17,549
(8,095
(239,970
1,954
(4,600
18,990
24,382
(60,916

(3,488
(51,709
(1,921
991
(56,127

101,694
4,410
(83,331
1,962
(14,900
118
(4,385
(3,180
2,388
8,369
(106,286
769,946
$663,660
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GLOBAL PAYMENTS INC.
UNAUDITED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(in thousands, except per share data)

Balance at May
31, 2011, as
previously
reported
Retrospective
adjustment for
the correction
of an error (see
Note 1)
Retrospective
adjustment for
the change in
accounting
method for the
retirement of
repurchased
shares (see
Note 1)
Balance at May
31, 2011, as
adjusted
Comprehensive
income:

Net income
including
noncontrolling
interests
Foreign
currency
translation
adjustment, net
of tax of $4,681
Total
comprehensive
income

Number

Paid-in

Capital  Stock

0
Shares

80,335 $502,993 $(112,980)$715,202 $82,159 $(2,839) $1,184,535

(112,980 )112,980

29,578

419,591

Treasury Retained

Accumulated Other
Comprehensive
Income (Loss)

Earnings

(29,578 ) —
685,624 82,159
125,155

(66,411 )

Currency Minimum
TranslatiolPension
Adjustmenttdability

Total Global

Payments

Shareholders’Interest

Equity

(2,839 ) 1,184,535

125,155

(66,411

58,744

Noncontrolliigal
Equity

$153,282 $1,337,817

153,282 1,337,817

9,533 134,688

) (10,696 ) (77,107

(1,163 ) 57,581

)
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Stock issued

under employee 310 (768 )
stock plans, net

Tax benefit

from employee

share-based 681
compensation,

net

Share-based

compensation 8,425
expense
Distributions to
noncontrolling
interest
Redeemable
noncontrolling
interest
valuation
adjustment
Repurchase of
common stock
Dividends paid
($0.04 per
share)

Balance at
November 30, 78,355 $342,914 $—
2011

(2,290 ) (85,015 )

See Notes to Unaudited Consolidated Financial Statements.

(2,489 )
(14,589 )
(3,169 )

(768

681

8,425

(2,489

(99,604

(3,169

)

)

)

)

(4,660

(768

681

8,425

) (4,660

(2,489

(99,604

(3,169

)

)

$790,532 $15,748 $(2,839) $1,146,355 $147,459 $1,293,814

10
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GLOBAL PAYMENTS INC.
UNAUDITED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(in thousands, except per share data)

Accumulated Other
Comprehensive Loss
Total
Number Paid-in  Treasury Retained Currency Mlnlmum Global Noncontrollihgtal
of Capital  Stock Earnings TranslationPension  Payments Interest Equit
Shares P £ Adjustmentk.iability Shareholders quty

Equity
Balance at May
31, 2010, as
previously
reported
Retrospective
adjustment for the
correction of an
error (see Note 1)
Retrospective
adjustment for the
change in
accounting
method for the 29,578 — (29,578 ) — — — — —
retirement of
repurchased
shares (see Note
Y
Balance at May
31, 2010, as 390,325 — 515,194 (41,306 ) (2,949 ) 861,264 10,253 871,517
adjusted
Comprehensive
income:
Net income
including
noncontrolling
interests
Foreign currency
translation
adjustment, net of
tax of $2,005
Total
comprehensive 142,671 4,068 146,739
income
Stock issued 444 1,962 1,962 1,962
under employee

79,646  $460,747 (100,000)$544,772 $(41,306) $(2,949) $861,264 $10,253 $871,517

(100,000 )100,000 — — — — — —

102,873 102,873 4,068 106,941

39,798 39,798 39,798

11
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stock plans, net

Tax benefit

deficiency from

employee (1,027 ) (1,027 ) (1,027 )
share-based

compensation, net

Share-based

compensation 7,690 7,690 7,690
expense

Distributions to

noncontrolling (4,385 ) (4,385 )
interest
Redeemable
noncontrolling
interests valuation
adjustment
Repurchase of
common stock
Dividends paid
($0.04 per share)
Balance at
November 30, 79,745 $385,970 — $607,016 $(1,508 ) $(2,949) $988,529 $9,936 $998,465
2010

(7,871 ) (7,871 ) (7,871 )

(345 ) (12,980 ) (12,980 ) (12,980 )

(3,180 ) (3,180 ) (3,180 )

See Notes to Unaudited Consolidated Financial Statements.
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business, consolidation and presentation— Global Payments Inc. is a high-volume processor of electronic transactions
for merchants, multinational corporations, financial institutions, consumers, government agencies and other business
and non-profit business enterprises to facilitate payments to purchase goods and services or further other economic
goals. Our role is to serve as an intermediary in the exchange of information and funds that must occur between
parties so that a transaction can be completed. We were incorporated in Georgia as Global Payments Inc. in September
2000 and we spun-off from our former parent company on January 31, 2001. Including our time as part of our former
parent company, we have been in business since 1967.

These unaudited consolidated financial statements include our accounts and those of our majority-owned subsidiaries
and all intercompany balances and transactions have been eliminated. These unaudited consolidated financial
statements have been prepared in accordance with accounting principles generally accepted in the United States
("GAAP") for interim financial information and with Rule 10-01 of Regulation S-X.

In the opinion of our management, all known adjustments necessary for a fair presentation of the results of the interim
periods have been made. These adjustments consist of normal recurring accruals and estimates that impact the
carrying value of assets and liabilities. We suggest that these financial statements be read in conjunction with the
consolidated financial statements and notes thereto included in our Form 10-K for the fiscal year ended May 31, 2011.

Use of estimates— The preparation of financial statements in conformity with GAAP requires management to make
certain estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements, as well as the reported amounts of revenues and
expenses during the reported period. Actual results could differ from those estimates.

Correction of an error and change in accounting principle— During the three months ended August 31, 2011 we
determined that our presentation of repurchased shares as a separate component of shareholders' equity ("Treasury
stock") in previously issued financial statements was at variance with Georgia incorporation law. As such, our shares
repurchased during fiscal year 2010 and the first quarter of fiscal 2011 should have been accounted for as
constructively retired, and the cost of repurchased shares should have been charged to paid-in capital in accordance
with our accounting policy at that time. As a result of this error, our previously reported balances of treasury stock and
paid-in capital as of May 31, 2011 and 2010 were misstated. To correct this error we have restated our May 31, 2011
treasury stock and paid-in capital balances. This adjustment is reflected in our consolidated statements of changes in
equity by eliminating treasury stock and reclassifying this balance to paid-in capital. The May 31, 2011 treasury stock
balance of $113.0 million has been reclassified to reduce paid-in capital by $113.0 million. The May 31, 2010 treasury
stock balance of $100.0 million has been reclassified to reduce paid-in capital by $100.0 million. The effect of these
misstatements was limited to treasury stock and paid-in capital.

Effective June 1, 2011, we elected to change our method of accounting for the retirement of repurchased shares. We
previously accounted for the retirement of repurchased shares by charging the entire cost to paid-in capital. Our new
method of accounting allocates the cost of repurchased and retired shares between paid-in capital and retained
earnings. We believe that this method is preferable because it more accurately reflects our paid-in capital balances by
allocating the cost of the shares repurchased and retired to paid-in capital in proportion to paid-in capital associated
with the original issuance of said shares. We reflected the application of this new accounting method retrospectively
by adjusting prior periods. This change is limited to an increase to the beginning balance of paid-in capital and a
decrease to beginning balance of retained earnings of $29.6 million at May 31, 2011 and 2010 and is reflected in our
consolidated balance sheets and statements of changes in equity.

13
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Revenue recognition— Our two merchant services segments primarily include processing solutions for credit cards,
debit cards, and check-related services. Revenue is recognized as such services are performed. Revenue for processing
services provided directly to merchants is recorded net of interchange fees charged by card issuing banks. The
majority of our business model provides payment products and services directly to merchants as our end customers.
We also provide similar products and services to financial institutions and a limited number of Independent Sales
Organizations (ISOs) that, in turn, resell our products and services, in which case, the financial institutions and select
ISOs are our end customers. The majority of merchant services revenue is generated on services priced as a
percentage of transaction value or a specified fee per transaction, depending on card type. We also charge other fees
based

9
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on specific services that are unrelated to the number of transactions or the transaction value. The majority of credit
cards and signature debit cards, which are only a U.S. based card type, are based on a percentage of transaction value
along with other related fees, while PIN debit cards are typically a fee per transaction.

Cash and cash equivalents— Cash and cash equivalents include cash on hand and all liquid investments with an initial
maturity of three months or less when purchased. These amounts also include cash that we hold related to reserve
funds collected from our merchants that serve as collateral (“Merchant Reserves”) to minimize contingent liabilities
associated with any losses that may occur under the merchant agreement. We record a corresponding liability in
settlement processing assets and settlement processing obligations in our consolidated balance sheet. While this cash
is not restricted in its use, we believe that designating this cash to collateralize Merchant Reserves strengthens our
fiduciary standing with our member sponsors and is in accordance with guidelines set by the card networks. As of
November 30, 2011 and May 31, 2011, our cash and cash equivalents included $360.1 million and $271.4 million,
respectively, related to Merchant Reserves.

Our cash and cash equivalents include settlement related cash balances. Settlement related cash balances represent
surplus funds that we hold on behalf of our member sponsors when the incoming amount from the card networks
precedes the member sponsors’ funding obligation to the merchant. Settlement related cash balances are not restricted;
however, these funds are generally paid out in satisfaction of settlement processing obligations the following day.
Please see Settlement processing assets and obligations below for further information.

Inventory— Inventory, which includes electronic point of sale terminals, automated teller machines, and related
peripheral equipment, is stated at the lower of cost or fair value. Cost is determined by using the average cost method.

Settlement processing assets and obligations— We are designated as a Merchant Service Provider by MasterCard and an
Independent Sales Organization by Visa. These designations are dependent upon member clearing banks (“Member”)
sponsoring us and our adherence to the standards of the networks. We have five primary financial institution sponsors

in the United States, Canada, the United Kingdom, Spain, the Asia-Pacific region and the Russian Federation with
whom we have sponsorship or depository and clearing agreements. These agreements allow us to route transactions
under the member banks’ control and identification numbers to clear credit card transactions through Visa and
MasterCard. Visa and MasterCard set the standards with which we must comply. Certain of the member financial
institutions of Visa and MasterCard are our competitors. In certain markets, we are members in various payment
networks, allowing us to process and fund transactions without third-party sponsorship.

We also provide credit card transaction processing for Discover Financial Services or Discover Card (“Discover”) and
are designated as an acquirer by Discover. Our agreement with Discover allows us to acquire, process and fund
transactions directly through Discover’s network without the need of a financial institution sponsor. Otherwise, we
process Discover transactions similarly to how we process MasterCard and Visa transactions. Discover publishes
acquirer operating regulations, with which we must comply. We use our Members to assist in funding merchants for
Discover transactions.

Funds settlement refers to the process of transferring funds for sales and credits between card issuers and merchants.
Depending on the type of transaction, either the credit card interchange system or the debit network is used to transfer
the information and funds between the Member and card issuer to complete the link between merchants and card
issuers.

For transactions processed on our systems, we use our internal network telecommunication infrastructure to provide
funding instructions to the Members who in turn fund the merchants. In certain of our markets, merchant funding
primarily occurs after the Member receives the funds from the card issuer through the card networks creating a net
settlement obligation on our balance sheet. In our other markets, the Member funds the merchants before the Member

15



Edgar Filing: GLOBAL PAYMENTS INC - Form 10-Q

receives the net settlement funds from the card networks, creating a net settlement asset on our balance sheet. In
certain markets in the Asia-Pacific region, the Member provides the payment processing operations and related
support services on our behalf under a transition services agreement. In such instances, we do not reflect the related
settlement processing assets and obligations in our consolidated balance sheet. The Member will continue to provide
these operations and services until the integration to our platform is completed. After our integration, the Member will
continue to provide funds settlement services similar to the functions performed by our Members in other markets at
which point the related settlement assets and obligations will be reflected in our consolidated balance sheet.

Timing differences, interchange expense, Merchant Reserves and exception items cause differences between the
amount the Member receives from the card networks and the amount funded to the merchants. The standards of the
card networks restrict us from performing funds settlement or accessing merchant settlement funds, and, instead,
require that these funds be in the possession

10
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of the Member until the merchant is funded. However, in practice and in accordance with the terms of our sponsorship
agreements with our Members, we generally follow a net settlement process wherebys, if the incoming amount from

the card networks precedes the Member’s funding obligation to the merchant, we temporarily hold the surplus on
behalf of the Member in our account at the Member bank and record a corresponding liability. Conversely, if the
Member’s funding obligation to the merchant precedes the incoming amount from the card networks, the amount of the
Member’s net receivable position is either subsequently advanced to the Member by us or the Member satisfies this
obligation with its own funds. If the Member uses its own funds, the Member assesses a funding cost, which is
included in interest and other expense on the accompanying consolidated statements of income. Each participant in the
transaction process receives compensation for its services.

Settlement processing assets and obligations represent intermediary balances arising in our settlement process for

direct merchants. Settlement processing assets consist primarily of (i) our receivable from merchants for the portion of
the discount fee related to reimbursement of the interchange expense (“Interchange reimbursement”), (ii) our receivable
from the Members for transactions we have funded merchants on behalf of the Members in advance of receipt of card
association funding (“Receivable from Members”), (iii) our receivable from the card networks for transactions processed
on behalf of merchants where we are a Member of that particular network (‘“Receivable from networks”), and (iv)
exception items, such as customer chargeback amounts receivable from merchants (“Exception items”), all of which are
reported net of (iv) Merchant Reserves held to minimize contingent liabilities associated with charges properly

reversed by a cardholder (“Merchant Reserves”). Settlement processing obligations consist primarily of (i) Interchange
reimbursement, (ii) our receivable from/liability to the Members for transactions for which we have received funding
from the Members but have not funded merchants on behalf of the Members (“Receivable from (liability to) Members”™),
(iii) our liability to merchants for transactions that have been processed but not yet funded where we are a Member of
that particular network (‘“Liability to merchants”), (iv) Exception items, (v) Merchant Reserves, (vi) the fair value of our
guarantees of customer chargebacks (see Reserve for operating losses below), and (vii) the reserve for sales

allowances. In cases in which the Member uses its own funds to satisfy a funding obligation to merchants that

precedes the incoming amount from the card network, we reflect the amount of this funding as a component of
“Liability to Members.”

A summary of these amounts as of November 30, 2011 and May 31, 2011 is as follows:

November 30, May 31,

2011 2011

Settlement processing assets: (in thousands)
Interchange reimbursement $26,899 $72,022
Receivable from Members 62,667 142,117
Receivable from networks 117,406 124,980
Exception items 959 4,456
Merchant Reserves (1,289 ) (63,216 )

Total $206,642 $280,359
Settlement processing obligations:
Interchange reimbursement $203,495 $212,069
Receivable from (liability to) Members 11,034 (718,650 )
Liability to merchants (133,552 ) (129,806 )
Exception items 12,943 12,394
Merchant Reserves (358,857 ) (208,195 )
Fair value of guarantees of customer
chargebacks (3,817 ) 3,102 )
Reserves for sales allowances (1,536 ) (3,275 )
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Total $(270,290 ) $(838,565 )

Reserve for operating losses— As a part of our merchant credit and debit card processing and check guarantee services,
we experience merchant losses and check guarantee losses, which are collectively referred to as “operating losses.”

Our credit card processing merchant customers are liable for any charges or losses that occur under the merchant
agreement.

11

18



Edgar Filing: GLOBAL PAYMENTS INC - Form 10-Q

Table of Contents

In the event, however, that we are not able to collect such amount from the merchants, due to merchant fraud,
insolvency, bankruptcy or any other merchant-related reason, we may be liable for any such losses based on our
merchant agreement. We require cash deposits, guarantees, letters of credit, and other types of collateral by certain
merchants to minimize any such contingent liability. We also utilize a number of systems and procedures to manage
merchant risk. We have, however, historically experienced losses due to merchant defaults.

We account for our potential liability for the full amount of the operating losses discussed above as guarantees. We
estimate the fair value of these guarantees by adding a fair value margin to our estimate of losses. This estimate of
losses is comprised of estimated incurred losses and a projection of future losses. Estimated incurred loss accruals are
recorded when it is probable that we have incurred a loss and the loss is reasonably estimable. These losses typically
result from chargebacks related to merchant bankruptcies, closures, or fraud. Estimated incurred losses are calculated
at the merchant level based on chargebacks received to date, processed volume, and historical chargeback ratios. The
estimate is reduced for any collateral that we hold. Accruals for estimated incurred losses are evaluated periodically
and adjusted as appropriate based on actual loss experience. Our projection of future losses is based on an assumed
percentage of our direct merchant credit card and signature debit card sales volumes processed, or processed volume.
Historically, this estimation process has been materially accurate.

As of November 30, 2011 and May 31, 2011, $3.8 million and $3.1 million, respectively, have been recorded to
reflect the fair value of guarantees associated with merchant card processing. These amounts are included in
settlement processing obligations in the accompanying unaudited consolidated balance sheets. The expense associated
with the fair value of the guarantees of customer chargebacks is included in cost of service in the accompanying
consolidated statements of income. For the three months ended November 30, 2011 and 2010, we recorded such
expenses in the amounts of $2.9 million and $1.2 million, respectively. For the six months ended November 30, 2011
and 2010, we recorded such expenses in the amounts of $5.3 million and $2.1 million, respectively.

In our check guarantee service offering, we charge our merchants a percentage of the gross amount of the check and
guarantee payment of the check to the merchant in the event the check is not honored by the checkwriter’s bank in
accordance with the merchant’s agreement with us. The fair value of the check guarantee is equal to the fee cha