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

Form 10-Q

},’QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934.

For the quarterly period ended June 30, 2017

or

.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 001-36803

TOWN SPORTS INTERNATIONAL HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Delaware 20-0640002

(State or other jurisdiction of (L.R.S. Employer

incorporation or organization) Identification Number)

1001 US North Highway 1, Suite 201, Jupiter, Florida 33477

Telephone: (212) 246-6700

(Address, zip code, and telephone number, including area code, of registrant’s principal executive office)
399 Executive Boulevard, Elmsford, New York 10523

(Mailing address)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 and 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter periods that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Yes y No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files). Yes y No ~
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer ~ Accelerated filer -
Non-accelerated filer (Do not check if smaller reporting company)  Smaller reporting company y

Emerging growth company
If an emerging growth company, indicate by check mark if the Registrant has elected not to use the extended
transition period for complying with any new or revised financial accounting standards provided pursuant to Section
13(a) of the Exchange Act. o
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, 2017 and December 31, 2016

(All figures in thousands except share and per share data)

(Unaudited)
June 30, December 31,
2017 2016
ASSETS
Current assets:
Cash and cash equivalents $67,392  $45,596
Accounts receivable (less allowance for doubtful accounts of $3,215 and $2,912 as of June 993 1201
30, 2017 and December 31, 2016, respectively) ’
Inventory 281 238
Prepaid corporate income taxes — 1,505
Prepaid expenses and other current assets 6,903 10,274
Total current assets 75,569 58,834
Fixed assets, net 156,588 170,580
Goodwill 1,079 1,008
Intangible assets, net 122 135
Deferred membership costs 1,082 1,092
Other assets 2,120 4,229
Total assets $236,560 $ 235,878
LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:
Current portion of long-term debt $2,082 $2,082
Accounts payable 2,505 2,477
Accrued expenses 28,375 25,907
Accrued interest 88 119
Deferred revenue 37,383 34,572
Corporate income taxes payable 573 —
Total current liabilities 71,006 65,157
Long-term debt 194,341 194,743
Deferred lease liabilities 49,463 49,660
Deferred tax liabilities 61 61
Deferred revenue 578 440
Other liabilities 8,075 11,487
Total liabilities 323,524 321,548
Commitments and Contingencies (Note 12)
Stockholders’ deficit:
Preferred stock, $0.001 par value; no shares issued and outstanding at both June 30, 2017
and December 31, 2016
Common stock, $0.001 par value; issued and outstanding 26,686,853 and 26,560,547 shares 75 4
at June 30, 2017 and December 31, 2016, respectively
Additional paid-in capital (5,134 ) (6,261 )
Accumulated other comprehensive income (loss) 754 (168 )
Accumulated deficit (82,609 ) (79,265 )
Total stockholders’ deficit (86,964 ) (85,670 )
Total liabilities and stockholders’ deficit $236,560 $ 235,878
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See notes to condensed consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For the Three and Six Months Ended June 30, 2017 and 2016

(All figures in thousands except share and per share data)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2017 2016 2017 2016
Revenues:
Club operations $98,392 $99,406 $196,063 $199,212
Fees and other 1,601 1,529 3,010 3,068

99,993 100,935 199,073 202,280
Operating Expenses:

Payroll and related 37,058 38,173 74,443 77,559
Club operating 44,032 46,783 89,206 94,413
General and administrative 5,369 6,544 11,699 13,410
Depreciation and amortization 10,016 10,897 20,325 22,082
96,475 102,397 195,673 207,464
Operating income (loss) 3,518 (1,462 ) 3,400 5,184 )
Gain on extinguishment of debt — (38,497 ) — (38,497 )
Interest expense 3,155 3,492 6,263 7,569
Equity in the earnings of investees and rental income (48 ) (89 ) (140 ) (146 )
Income (loss) before provision for corporate income taxes 411 33,632 (2,723 ) 25,890
Provision for corporate income taxes 821 12,899 622 12,082
Net (loss) income $(410 ) $20,733  $(3,345 ) $13,808
(Loss) earnings per share:
Basic $(0.02 ) $0.81 $0.13 ) $0.54
Diluted $00.02 ) $0.79 $0.13 ) $0.54
Weighted average number of shares used in calculating (loss) earnings
per share:
Basic 26,692,9125,638,070 26,651,796 25,355,393
Diluted 26,692,9126,165,827 26,651,796 25,735,612

See notes to condensed consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
For the Three and Six Months Ended June 30, 2017 and 2016

(All figures in thousands)

(Unaudited)
Three Months o \Months Ended
Ended June 30
June 30, ’

2017 2016 2017 2016
Statements of Comprehensive Income (Loss):
Net (loss) income $(410) $20,733 $(3,345) $13,808
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments, net of tax of $0, for each of the three
and six months ended June 30, 2017 and 2016
Interest rate swap, net of tax of $0, for each of the three and six months ended

139 (135 ) 173 31

June 30, 2017 and 2016 313 43 749 (436
Total other comprehensive income (loss), net of tax 452 (87 ) 922 (405
Total comprehensive income (loss) $42  $20,646 $(2,423) $13,403

See notes to condensed consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2017 and 2016

(All figures in thousands)

(Unaudited)

Cash flows from operating activities:
Net (loss) income

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

Depreciation and amortization

Gain on extinguishment of debt

Amortization of debt discount

Amortization of debt issuance costs

Non-cash rental income, net of non-cash rental expense
Share-based compensation expense

Net change in certain operating assets and liabilities
Decrease in deferred membership costs

Landlord contributions to tenant improvements
(Decrease) increase in insurance reserves

Other

Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:

Capital expenditures

Other

Net cash used in investing activities

Cash flows from financing activities:

Principal payments on 2013 Term Loan Facility
Repurchase of 2013 Term Loan Facility

Cash dividends paid

Proceeds from stock option exercises

Net cash used in financing activities

Effect of exchange rate changes on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents beginning of period

Cash and cash equivalents end of period

Summary of the change in certain operating assets and liabilities:
Decrease in accounts receivable

(Increase) decrease in inventory

Decrease in prepaid expenses and other current assets
Increase (decrease) in accounts payable, accrued expenses and accrued interest
Change in prepaid corporate income taxes and corporate income taxes payable
Increase in deferred revenue

Net change in certain working capital components
Supplemental disclosures of cash flow information:
Cash payments for interest, net of capitalized interest

Six Months Ended
June 30,
2017 2016

$(3,345) $13,808

20,325 22,082

— (38,497 )
465 549

301 342
(1,665 ) (2,336 )
1,082 1,115
10,598 22,600
10 1,179
2,115 2,080
(69 ) 779

93 (138 )
33,255 9,755

29,910 23,563
(6,804 ) (9,952 )
(B354 ) —
(7,158 ) (9,952 )

(1,041 ) (1,224 )

— (29,765 )
€] ) A7)
46 318

(1,004 ) (30,688 )
48 211 )

21,796 (17,288 )
45,596 76,217
$67,392 $58,929

$247 $657

43 ) 93

2,536 4,836
2,791 (332 )
2,118 15,715
2,949 1,631

$10,598 $22,600

$5,535  $6,693
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Cash payments for income taxes $37 $52
See notes to condensed consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands except share and per share data)

(Unaudited)

1. Basis of Presentation

As of June 30, 2017, Town Sports International Holdings, Inc. (the “Company” or “TSI Holdings”), through its
wholly-owned subsidiary, Town Sports International, LLC (“TSI, LLC”), operated 149 fitness clubs (“clubs”). The clubs
are composed of 102 clubs in the New York metropolitan market under the “New York Sports Clubs” brand name, 28
clubs in the Boston market under the “Boston Sports Clubs” brand name, 11 clubs (one of which is partly-owned) in the
Washington, D.C. market under the “Washington Sports Clubs” brand name, five clubs in the Philadelphia market under
the “Philadelphia Sports Clubs” brand name and three clubs in Switzerland. We also have one partly-owned club that
operated under a different brand name in Washington, D.C. as of June 30, 2017. The Company’s operating segments
are New York Sports Clubs, Boston Sports Clubs, Philadelphia Sports Clubs, Washington Sports Clubs and the clubs
the Company owned in Switzerland, which is the level at which the chief operating decision makers review discrete
financial information and make decisions about segment profitability based on earnings before income tax
depreciation and amortization. The Company has determined that these operating segments have similar economic
characteristics and meet the criteria which permit them to be aggregated into one reportable segment.

The condensed consolidated financial statements included herein have been prepared by the Company pursuant to the
rules and regulations of the Securities and Exchange Commission (the “SEC”). The condensed consolidated financial
statements should be read in conjunction with the Company’s December 31, 2016 consolidated financial statements
and notes thereto, included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2016.
The year-end condensed consolidated balance sheet data included within this Form 10-Q was derived from audited
financial statements, but does not include all disclosures required by accounting principles generally accepted in the
United States of America (“US GAAP”). Certain information and footnote disclosures that are normally included in
financial statements prepared in accordance with US GAAP have been condensed or omitted pursuant to SEC rules
and regulations. The information reflects all normal and recurring adjustments which, in the opinion of management,
are necessary for a fair statement of the financial position and results of operations for the interim periods set forth
herein. The results for the three and six months ended June 30, 2017 are not necessarily indicative of the results for the
entire year ending December 31, 2017.

The Company experienced declining revenue from members in the past several years as the fitness industry was
highly competitive in the geographic regions in which the Company competed. Also, the prior strategy of converting
to a low-cost gym resulted in additional revenue pressure for the past few years. New members joined at lower
monthly rates and cancellations of members paying higher rates negatively impacted the Company's results and
liquidity. In response to this, the Company implemented cost-savings initiatives in 2015, 2016 and 2017, which
mitigated the impact the decline in revenue had on its profitability and cash flow from operations.

The Company continues to recover from its prior strategy of converting to a low-cost gym. The Company focuses on
increasing membership in existing clubs to increase revenue. The Company may consider additional actions within its
control, including club acquisitions, the closure of unprofitable clubs upon lease expiration, the sale of certain assets
and entering into arrangements with revenue generating partnerships, some of which will utilize a “shop-in-shop”
concept. The Company may also consider additional strategic alternatives, including opportunities to reduce TSI,
LLC’s existing debt and further cost-savings initiatives. The Company’s ability to continue to meet its obligations is
dependent on its ability to generate positive cash flow from a combination of initiatives, including those mentioned
above. Failure to successfully implement these initiatives could have a material adverse effect on the Company’s
liquidity and its operations, and the Company would need to implement alternative plans that could include additional
asset sales, additional reductions in operating costs, additional reductions in working capital, debt restructurings and
the deferral of capital expenditures. There can be no assurance that such alternatives would be available to the
Company or that the Company would be successful in their implementation.

Change in Estimated Average Membership Life

10
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The average membership life was 26 months for the three and six months ended June 30, 2017 and 25 months for the
full year of 2016. The Company monitors factors that might affect the estimated average membership life including
retention trends, attrition trends, membership sales volumes, membership composition, competition, and general
economic conditions, and adjusts the estimate as necessary on an annual basis.
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Joining fees, as well as related direct and incremental expenses of membership acquisition, which may include sales
commissions, bonuses and related taxes and benefits, are deferred and recognized, on a straight-line basis, in
operations over the estimated average membership life or 12 months to the extent these costs are related to the first
annual fee paid at the time of enrollment. Annual fees are amortized over 12 months.

2. Recent Accounting Pronouncements

In January 2017, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No.
2017-04, “Simplifying the Test for Goodwill Impairment.” This standard eliminates the second step of the goodwill
impairment test, where a determination of the fair value of individual assets and liabilities of a reporting unit was
needed to measure the goodwill impairment. As a result of ASU No. 2017-04, an entity should perform its goodwill
impairment test by comparing the fair value of a reporting unit with its carrying amount and then recognize an
impairment charge, as necessary, for the amount by which the carrying amount exceeds the reporting unit’s fair value,
not to exceed the total amount of goodwill allocated to that reporting unit. This standard is effective prospectively for
annual and interim periods beginning on or after December 15, 2019, and early adoption is permitted on testing dates
after January 1, 2017. The Company early adopted the updated guidance for the fiscal year beginning January 1, 2017
with no impact on the Company’s financial statements.

In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments (A Consensus of the FASB Emerging Issues Task Force).” This ASU provides
specific guidance over eight identified cash flow issues. This standard is effective for interim and annual periods
beginning after December 15, 2017, and early adoption is permitted. The adoption of this guidance is not expected to
have a material impact on the Company’s financial statements.

In March 2016, the FASB issued ASU No. 2016-09, “Improvements to Employee Share-Based Payment Accounting.”
Under this standard, all excess tax benefits and tax deficiencies will be recorded as an income tax expense or benefit
in the income statement in the period in which the awards vest or are exercised. Excess tax benefits will be classified
as an operating activity in the statement of cash flows. The standard also allows an entity to elect an accounting policy
to either estimate the number of forfeitures or account for forfeitures when they occur. In addition, entities can
withhold up to the maximum individual statutory tax rate without classifying the awards as a liability. This standard
was effective for interim and annual reporting periods beginning after December 15, 2016, with early adoption
permitted. The Company adopted the updated guidance for the fiscal year beginning January 1, 2017 with no material
impact on the Company’s financial statements. The Company elected to account for forfeitures of share-based
payments by recognizing forfeitures of awards as they occur. Refer to Note 8 - Stock-Based Compensation for further
detail.

In February 2016, the FASB issued ASU No. 2016-02, “Leases (topic 842),” to increase transparency and comparability
among organizations by recognizing lease assets and lease liabilities on the balance sheet and disclosing key
information about leasing arrangements. This standard is effective for annual periods beginning after December 15,
2018, including interim periods within those fiscal years. Early adoption of this standard is permitted. The Company is
evaluating the impact of this standard on its financial statements.

In May 2014, the FASB issued ASU No. 2014-09, “Revenue from Contracts with Customers” (Topic 606). The standard
provides a single, comprehensive revenue recognition model for all contracts with customers and supersedes current
revenue recognition guidance. The revenue standard contains principles that an entity will apply to determine the
measurement of revenue and timing of when it is recognized. The underlying principle is that an entity will recognize
revenue to depict the transfer of goods or services to customers at an amount that the entity expects to be entitled to in
exchange for those goods or services. The new standard also includes enhanced disclosures which are significantly
more comprehensive than those in existing revenue standards. In August 2015, the FASB issued ASU No. 2015-14,
which defers the effective date of ASU No. 2014-09 for all entities by one year, to annual reporting periods beginning
after December 15, 2017. Early adoption is permitted for annual reporting periods beginning after December 15, 2016.
The standard allows for either “full retrospective’” adoption, meaning the standard is applied to all of the periods
presented, or “modified retrospective” adoption, meaning the standard is applied only to the most current period
presented in the financial statements. In addition, the FASB issued ASU No. 2016-08, ASU No. 2016-10, and ASU

12
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No. 2016-12 in March 2016, April 2016, and May 2016, respectively, to help provide interpretive clarifications on the
new guidance in FASB Accounting Standards Codification (“ASC”) Topic 606. To date, the Company has formed a
committee to evaluate the impact on its financial statement and has preliminarily concluded that it will not have a
material effect on how revenue for contracts with customers is recognized. At this time, the Company plans to adopt
this guidance beginning on January 1, 2018 using the modified retrospective method.
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3. Long-Term Debt
June 30, December
2017 31,2016
2013 Term Loan Facility outstanding principal balance $200,959 $202,000

Less: Unamortized discount (3,386 ) (3,851 )
Less: Deferred financing costs (1,150 ) (1,324 )
Less: Current portion due within one year (2,082 ) (2,082 )
Long-term portion $194,341 $194,743

2013 Senior Credit Facility

On November 15, 2013, TSI, LLC, an indirect, wholly-owned subsidiary, entered into a $370,000 senior secured
credit facility (“2013 Senior Credit Facility”’), among TSI, LLC, TSI Holdings II, LLC, a newly-formed, wholly-owned
subsidiary of the Company (“Holdings II"’), as a Guarantor, the lenders party thereto, Deutsche Bank AG, as
administrative agent, and Keybank National Association, as syndication agent. The 2013 Senior Credit Facility
consists of a $325,000 term loan facility maturing on November 15, 2020 (“2013 Term Loan Facility”) and a $45,000
revolving loan facility maturing on November 15, 2018 (“2013 Revolving Loan Facility”). Proceeds from the 2013
Term Loan Facility of $323,375 were issued, net of an original issue discount (“OID”) of 0.5%, or $1,625. Debt
issuance costs recorded in connection with the 2013 Senior Credit Facility were $5,119 and are being amortized as
interest expense and are recorded as a contra-liability to long-term debt on the accompanying condensed consolidated
balance sheets. The Company also recorded additional debt discount of $4,356 related to creditor fees. The proceeds
from the 2013 Term Loan Facility were used to pay off amounts outstanding under the Company’s previously
outstanding long-term debt facility, and to pay related fees and expenses. None of the revolving loan facility was
drawn upon as of the closing date on November 15, 2013 but loans under the 2013 Revolving Loan Facility may be
drawn from time to time pursuant to the terms of the 2013 Senior Credit Facility. The borrowings under the 2013
Senior Credit Facility are guaranteed and secured by assets and pledges of capital stock by Holdings II, TSI, LLC,
and, subject to certain customary exceptions, the wholly-owned domestic subsidiaries of TSI, LLC.

Borrowings under the 2013 Term Loan Facility and the 2013 Revolving Loan Facility, at TSI, LLC’s option, bear
interest at either the administrative agent’s base rate plus 2.5% or a LIBOR rate adjusted for certain additional costs
(the “Eurodollar Rate”) plus 3.5%, each as defined in the 2013 Senior Credit Facility. With respect to the outstanding
term loans, the Eurodollar Rate has a floor of 1.00% and the base rate has a floor of 2.00%. Commencing with the last
business day of the quarter ended March 31, 2014, TSI, LLC is required to pay 0.25% of the principal amount of the
term loans each quarter, which may be reduced by voluntary prepayments. As of June 30, 2017, TSI, LLC has made a
total of $23,060 in principal payments on the 2013 Term Loan Facility.

On January 30, 2015, the 2013 Senior Credit Facility was amended (the “Amendment”) to permit TSI Holdings to
purchase term loans under the credit agreement. Any term loans purchased by TSI Holdings will be canceled in
accordance with the terms of the credit agreement, as amended by the Amendment. The Company may from time to
time purchase term loans in market transactions, privately negotiated transactions or otherwise; however the Company
is under no obligation to make any such purchases. Any such transactions, and the amounts involved, will depend on
prevailing market conditions, liquidity requirements, contractual restrictions and other factors. The amounts involved
may be material. As of June 30, 2017, TSI Holdings had a cash balance of approximately $1,617.

In December 2015, TSI Holdings purchased $29,829 principal amount of debt outstanding under the 2013 Senior
Credit Facility in the open market for $10,947, or 36.7% of face value. On April 21, 2016, TSI Holdings settled a
transaction to purchase $8,705 principal amount of debt outstanding under the 2013 Senior Credit Facility for $3,787,
or 43.5% of face value. On May 6, 2016, TSI Holdings settled another transaction to purchase $62,447 principal
amount of debt outstanding under the 2013 Senior Credit Facility for $25,978, or 41.6% of face value. The April and
May transactions created total net gains on extinguishment of debt through September 30, 2016 of $37,893 with a tax
effect of $13,451. The gain on extinguishment of debt was net of the write-off of deferred financing costs and debt
discount of $545 and $1,561, respectively, and other costs related to the transaction. All of the above purchased debt
was transferred to TSI, LLC and canceled.

14
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In May 2017, TSI, LLC loaned $5,000 to Town Sports Group, LLC (“TSI Group”), a newly-formed wholly-owned
subsidiary of TSI Holdings, at a rate of LIBOR plus 9.55% per annum. In addition to the interest payments, TSI
Group is required to repay 1.0% of the principal amount of the loan, $50 per annum, on a quarterly basis commencing
September 30, 2017. The loan is secured by certain collateral. This transaction has no impact on the Company's
consolidated financial statements as it is eliminated in consolidation.
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The terms of the 2013 Senior Credit Facility provide for a financial covenant in the situation where the total utilization
of the revolving loan commitments (other than letters of credit up to $5,500 at any time outstanding) exceeds 25% of
the aggregate amount of those commitments. In such event, TSI, LLC is required to maintain a total leverage ratio, as
defined in the 2013 Senior Credit Facility, of no greater than 4.50:1.00. As of June 30, 2017, the total leverage ratio
was below 4.50:1.00. Other than $3,852 of letters of credit, we did not have any amounts utilized on the 2013
Revolving Loan Facility and therefore we were not subject to this financial covenant as of June 30, 2017. The terms of
the 2013 Senior Credit Facility include a financial covenant under which the Company is not able to utilize more than
25% or $11,250 in accordance with terms of the 2013 Revolving Loan Facility if the total leverage ratio exceeds
4:50:1:00 (calculated on a proforma basis to give effect to any borrowing). The 2013 Senior Credit Facility also
contains certain affirmative and negative covenants, including covenants that may limit or restrict TSI, LLC and
Holdings II's ability to, among other things, incur indebtedness and other liabilities; create liens; merge or consolidate;
dispose of assets; make investments; pay dividends and make payments to shareholders; make payments on certain
indebtedness; and enter into sale leaseback transactions, in each case, subject to certain qualifications and exceptions.
In addition, at any time when the total leverage ratio is greater than 4.50:1.00, there are additional limitations on the
ability of TSI, LLC and Holdings II to, among other things, make certain distributions of cash to TSI Holdings. The
2013 Senior Credit Facility also includes customary events of default (including non-compliance with the covenants
or other terms of the 2013 Senior Credit Facility) which may allow the lenders to terminate the commitments under
the 2013 Revolving Loan Facility and declare all outstanding term loans and revolving loans immediately due and
payable and enforce its rights as a secured creditor.

TSI, LLC may prepay the 2013 Term Loan Facility and 2013 Revolving Loan Facility without premium or penalty in
accordance with the 2013 Senior Credit Facility. Mandatory prepayments are required relating to certain asset sales,
insurance recovery and incurrence of certain other debt and commencing in 2015 in certain circumstances relating to
excess cash flow (as defined) for the prior fiscal year, as described below, in excess of certain expenditures. Pursuant
to the terms of the 2013 Senior Credit Facility, the Company is required to apply net proceeds in excess

of $30,000 from sales of assets in any fiscal year towards mandatory prepayments of outstanding borrowings.

In addition, the 2013 Senior Credit Facility contains provisions that require excess cash flow payments, as defined
therein, to be applied against outstanding 2013 Term Loan Facility balances. The excess cash flow is calculated
annually for each fiscal year ending December 31 and paid 95 days after the fiscal year end. The applicable excess
cash flow repayment percentage is applied to the excess cash flow when determining the excess cash flow payment.
Earnings, changes in working capital and capital expenditure levels all impact the determination of any excess cash
flow. The applicable excess cash flow repayment percentage is 50% when the total leverage ratio, as defined in the
2013 Senior Credit Facility, exceeds or is equal to 2.50:1.00; 25% when the total leverage ratio is greater than or equal
to 2.00:1.00 but less than 2.50:1.00 and 0% when the total leverage ratio is less than 2.00:1.00. The excess cash flow
calculation performed as of December 31, 2016 did not result in any required payments in April 2017. The next excess
cash flow payment is due in April 2018, if applicable.

As of June 30, 2017, the 2013 Term Loan Facility has a gross principal balance of $200,959 and a balance of
$196,423 net of unamortized debt discount of $3,386 and unamortized debt issuance costs of $1,150. As of June 30,
2017, both the unamortized balance of debt issuance costs and unamortized debt discount are recorded as a
contra-liability to long-term debt on the accompanying condensed consolidated balance sheet and are being amortized
as interest expense using the effective interest method.

As of June 30, 2017, there were no outstanding 2013 Revolving Loan Facility borrowings and outstanding letters of
credit issued totaled $3,852. The unutilized portion of the 2013 Revolving Loan Facility as of June 30, 2017 was
$41,148, with borrowings under such facility subject to the conditions applicable to borrowings under the Company’s
2013 Senior Credit Facility, which conditions the Company may or may not be able to satisfy at the time of
borrowing.

Fair Market Value

Based on quoted market prices, the 2013 Term Loan Facility had a fair value of approximately $173,830 and
$163,115 at June 30, 2017 and December 31, 2016, respectively, and is classified within level 2 of the fair value
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hierarchy. Level 2 is based on quoted prices for similar instruments in active markets; quoted prices for identical or
similar instruments in markets that are not active; and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets. The fair value for the Company’s 2013 Term Loan Facility is
determined using observable current market information such as the prevailing Eurodollar interest rate and Eurodollar
yield curve rates and includes consideration of counterparty credit risk.
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For the fair market value of the Company’s interest rate swap instrument refer to Note 4 - Derivative Financial
Instruments.

4. Derivative Financial Instruments

In its normal operations, the Company is exposed to market risks relating to fluctuations in interest rates. In order to
minimize the possible negative impact of such fluctuations on the Company’s cash flows the Company may enter into
derivative financial instruments (“derivatives”), such as interest-rate swaps. Derivatives are not entered into for trading
purposes and the Company only uses commonly traded instruments. Currently, the Company has used derivatives
solely relating to the variability of cash flows from interest rate fluctuations.

The Company originally entered into an interest rate swap arrangement on July 13, 2011 in connection with the 2011
Senior Credit Facility. In connection with entering into the 2013 Senior Credit Facility, the Company amended and
restated the interest rate swap agreement initially entered into (and amended in August 2012 and November 2012).
Effective as of November 15, 2013, the closing date of the 2013 Senior Credit Facility, the interest rate swap
arrangement had a notional amount of $160,000 and will mature on May 15, 2018. The swap effectively converts
$160,000 of the current outstanding principal of the total variable-rate debt under the 2013 Senior Credit Facility to a
fixed rate of 5.384%, when including the applicable 3.50% margin. As permitted by ASC 815, Derivatives and
Hedging, the Company has designated this swap as a cash flow hedge, the effects of which have been reflected in the
Company’s condensed consolidated financial statements for the three and six months ended June 30, 2017 and 2016.
The objective of this hedge is to manage the variability of cash flows in the interest payments related to the portion of
the variable-rate debt designated as being hedged.

When the Company’s derivative instrument was executed, hedge accounting was deemed appropriate and it was
designated as a cash flow hedge at inception with re-designation being permitted under ASC 815, Derivatives and
Hedging. Interest rate swaps are designated as cash flow hedges for accounting purposes since they are being used to
transform variable interest rate exposure to fixed interest rate exposure on a recognized liability (debt). On an ongoing
basis, the Company performs a quarterly assessment of the hedge effectiveness of the hedge relationship and measures
and recognizes any hedge ineffectiveness in the condensed consolidated statements of operations. For the three and six
months ended June 30, 2017 and 2016, hedge ineffectiveness was evaluated using the hypothetical derivative method.
There was no hedge ineffectiveness for the three and six months ended June 30, 2017 and 2016.

Accounting guidance on fair value measurements specifies a hierarchy of valuation techniques based on whether the
inputs to those valuation techniques are observable or unobservable. Observable inputs reflect market data obtained
from independent sources, while unobservable inputs reflect the Company’s market assumptions. These two types of
inputs create the following fair value hierarchy:

{.evel 1—Quoted prices for identical instruments in active markets.

Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs and significant value drivers
are observable in active markets.

Level 3—Valuations derived from valuation techniques in which one or more significant inputs or significant value
drivers are unobservable.

This hierarchy requires the Company to use observable market data, when available, and to minimize the use of
unobservable inputs when determining fair value.
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The fair value for the Company’s interest rate swap is determined using observable current market information such as
the prevailing Eurodollar interest rate and Eurodollar yield curve rates and include consideration of counterparty credit
risk. The following table presents the aggregate fair value of the Company’s derivative financial instrument:

Fair Value Measurements Using:

Quoted Prices in

ActbigivfacketOther Significant

Total for Wlesdrvable Unobservable
Fair Value Asshtputs Inputs
(Letktvel 2) (Level 3)
y)
Interest rate swap liability as of June 30, 2017 $ 762 $-3$ 762 $ —
Interest rate swap liability as of December 31,2016 $ 1,511 $-$§ 1,511 $ —

The swap contract liability of $762 and $1,511 is recorded as a component of other liabilities as of June 30, 2017 and
December 31, 2016, respectively, with the offset to accumulated other comprehensive income ($430 and $854, net of
taxes, as of June 30, 2017 and December 31, 2016, respectively) on the accompanying condensed consolidated
balance sheet.

There were no significant reclassifications out of accumulated other comprehensive income during the three and six
months ended June 30, 2017 and 2016 and the Company does not expect that significant derivative losses included in
accumulated other comprehensive income at June 30, 2017 will be reclassified into earnings within the next 12
months.

5. Related Party

On April 25, 2017, the Company approved the appointment of Stuart M. Steinberg as General Counsel of the
Company, effective as of May 1, 2017. Furthermore, the Company and Mr. Steinberg's law firm (the “Firm”) previously
entered into an engagement letter agreement (the “Agreement”) dated as of February 4, 2016, and as amended and
restated effective as of May 1, 2017, pursuant to which the Company engaged the Firm to provide general legal
services requested by the Company. Mr. Steinberg continues to provide services for the Firm while employed by the