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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q
(mark one)
b Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

for the Quarterly Period Ended June 30, 2008

0 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: 001-31950
MONEYGRAM INTERNATIONAL, INC.
(Exact name of registrant as specified in its charter)

Delaware 16-1690064
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
1550 Utica Avenue South, Suite 100, 55416
Minneapolis, Minnesota (Zip Code)

(Address of principal executive offices)
(952) 591-3000
(Registrant s telephone number, including area code)
Not applicable
(Former name, former address and former fiscal year, if changed since last report)

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.

Yesp Noo
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. (Check one):

Large Accelerated filer Non-accelerated filer o Smaller reporting company o
accelerated filer 0
b

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yeso Nop
Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable
date.
As of August 4, 2008, 82,555,904 shares of Common Stock, $0.01 par value, were outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS

MONEYGRAM INTERNATIONAL, INC.

CONSOLIDATED BALANCE SHEETS
UNAUDITED

(Amounts in thousands, except share data)
ASSETS

Cash and cash equivalents

Cash and cash equivalents (substantially restricted)
Receivables, net (substantially restricted)

Trading investments (substantially restricted)
Available for sale investments (substantially restricted)
Property and equipment

Derivative financial instruments

Intangible assets

Goodwill

Other assets

Total assets

LIABILITIES

Payment service obligations

Debt

Derivative financial instruments

Pension and other postretirement benefits
Deferred tax liabilities

Embedded derivatives in preferred stock
Accounts payable and other liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (NOTE 13)

MEZZANINE EQUITY

Participating Convertible Preferred Stock-Series B, $0.01 par value, 800,000
shares authorized, 495,000 shares issued and outstanding

Participating Convertible Preferred Stock-Series B-1, $0.01 par value,
500,000 shares authorized, 272,500 shares issued and outstanding

Total mezzanine equity

STOCKHOLDERS DEFICIT
Preferred shares undesignated, $0.01 par value, 5,000,000 authorized, none
issued

Table of Contents

June 30,
2008

$
4,486,064
1,959,438
35,210
504,404
160,676

15,297
438,839
178,540

$7,778,468

$6,636,557
978,804

88,650
18,281
23,594
203,375

7,949,261

419,205
264,494

683,699

December 31,
2007

$
1,552,949
1,408,220
62,105
4,187,384
171,008
1,647
17,605
438,839
95,254

$7,935,011

$7,762,470
345,000
30,370
85,451
11,459

188,778

8,423,528
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Preferred shares  junior participating, $0.01 par value, 2,000,000 authorized,
none issued
Common shares, $0.01 par value, 250,000,000 shares authorized,

88,556,077 shares issued 886

Additional paid-in capital 49,624

Retained loss (733,563)
Unearned employee benefits (963)
Accumulated other comprehensive loss (17,915)
Treasury stock: 6,000,173 and 5,910,458 shares at June 30, 2008 and

December 31, 2007, respectively (152,561)
Total stockholders deficit (854,492)
Total liabilities, mezzanine equity and stockholders deficit $7,778,468

See Notes to Consolidated Financial Statements
3

886

73,077
(387,479)
(3,280)
(21,715)

(150,006)
(488,517)

$7,935,011

Table of Contents



Edgar Filing: MONEYGRAM INTERNATIONAL INC - Form 10-Q

Table of Contents

MONEYGRAM INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF INCOME (LOSS)

(Amounts in thousands, except per share
data)

REVENUE

Fee and other revenue

Investment revenue

Net securities (losses) gains

Total revenue
Fee commissions expense
Investment commissions expense

Total commissions expense

Net revenue (losses)

EXPENSES

Compensation and benefits

Transaction and operations support
Depreciation and amortization
Occupancy, equipment and supplies
Interest expense

Unrealized gain on embedded derivatives
Debt extinguishment loss

Total expenses

Income (loss) before income taxes
Income tax expense

NET INCOME (LOSS)

Basic (loss) earnings per common share

Diluted (loss) earnings per common share

Net income (loss) as reported
Preferred stock dividends

(Loss) earnings allocated to preferred
stockholders

(Loss) income available to common
stockholders

Table of Contents

UNAUDITED
Three Months Ended
June 30
2008 2007
$281,881 $232,533
34,498 101,107
(30,291) (381)
286,088 333,259
129,098 100,279
(5,385) 65,320
123,713 165,599
162,375 167,660
68,136 50,363
51,335 44,238
14,288 12,211
12,391 10,985
24,008 1,983
(31,203)
138,955 119,780
23,420 47,880
8,259 15,521
$ 15,161 $ 32,359
$ (0.11) $ 0.39
$ (0.11) $ 038
$ 15,161 $ 32,359
(23,994)
$ (8,833) $ 32,359

Six Months Ended
June 30
2008 2007
$ 544,678 $445.,666
96,063 197,161
(337,591) 483
303,150 643,310
246,330 190,291
91,504 127,568
337,834 317,859
(34,684) 325,451
120,435 100,394
103,364 83,852
28,506 23,891
23,613 21,402
38,797 3,941
(31,203)
1,499
285,011 233,480
(319,695) 91,971
25,999 29,773
$(345,694) $ 62,198
$ @50 $ 075
$ @50 $ 074
$(345,694) $ 62,198
(25,816)
$(371,510) $ 62,198
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Average outstanding common shares 82,464 82,922
Additional dilutive shares related to

stock-based compensation 1,247
Additional dilutive shares related to preferred

stock

Average outstanding and potentially
dilutive common shares 82,464 84,169

See Notes to Consolidated Financial Statements

4

82,447

82,447

83,194

1,283

84,477

Table of Contents



Edgar Filing: MONEYGRAM INTERNATIONAL INC - Form 10-Q

Table of Contents

MONEYGRAM INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

UNAUDITED
Three Months Ended Six Months Ended
June 30 June 30
(Amounts in thousands) 2008 2007 2008 2007
NET INCOME (LOSS) $15,161 $ 32,359 $(345,694) $ 62,198
OTHER COMPREHENSIVE INCOME
(LOSS)
Net unrealized (losses) on available-for-sale
securities:

Net holding (losses) gains arising during the

period, net of tax (benefit) expense of ($351) and

($28,401) for the three months ended June 30,

2008 and 2007, respectively, and $5,406 and

($37,291) for the six months ended June 30, 2008

and 2007, respectively (572) (46,336) 8,821 (60,841)
Reclassification adjustment for net realized

(gains) losses included in net income, net of tax

(expense) benefit of ($163) and $145 for the three

months ended June 30, 2008 and 2007,

respectively, and ($15,206) and ($184) for the six

months ended June 30, 2008 and 2007,

respectively (266) 236 (24,810) (300)

(838) (46,100) (15,989) (61,141)

Net unrealized gains on derivative financial

instruments:

Net holding gains arising during the period, net of

tax expense of $733 and $6,510, for the three

months ended June 30, 2008 and 2007,

respectively and $48 and $4,881 for the six

months ended June 30, 2008 and 2007,

respectively 1,196 10,623 79 7,963
Reclassifications adjustment for net unrealized

(gains) losses included in net income, net of tax

(expense) benefit of $8 and ($1,502) for the three

months ended June 30, 2008 and 2007,

respectively, and $11,006 and ($3,330) for the six

months ended June 30, 2008 and 2007,

respectively 13 (2,451) 17,957 (5,433)

1,209 8,172 18,036 2,530
Prior service costs for pension and postretirement

benefit plans:
321 29 333 59

Table of Contents
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Reclassification of prior service costs for pension
and postretirement benefit plans recorded to net
income, net of tax benefit of $196 and $18 for the
three months ended June 30, 2008 and 2007,
respectively, and $204 and $36 for the six months
ended June 30, 2008 and 2007, respectively

Net actuarial loss for pension and postretirement

benefit plans:

Reclassification of net actuarial loss for pension

and postretirement benefit plans recorded to net

income, net of tax benefit of $258 and $417 for

the three months ended June 30, 2008 and 2007,

respectively, and $499 and $834 for the six

months ended June 30, 2008 and 2007,

respectively 421 662

Unrealized foreign currency translation

(losses) gains, net of tax (benefit) expense of
($148) and $372 for the three months ended
June 30, 2008 and 2007, respectively, and $1,271
and $553 for the six months ended June 30, 2008

and 2007, respectively (242) 606
Other comprehensive income (loss) 871 (36,631)
COMPREHENSIVE INCOME (LOSS) $16,032 $ 4,272)

See Notes to Consolidated Financial Statements
5

814

2,073

5,267

$(340,427)

1,324

903

(56,325)

$ 5873
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MONEYGRAM INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

UNAUDITED
Three Months Ended
June 30

(Amounts in thousands) 2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 15,161 $ 32,359
Adjustments to reconcile net income (loss) to net cash used in operating
activities:
Investment impairment charges 9,124 517
Net (gain) loss on sale of investments (36) (136)
Unrealized losses on trading investments 21,203
Net amortization of investment premiums and (discounts) 761 (5,412)
Unrealized gain on interest rate swaps (33,508)
Unrealized gain on embedded derivatives (31,203)
Depreciation and amortization 14,288 12,211
Amortization of signing bonuses 9,007 6,752
Provision for uncollectible receivables 2,484 2,043
Non-cash compensation and pension expense 2,324 5,370
Changes in foreign currency translation adjustments (242) 607
Other non-cash items, net 7,582 (1,339)
Change in other assets (16,873) (7,610)
Change in accounts payable and other liabilities 46,133 17,787
Total adjustments 31,044 30,790
Change in cash and cash equivalents (substantially restricted) 138,580 291,451
Change in trading investments, net (substantially restricted) (14,200)
Change in receivables, net (substantially restricted) (178,682) (177,820)
Change in payment service obligations (19,606) 81,778
Net cash (used in) provided by continuing operating activities (13,503) 244,358
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of investments classified as available-for-sale
Proceeds from maturities of investments classified as available-for-sale 26,011 186,038
Purchases of investments classified as available-for-sale (392,722)
Purchases of property and equipment (11,883)  (15,082)
Cash paid for acquisitions and divestitures (1,061)
Net cash provided by (used in) investing activities 14,128  (222,827)

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from issuance of debt

Transaction costs for issuance or amendment of debt

Payment on senior credit facility (625)
Payment on revolving facility

Proceeds from issuance of preferred stock

Table of Contents

Six Months Ended
June 30

2008

54,398
256,298
26,895
490

(31,203)
28,506
17,097

5,508
4,050
2,073
4,603

(53,436)

28,373

343,652
(2,933,085)

(556,728)
(1,125,913)

(4,617,768)
2,896,011
446,096

(17,437)

3,324,670

733,750
(47,805)
(625)
(100,000)

760,000

2007

$ (345,694) $ 62,198

1,495
(1,978)

(9,094)

23,891
12,570
3,952
7,373
903
6
(9,819)
9,981

39,280
(4,905)

24,300
(20,701)

1,746

101,918

309,575

387,859
(729,507)
(30,011)
(1,116)

(63,200)

10
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Transaction costs for issuance of preferred stock (52,222)

Proceeds and tax benefit from exercise of share based compensation 1,359 3,131
Purchase of treasury stock (18,777) (33,510)
Cash dividends paid 4,113) (8,339)
Net cash (used in) provided by financing activities (625)  (21,531) 1,293,098 (38,718)

NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS Beginning of period

CASH AND CASH EQUIVALENTS End of period $ $ $ $

See Notes to Consolidated Financial Statements
6
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MONEYGRAM INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS DEFICIT
UNAUDITED

Unearnedccumulated

Employee Other Common
Commondditional Retained Benefi€Somprehensiv&tock in

and

(Amounts in thousands, except share data) Stock Capital Loss Other Loss Treasury Total

December 31, 2007

$886 $ 73,077 $(387.479) $(3,280) $(21,715) $(150,006) $(488,517)

Cumulative adjustment for SFAS No. 158 -
change of measurement date (390) (1,467)

Net loss

(345,694)

Dividends on preferred stock (25,816)

Employee benefit plans

2,363 2,317

Unrealized foreign currency translation

adjustment

2,073

Unrealized loss on available-for-sale

securities

(15,989)

Reclass of unrealized losses on derivative

financial instruments

18,036

Amortization of prior service cost for
pension and postretirement benefits, net of

tax

333

Amortization of unrealized losses on pension
and postretirement benefits, net of tax 814

June 30, 2008

(1,857)

(345,694)

(25,816)
(2,555) 2,125
2,073

(15,989)

18,036

333

814

$886 $ 49,624 $(733,563) $ (963) $(17,915) $(152,561) $(854,492)

See Notes to Consolidated Financial Statements
7
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MONEYGRAM INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation
The accompanying unaudited consolidated financial statements of MoneyGram International, Inc. ( MoneyGram or the

Company ) have been prepared in accordance with accounting principles generally accepted in the United States of
America and the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do not include all of
the information and notes required for complete financial statements. In the opinion of management, all adjustments
considered necessary for a fair presentation have been included and are of a normal recurring nature. Operating results
for the three and six months ended June 30, 2008 are not necessarily indicative of the results that may be expected for
future periods. For further information, refer to the Consolidated Financial Statements and Notes thereto included in
the Company s Annual Report on Form 10-K for the year ended December 31, 2007.
2. Capital Transaction
The Company completed a capital transaction on March 25, 2008 pursuant to which the Company received
$1.5 billion of gross equity and debt capital (the Capital Transaction ) to support the long-term needs of the business
and provide necessary capital due to the Company s investment portfolio losses described in Note 4  Investments
(Substantially Restricted). The net proceeds of the Capital Transaction have been invested in cash and cash
equivalents to supplement the Company s unrestricted assets. In connection with the Capital Transaction, the Company
capitalized $107.5 million of transaction costs, including $7.5 million of costs paid through the issuance of Series B-1
Participating Convertible Preferred Stock (the Series B-1 Preferred Stock ). See Note 9  Mezzanine Equity and Note 12

Debt for further information regarding transaction costs.
Equity Capital The equity component of the Capital Transaction consisted of the private placement of 495,000 shares
of Series B Participating Convertible Preferred Stock (the Series B Preferred Stock and together with the Series B-1
Preferred Stock, the Series B Stock ) and 265,000 shares of Series B-1 Preferred Stock to affiliates of Thomas H. Lee
Partners, L.P. ( THL ) and affiliates of Goldman, Sachs & Co. ( Goldman Sachs, and collectively, the Investors ) for an
aggregate gross purchase price of $760.0 million. As a result of the issuance of the Series B Stock, the Investors had
an equity interest of approximately 79 percent on March 25, 2008. See Note 9  Mezzanine Equity for further
information regarding the Series B Stock.
Senior Facility ~ As part of the Capital Transaction, the Company s wholly owned subsidiary MoneyGram Payment
Systems Worldwide, Inc. ( Worldwide ) entered into a senior credit facility (the Senior Facility ) of $600.0 million with
various lenders and JPMorgan Chase Bank, N.A. ( JPMorgan ), as Administrative Agent for the lenders. The Senior
Facility amended and restated the $350.0 million Amended and Restated Credit Agreement dated as of June 29, 2005,
and includes an additional $250.0 million term loan. In connection with this transaction, the Company terminated its
$150.0 million 364-Day Credit Agreement with JPMorgan. See Note 12 Debt for further information regarding the
Senior Facility.
Second Lien Notes  As part of the Capital Transaction, Worldwide issued $500.0 million of senior secured second lien
notes to Goldman Sachs (the Notes ), which will mature in March 2018. See Note 12  Debt for further information
regarding the Notes.
Participation Agreement between the Investors and Wal-Mart Stores, Inc.  On February 11, 2008, the Investors
entered into a Participation Agreement (as amended on March 17, 2008) with Wal-Mart Stores, Inc. ( Wal-Mart ) in
connection with the Capital Transaction. The Company is not a party to the Participation Agreement, which was
negotiated solely between the Investors and Wal-Mart. Under the terms of the Participation Agreement, each Investor
is obligated to pay Wal-Mart certain percentages of accumulated cash payments received by the Investor in excess of
the Investor s original investment in the Company. Cash payments include dividends paid by the Company to the
Investor and any cash payments received by the Investor in connection with the sale of any shares of the Company s
stock to an unaffiliated third party or upon redemption by the Company. Wal-Mart, in its sole discretion, may elect to
receive their payments in cash or equivalent shares of stock held by the Investors. In addition, through March 17,
2010, the Investors must receive Wal-Mart s consent prior to voting in favor of, consenting to, or selling shares in a
transaction that would cause a change in control of the Company, as defined by the Participation Agreement.

Table of Contents 13
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The Company has no obligation to Wal-Mart or additional obligations to the Investors under the terms of the
Participation Agreement. However, in accordance with SAB Topic 5-T, Accounting for Expenses or Liabilities Paid
by Principal Stockholders, the Company will recognize the Participation Agreement in its consolidated financial
statements as if the Company itself entered into the agreement with Wal-Mart. As Wal-Mart may elect to receive any
payments under the Participation Agreement in cash, the agreement is accounted for as a liability award under
Statement of Financial Accounting Standards ( SFAS ) No. 123(R), Share-Based Payment. Under SFAS No. 123(R),
the Company will recognize a liability equal to the fair value of the Participation Agreement through a charge to the
Consolidated Statements of Income (Loss) when it becomes probable that certain performance conditions will be met.
When recorded, the liability will be remeasured each period until settlement, with changes in fair value recognized in
the Consolidated Statements of Income (Loss). Wal-Mart s ability to earn the award under the Participation Agreement
is conditioned upon the Investors receiving cash payments related to its Series B Stock in excess of the Investors
original investment in the Company. While it is probable that the performance conditions will be met at June 30,

2008, the fair value of the liability is zero as the Company s discount rate, based on its debt interest rates and credit
rating, exceeds the dividend rate on the Series B Stock.

3. Unrestricted Assets

Through its wholly owned subsidiary and licensed entity MoneyGram Payment Systems, Inc. ( MPSI ), the Company is
regulated by various state agencies that generally require the Company to maintain liquid assets and investments with
an investment rating of A or higher in an amount generally equal to the payment service obligations ( PSO ) for those
regulated payment instruments, namely teller checks, agent checks, money orders and money transfers. The regulatory
requirements are similar to, but less restrictive than, the Company s unrestricted assets measure. The regulatory PSO
measure varies by state, but in all cases is substantially lower than the Company s PSO as disclosed in the
Consolidated Balance Sheets as the Company is not regulated by state agencies for PSO resulting from outstanding
cashier s checks or for amounts payable to agents and brokers. As a result of the regulatory requirements, a significant
amount of cash and cash equivalents, receivables and investments are restricted to satisfy the liability to pay the face
amount of regulated PSO upon presentment. The Company is not regulated by state agencies for PSO resulting from
outstanding cashier s checks; however, the Company restricts a portion of the funds related to these payment
instruments due to contractual arrangements and Company policy. Assets restricted for regulatory or contractual
reasons are not available to satisfy working capital or other financing requirements. The regulatory and contractual
requirements do not require the Company to specify individual assets held to meet the Company s PSO, nor is the
Company required to deposit specific assets into a trust, escrow or other special account. Rather, the Company must
maintain a pool of liquid assets. Provided the Company maintains a total pool of liquid assets sufficient to meet its
regulatory and contractual requirements, the Company is able to withdraw, deposit or sell its individual liquid assets at
will with no prior notice, penalty or limitations.

Regulatory requirements also require MPSI to maintain positive net worth, with one state also requiring that MPSI
maintain positive tangible net worth. As of June 30, 2008, the Company was in compliance with regulatory
requirements for all states. In July 2008, the Company was informed by one state that they were contemplating the
assessment of a fine for the period from December 31, 2007 through March 24, 2008 that the Company was out of
compliance with the tangible net worth requirement. The Company believes that the contemplated fine will not be
material to the Company s consolidated financial statements.

The Company has unrestricted cash and cash equivalents, receivables and investments to the extent those assets
exceed all payment service obligations. These amounts are generally available; however, management considers a
portion of these amounts as providing additional assurance that regulatory requirements are maintained. The following
table shows the total amount of unrestricted assets at June 30, 2008 and December 31, 2007, respectively. The
Company had a shortfall in its unrestricted assets at December 31, 2007 due to the decline in the fair value of its
investments. See Note 4  Investments (Substantially Restricted) for further information on the fair value of the
Company s investments.

June 30, December 31,
(Amounts in thousands) 2008 2007

Table of Contents 15
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Cash and cash equivalents $ 4,486,064
Receivables, net 1,959,438
Trading investments 35,210
Available-for-sale investments 504,404
6,985,116
Amounts restricted to cover payment service obligations (6,636,557)
Excess (shortfall) in unrestricted assets $ 348,559

4. Investments (Substantially Restricted)

$ 1,552,949
1,408,220
62,105
4,187,384

7,210,658

(7,762,470)

$ (551,812)

The Company s portfolio is invested in cash and cash equivalents, trading investments and available-for-sale
investments. During the first quarter of 2008, the Company commenced and completed a plan to realign its investment
portfolio away from asset-backed securities and into highly liquid assets through the sale of a substantial portion of its
available-for-sale portfolio. As a result of this realignment, substantially all of the portfolio is invested in cash and
cash equivalents as of June 30, 2008. The following disclosures pertain solely to our trading investments and

available-for-sale investments.
9
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Trading Investments Trading investments consist of auction rate securities ( ARS ), which are publicly issued
securities with long-term stated maturities for which the interest rates are reset periodically through an auction
process. At the end of each reset period, investors can sell or continue to hold the securities at par. At June 30, 2008,
the Company holds three AA rated ARS with a fair value of $35.2 million, contractual maturities in the year 2049 and
auction dates typically every 28 days. The ARS are collateralized by commercial paper with a rating of A-1/P-1 and
original maturities of less than 28 days, and are insured by monolines. In addition, the terms of the ARS held by the
Company significantly limit the collateral concentrations in any single issuer or industry, as well as the amount of
asset-backed commercial paper.

All of the Company s ARS have had failed auctions due to sell orders exceeding buy orders. These failures are not
believed to be a credit issue, but rather caused by a lack of liquidity in the credit markets. Under the contractual terms,
the issuer of the ARS is obligated to pay penalty rates should an auction fail. In addition, the monoline insurer has the
right to replace the ARS with the insurer s preferred stock (the preferred put option ), which would effectively convert
the Company s security into a long-term, less liquid investment. During the second quarter of 2008, the credit rating
agencies downgraded and/or placed several monoline insurers on negative credit watch due to concerns over their
capital position. A rating downgrade is viewed by the market as an indicator that it is more likely the insurer would
exercise its preferred put option, and negatively impacts the fair value of ARS. As of June 30, 2008, the monoline
insurers have not exercised their put options or indicated that they may exercise in the future. The Company has
received all contractual interest payments, including the penalty rate payments, as of the date of this filing. Due to the
failed auctions, concerns regarding the capital position of the monoline insurers and general disruption in the credit
markets, the Company recorded a loss on its ARS of $21.2 million and $26.9 million in Net securities (losses) gains in
the Consolidated Statements of Income (Loss) during the three and six months ended June 30, 2008, respectively.
Available-for-sale Investments  After other-than-temporary impairment charges, the amortized cost and fair value of
available-for-sale investments are as follows at June 30, 2008:

Gross Gross
Amortized Unrealized Unrealized Fair
(Amounts in thousands) Cost Gains Losses Value
Residential mortgage-backed securities-agencies $412,719 $ 5,084 $(378) $417,425
Other asset-backed securities 51,589 4,283 55,872
U.S. government agencies 29,667 1,440 31,107
Total $493,975 $10,807 $(378) $504,404

In connection with the Company s realignment of its investment portfolio, the Company reclassified five securities that
were previously included in Residential mortgage-backed securities to Other asset-backed securities during the first
quarter of 2008. At June 30, 2008, these five securities had a fair value of $1.3 million and an unrealized gain of less
than $0.1 million. At December 31, 2007, the Company had 81 securities of a similar nature with a fair value of

$598.0 million and gross unrealized gains of $1.2 million. The classification of securities has not been revised in
disclosures pertaining to December 31, 2007 as the reclassification is not representative of the Company s view of the
investment portfolio as of December 31, 2007. After other-than-temporary impairment charges, the amortized cost and
fair value of available-for-sale investments were as follows at December 31, 2007:

Gross Gross
Amortized Unrealized Unrealized Fair
(Amounts in thousands) Cost Gains Losses Value
Obligations of states and political subdivisions $ 574,124 $23,255 $ $ 597,379
Commercial mortgage-backed securities 250,726 3,097 253,823
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Residential mortgage-backed securities 1,409,489 4,633 (2,170) 1,411,952
Other asset-backed securities 1,308,699 9,543 1,318,242
U.S. government agencies 373,173 1,768 (88) 374,853
Corporate debt securities 215,795 2,572 218,367
Preferred and common stock 12,768 12,768
Total $4,144,774 $44,868 $(2,258) $4,187,384

Cost Recovery During the second quarter of 2008, the Company applied the cost recovery method of accounting for
interest to its  Other asset-backed securities. The cost recovery method accounts for interest on a cash basis, and treats
any interest payments received as deemed recoveries of principal. Accordingly, any interest payment received reduces
the book value of the related security.

10
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When the book value of the related security is reduced to zero, interest payments are then recognized as income upon
receipt. The Company applied the cost recovery method of accounting as it believes that it is probable that it will not
recover all, or substantially all, of its principal investment and interest for its Other asset-backed securities given the
sustained deterioriation in the market, the collapse of many asset-backed securities and the low levels to which the
securities have been written down.

Gains, Losses and Other-Than-Temporary Impairments At June 30, 2008, net unrealized gains of $10.4 million are
included in the Consolidated Balance Sheets in Accumulated other comprehensive loss. No deferred tax liability is
currently recognized for the net unrealized gains due to the deferred tax position described in Note 8  Income Taxes.
At December 31, 2007, net unrealized gains of $42.6 million ($26.4 million net of tax) are included in the
Consolidated Balance Sheets in Accumulated other comprehensive loss. During the three and six months ended
June 30, 2008, gains of $0.3 million and $24.8 million, respectively, were reclassified from Accumulated other
comprehensive loss to earnings in connection with the sale of the underlying securities, compared to (losses) gains of
$(0.2) million and $0.3 million for the three and six months ended June 30, 2007, respectively. Gross realized gains
and losses on sales of investments, using the specific identification method, and other-than-temporary impairments
were as follows:

Three Months Ended Six Months Ended
(Amounts in Thousands) 2008 2007 2008 2007
Gross realized gains $ 36 $ 136 $ 34,200 $ 3,929
Gross realized losses (290,498) (1,951)
Other-than-temporary impairments 9,124) 517) (54,398) (1,495)
Net securities (losses) gains from
available-for-sale investments (9,088) (381) (310,696) 483
Gross unrealized losses from trading investments (21,203) (26,895)
Net securities (losses) gains $(30,291) $(381) $(337,591) $ 483

In the second half of 2007, particularly in late November and December 2007, the asset-backed securities and credit
markets experienced substantial deterioration due to increasing concerns over defaults on mortgages and debt in
general. This deterioration caused the market to demand higher risk premiums and liquidity discounts on asset-backed
securities, resulting in substantial declines in the fair value of asset-backed securities. At the same time, the rating
agencies conducted expansive reviews of securities, issuing broad rating downgrades. Under the terms of most
asset-backed securities, ratings downgrades of collateral securities can reduce or eliminate the cash flows to all but the
most senior investors, even if there have been no actual losses incurred by the collateral securities. Accumulating
rating downgrades began to negatively impact the Company s securities in late November 2007.

As the Company commenced a plan to realign its portfolio during the first quarter of 2008, the Company determined
that it no longer had the intent to hold substantially all of its investments classified as Obligations of states and
political subdivisions, = Commercial mortgage-backed securities,  Residential mortgage-backed securities,  Other
asset-backed securities, = Corporate debt securities and Preferred and common stock. The combination of deteriorating
marketing conditions, ratings downgrades and the change in intent to hold securities resulted in the recognition of a
$1.2 billion other-than-temporary impairment charge for the year ended December 31, 2007.

The Company completed its plan to realign its portfolio during the first quarter of 2008, resulting in the sale of
securities with a fair value of $3.2 billion (after other-than-temporary impairment charges) at December 31, 2007 for
proceeds of $2.9 billion and a net realized loss $256.3 million. This net realized loss is the result of further
deterioration in the markets during the first quarter of 2008 and the short timeframe over which the Company sold its
securities. Proceeds from the sales of $2.9 billion were reinvested in cash and cash equivalents. As described above,
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the Company also recognized a loss on its trading investments of $21.2 million and $26.9 million for the three and six
months ended June 30, 2008, respectively. Due to the classification of these investments, the unrealized gains and
losses are recognized in the Company s Consolidated Statements of Income (Loss).
As the Company no longer has the intent to hold its remaining securities classified as Other asset-backed securities,
the Company recognized an other-than-temporary impairment charge of $9.1 million and $54.4 million for the three
and six months ended June 30, 2008, respectively. This charge is the result of the further deterioration in the market
and accumulation of ratings downgrades during the first half of 2008.
Investment Ratings In rating the securities in its investment portfolio, the Company uses ratings from Moody s
Investor Service ( Moody s), Standard & Poors ( S&P ) and Fitch Ratings ( Fitch ). If the rating agencies have split
ratings, the Company uses the highest rating from either Moody s or S&P for disclosure purposes. Securities issued or
backed by U.S. government agencies are included in the AAA rating category. Investment grade is defined as a
security having a Moody s equivalent rating of Aaa, Aa, A or Baa or an S&P or Fitch equivalent rating of AAA, AA,
A or BBB. The Company s investments at June 30, 2008 and December 31, 2007 consisted of the following ratings:
11
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June 30, 2008 December 31, 2007
Number % of Number % of
of Fair Total of Fair Total

(Amounts in thousands) Securities Value Investments Securities Value Investments
AAA, including U.S.
agencies 44 $450,706 89% 287 $2,410,548 58%
AA 5 11,150 2% 172 944,804 22%
A 7 9,927 2% 134 668,120 16%
BBB 6 3,170 1% 11 41,701 1%
Below investment grade 69 29,451 6% 66 122,211 3%
Total 131 $504,404 100% 670 $4,187,384 100%

Had the Company used the lowest rating from either Moody s or S&P in the information presented above, the value of
investments rated A or better would have been reduced by $8.0 million and $32.2 million as of June 30, 2008 and
December 31, 2007, respectively.

Contractual Maturities The amortized cost and fair value of available-for-sale securities at June 30, 2008, by
contractual maturity, are shown below. Actual maturities may differ from contractual maturities as borrowers may
have the right to call or prepay obligations, sometimes without call or prepayment penalties. Maturities of
mortgage-backed and other asset-backed securities depend on the repayment characteristics and experience of the
underlying obligations.

Amortized Fair
(Amounts in thousands) Cost Value
After one year through five years 4,003 4,053
After five years through ten years 25,664 27,054
Mortgage-backed and other asset-backed securities 464,308 473,297
Total $493,975 $504,404

Direct Exposure to Sub-prime Mortgages As of June 30, 2008, the Company holds 7 securities with a fair value of
$3.8 million in its Other asset-backed securities that have direct exposure to sub-prime mortgages as collateral. Nearly
all of these securities had investment grade ratings at purchase. Of the Company s $3.8 million direct exposure to
sub-prime mortgages, $2.2 million relates to sub-prime mortgages originated prior to 2006.

Indirect Exposure to Sub-prime Mortgages As of June 30, 2008, the Company holds 62 collateralized debt

obligations ( CDOs ) with a fair value of $35.9 million in its Other asset-backed securities which have indirect exposure
to sub-prime mortgages through collateral pools that may include sub-prime mortgages of various vintages. Of this
amount, $6.1 million is comprised of high grade CDOs having collateral with an A- or better average rating at

purchase, while $29.8 million is comprised of mezzanine CDOs having collateral with a BBB/BBB- or better average
rating at purchase.

Assessment of Unrealized Losses At June 30, 2008, the Company had $0.4 million of unrealized losses aged less

than 12 months from its Residential mortgage-backed securities agencies. At December 31, 2007, the
available-for-sale investments had the following aged unrealized losses after the recognition of other-than-temporary
impairment charges:

Less than 12 months 12 months or More Total
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Fair Unrealized Fair Unrealized Fair Unrealized
(Amounts in thousands) Value Losses Value Losses Value Losses
Residential
mortgage-backed securities
agencies $30,720 $(502) $153,919 $(1,668) $184,639 $(2,170)
U.S. government agencies 111,430 (88) 111,430 (88)
Total $30,720 $(502) $265,349 $(1,756) $296,069 $(2,258)

The Company has determined that the unrealized losses reflected above represent temporary impairments. As of
June 30, 2008, no securities had unrealized losses for more than 12 months, while 20 securities had unrealized losses
for more than 12 months at December 31, 2007. All securities in an unrealized loss position for more than 12 months
at December 31, 2007 are rated AAA and either issued by U.S. government agencies or collateralized by securities
issued by U.S. government agencies. As these securities have the implied backing of the U.S. government, the
Company believes it is highly likely that it will receive all of its contractual cash flows from these securities. The
Company believes that the unrealized losses are caused by changes in interest rates from the date the securities were
originally issued.
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5. Derivative Financial Instruments

The Company historically used interest rate swaps to hedge the variability of cash flows from its floating rate debt and
floating rate commission payments to financial institution customers of the Payment Systems segment, primarily
relating to the official check product. In connection with its restructuring of the official check business initiated in the
first quarter of 2008, the Company terminated, or is in the process of terminating, certain of its financial institution
customer relationships. The termination of the relationships resulted in the recognition of a $57.0 million loss on its
commissions swaps during the first quarter of 2008 as the forecasted commission payments being hedged will no
longer occur. This loss was recorded in Investment commissions expense in the Consolidated Statements of Income
(Loss). Additionally, as described in Note 12 Debt, the Company s Senior Facility was deemed extinguished as a
result of the modifications made to the Senior Facility in connection with the Capital Transaction. As a result, the
Company recognized a $6.2 million loss on its debt interest rate swaps during the first quarter of 2008, which is
recorded in Interest expense in the Consolidated Statements of Income (Loss). During the second quarter of 2008, the
fair value of the swaps improved from the market s expectation of rising interest rates. As a result, the Company
recognized a $29.3 million gain in Investment commissions expense and a $4.2 million gain in Interest expense during
the second quarter of 2008. All swaps were terminated in June 2008 for a cash payment of $29.7 million.

The notional amount of the Company s interest rate swap agreements totaled $1.4 billion at December 31, 2007, with
an average fixed pay rate of 4.3 percent and an average variable receive rate of 4.2 percent. The variable rate portion

of the swaps is generally based on federal funds or LIBOR. As the swap payments are settled, the net difference
between the fixed amount the Company pays and the variable amount the Company receives is reflected in the
Consolidated Statements of Income (Loss) in Investment commissions expense and Interest expense, depending upon
the item being hedged.

As described in Note 9, the Series B Preferred Stock contains a conversion option allowing the shareholder to convert
the Series B Preferred Stock into shares of common stock. As the Series B Preferred Stock Certificate does not
explicitly state that a net-cash settlement is not required in the event the Company has insufficient shares of common
stock to effect a conversion, guidance from the Securities and Exchange Commission requires the Company to
presume a net-cash settlement would be required. As a result, the conversion option meets the definition of an
embedded derivative requiring bifurcation and liability accounting treatment under SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities and related interpretative guidance to the extent the Company does not
have sufficient shares to effect a full conversion. As of March 31, 2008 and June 30, 2008, the Company had a

shortfall of committed and authorized common stock, requiring the Company to recognize an embedded derivative
with a fair value of $55.5 million and $23.6 million, respectively. The Series B Stock also contain change of control
redemption options which, upon exercise, require the Company to cash settle the par value of the Series B Stock and
any accumulated unpaid dividends at a one percent premium. As the cash settlement is made at a premium, the change
of control redemption options meet the definition of embedded derivatives requiring bifurcation and liability
accounting treatment under SFAS No. 133. The fair value of the change of control redemption options is de minimis.
The fair value of embedded derivatives at March 31, 2008 was included in the Mezzanine equity line in the
Consolidated Balance Sheets and moved to the Embedded derivatives in preferred stock line in the second quarter of
2008. While the embedded derivatives continue to meet the requirements for bifurcation, they will be remeasured each
reporting period, with the change in fair value recognized in the Consolidated Statements of Income (Loss). For the
three and six months ended June 30, 2008, the Company recognized a $31.2 million gain in the Unrealized gain on
embedded derivatives line in the Consolidated Statements of Income (Loss) from changes in the fair value of the
embedded derivatives.

In August 2008, the Investors and the Company entered into an agreement that explicitly clarifies that the Investors
may not require the Company to net-cash settle the conversion option if the Company does not have sufficient shares
of common stock to effect a conversion. Effective with this agreement, the Series B Preferred Stock conversion option
no lo