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

FORM 10-Q
(Mark One)

x

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

For the quarterly period ended June 30, 2012

o

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: 1-7945

DELUXE CORPORATION
(Exact name of registrant as specified in its charter)

Minnesota
(State or other jurisdiction of incorporation or
organization)

41-0216800
(I.R.S. Employer Identification No.)

3680 Victoria St. N., Shoreview, Minnesota
(Address of principal executive offices)

55126-2966
(Zip Code)

(651) 483-7111
(Registrant’s telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. þYes   o 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 such shorter period that the registrant was required to
submit and post such files).
þYes   o 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.
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Large accelerated filer þ   Accelerated filer o
Non-accelerated filer o Smaller reporting company o

(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).
o Yes þ  No

The number of shares outstanding of registrant’s common stock, par value $1.00 per share, at July 24, 2012 was
50,555,181.
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PART I − FINANCIAL INFORMATION
Item 1. Financial Statements.
DELUXE CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands, except share par value)
(Unaudited)

June 30,
2012

December 31,
2011

ASSETS
Current Assets:
Cash and cash equivalents $45,131 $28,687
Trade accounts receivable (net of allowances for uncollectible accounts of $3,601
and $4,007, respectively) 69,283 69,023

Inventories and supplies 23,813 22,043
Deferred income taxes 6,809 7,216
Funds held for customers 42,000 44,394
Other current assets 34,047 21,212
Total current assets 221,083 192,575
Long-Term Investments (including $2,035 and $2,165 of investments at fair value,
respectively) 46,126 45,147

Property, Plant And Equipment (net of accumulated depreciation of $358,941 and
$352,842, respectively) 108,223 113,411

Assets Held For Sale — 2,741
Intangibles (net of accumulated amortization of $451,472 and $433,335,
respectively) 161,491 157,339

Goodwill 789,742 776,998
Other Non-Current Assets 95,529 100,598
Total Assets $1,422,194 $1,388,809

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
Accounts payable $60,705 $64,694
Accrued liabilities 142,984 150,098
Long-term debt due within one year 85,296 85,575
Total current liabilities 288,985 300,367
Long-Term Debt 656,847 656,131
Deferred Income Taxes 54,265 49,807
Other Non-Current Liabilities 63,180 79,815
Commitments And Contingencies (Notes 10 and 11)
Shareholders’ Equity:
Common shares $1 par value (authorized: 500,000 shares; outstanding: 2012 –
50,541; 2011 – 50,826) 50,541 50,826

Additional paid-in capital 49,981 55,838
Retained earnings 316,344 255,426
Accumulated other comprehensive loss (57,949 ) (59,401 )
Total shareholders’ equity 358,917 302,689
Total Liabilities And Shareholders’ Equity $1,422,194 $1,388,809
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See Condensed Notes to Unaudited Consolidated Financial Statements
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DELUXE CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands, except per share amounts)
(Unaudited)

Quarter Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011

Revenue $371,014 $346,274 $748,996 $696,026
Cost of goods sold, including net restructuring
charges (127,594 ) (120,687 ) (255,082 ) (240,849 )

Gross Profit 243,420 225,587 493,914 455,177
Selling, general and administrative expense (167,718 ) (157,526 ) (339,549 ) (318,344 )
Net restructuring charges (1,998 ) (4,075 ) (2,636 ) (5,502 )
Net (loss) gain on sale of facility (128 ) — (128 ) 110
Operating Income 73,576 63,986 151,601 131,441
Loss on early debt extinguishment — — — (6,995 )
Interest expense (11,356 ) (12,054 ) (23,053 ) (24,092 )
Other income (expense) 317 (69 ) 356 86
Income Before Income Taxes 62,537 51,863 128,904 100,440
Income tax provision (20,275 ) (16,390 ) (42,563 ) (32,411 )
Net Income $42,262 $35,473 $86,341 $68,029

Comprehensive Income $42,183 $36,365 $87,793 $70,480

Basic Earnings Per Share $0.83 $0.69 $1.69 $1.32
Diluted Earnings Per Share 0.82 0.68 1.68 1.31

Cash Dividends Per Share $0.25 $0.25 $0.50 $0.50

See Condensed Notes to Unaudited Consolidated Financial Statements
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DELUXE CORPORATION
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
(in thousands)
(Unaudited)

Common
shares par
value(1)

Additional
paid-in capital

Retained
earnings

Accumulated
other
comprehensive
loss

Total

Balance, December 31, 2011 $50,826 $55,838 $255,426 $(59,401 ) $302,689
Net income — — 86,341 — 86,341
Cash dividends — — (25,423 ) — (25,423 )
Common shares issued 249 3,015 — — 3,264
Tax impact of share-based
awards — 170 — — 170

Common shares repurchased (509 ) (11,490 ) — — (11,999 )
Other common shares retired (25 ) (595 ) — — (620 )
Fair value of share-based
compensation — 3,043 — — 3,043

Other comprehensive income
(Note 12) — — — 1,452 1,452

Balance, June 30, 2012 $50,541 $49,981 $316,344 $(57,949 ) $358,917

(1) As the par value of our common shares is $1.00 per share, the number of shares associated with the transactions
presented here is equivalent to the related par value. See Note 12 for share information.

See Condensed Notes to Unaudited Consolidated Financial Statements
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DELUXE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(Unaudited)

Six Months Ended June 30,
2012 2011

Cash Flows From Operating Activities:
Net income $86,341 $68,029
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 10,130 10,584
Amortization of intangibles 23,304 28,099
Amortization of contract acquisition costs 8,546 8,665
Deferred income taxes 4,110 2,345
Employee share-based compensation expense 3,404 3,127
Loss on early debt extinguishment — 6,995
Other non-cash items, net 4,885 6,389
Changes in assets and liabilities, net of effect of acquisitions:
Trade accounts receivable (28 ) (304 )
Inventories and supplies (2,580 ) (144 )
Other current assets (6,257 ) (4,565 )
Non-current assets 1,295 3,116
Accounts payable (2,948 ) 1,566
Contract acquisition payments (10,516 ) (5,615 )
Other accrued and non-current liabilities (19,777 ) (24,105 )
Net cash provided by operating activities 99,909 104,182
Cash Flows From Investing Activities:
Purchases of capital assets (17,334 ) (19,296 )
Payments for acquisitions, net of cash acquired (28,459 ) (36,754 )
Loans to distributors (3,150 ) —
Other 3,211 740
Net cash used by investing activities (45,732 ) (55,310 )
Cash Flows From Financing Activities:
Net proceeds from short-term debt — 6,000
Payments on long-term debt, including costs of debt reacquisition — (215,030 )
Proceeds from issuing long-term debt — 200,000
Payments for debt issue costs (1,163 ) (3,429 )
Change in book overdrafts (2,652 ) (905 )
Proceeds from issuing shares under employee plans 2,873 6,514
Excess tax benefit from share-based employee awards 443 1,313
Payments for common shares repurchased (11,999 ) (17,986 )
Cash dividends paid to shareholders (25,423 ) (25,663 )
Net cash used by financing activities (37,921 ) (49,186 )

Effect Of Exchange Rate Change On Cash 188 557

Net Change In Cash And Cash Equivalents 16,444 243
Cash And Cash
Equivalents: Beginning Of Period 28,687 17,383

End Of Period $45,131 $17,626
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See Condensed Notes to Unaudited Consolidated Financial Statements
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DELUXE CORPORATION
CONDENSED NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(dollars and shares in thousands, except per share amounts)

Note 1: Consolidated financial statements

The consolidated balance sheet as of June 30, 2012, the consolidated statements of comprehensive income for the
quarters and six months ended June 30, 2012 and 2011, the consolidated statement of shareholders' equity for the six
months ended June 30, 2012, and the consolidated statements of cash flows for the six months ended June 30, 2012
and 2011 are unaudited. The consolidated balance sheet as of December 31, 2011 was derived from audited
consolidated financial statements, but does not include all disclosures required by generally accepted accounting
principles (GAAP) in the United States of America. In the opinion of management, all adjustments necessary for a fair
statement of the consolidated financial statements are included. Adjustments consist only of normal recurring items,
except for any discussed in the notes below. Interim results are not necessarily indicative of results for a full year. The
consolidated financial statements and notes are presented in accordance with instructions for Form 10-Q, and do not
contain certain information included in our annual consolidated financial statements and notes. The consolidated
financial statements and notes appearing in this report should be read in conjunction with the consolidated audited
financial statements and related notes included in our Annual Report on Form 10-K for the year ended December 31,
2011 (the “2011 Form 10-K”).

Note 2: New accounting pronouncements

On January 1, 2012, we adopted Accounting Standards Update (ASU) No. 2011-05, Presentation of Comprehensive
Income. This standard eliminates the option to report other comprehensive income and its components in the
statement of shareholders' equity. Also effective January 1, 2012, we adopted ASU No. 2011-12, Deferral of the
Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other
Comprehensive Income in Accounting Standards Update No. 2011-05. This standard temporarily defers a provision
included in ASU No. 2011-05 which requires that reclassification adjustments from other comprehensive income to
net income be presented by income statement line item. Our presentation of comprehensive income in this quarterly
report on Form 10-Q complies with these accounting standards.

On January 1, 2012, we adopted ASU No. 2011-04, Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S GAAP and IFRSs. The new guidance changes some fair value measurement
principles and disclosure requirements. The changes in fair value measurement principles relate primarily to financial
assets and did not affect the fair value measurements presented in this report on Form 10-Q. The fair value disclosures
required by the new standard are presented in Note 7: Fair value measurements.

Note 3: Supplemental balance sheet information

Inventories and supplies – Inventories and supplies were comprised of the following:
June 30,
2012

December 31,
2011

Raw materials $5,521 $5,566
Semi-finished goods 8,653 8,273
Finished goods 6,579 5,301
Supplies, primarily production 3,060 2,903
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Inventories and supplies $23,813 $22,043
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Available-for-sale securities – Available-for-sale securities included within cash and cash equivalents, funds held for
customers and other current assets were comprised of the following:

June 30, 2012

Cost
Gross
unrealized
gains

Gross
unrealized
losses

Fair value

Money market securities (cash equivalents) $21,180 $— $— $21,180
Canadian and provincial government securities
(funds held for customers)(1) 5,277 228 — 5,505

Money market securities (other current assets) 2,024 — — 2,024
Total available-for-sale securities $28,481 $228 $— $28,709

(1) Funds held for customers, as reported on the consolidated balance sheet as of June 30, 2012, also included cash of
$36,495.

December 31, 2011

Cost
Gross
unrealized
gains

Gross
unrealized
losses

Fair value

Money market securities $3 $— $— $3
Canadian and provincial government securities 5,172 243 — 5,415
Available-for-sale securities (funds held for
customers)(1) 5,175 243 — 5,418

Money market securities (other current assets) 2,001 — — 2,001
Total available-for-sale securities $7,176 $243 $— $7,419

(1) Funds held for customers, as reported on the consolidated balance sheet as of December 31, 2011, also included
cash of $38,976.

Expected maturities of available-for-sale securities as of June 30, 2012 were as follows:
Fair value

Due in one year or less $23,280
Due in two to five years 1,905
Due in six to ten years 3,524
Total available-for-sale securities $28,709

Further information regarding the fair value of available-for-sale securities can be found in Note 7: Fair value
measurements.

Assets held for sale – Assets held for sale as of December 31, 2011 consisted of our facility located in Thorofare, New
Jersey, which was closed in April 2009. This facility was sold during the quarter ended June 30, 2012 for net cash
proceeds of $2,613, realizing a net pre-tax loss of $128.

7
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Intangibles – Intangibles were comprised of the following:
June 30, 2012 December 31, 2011
Gross
carrying
amount

Accumulated
amortization

Net carrying
amount

Gross
carrying
amount

Accumulated
amortization

Net carrying
amount

Indefinite-lived:
Trade name $19,100 $— $19,100 $19,100 $— $19,100
Amortizable intangibles:
Internal-use software 427,030 (361,214 ) 65,816 410,905 (345,145 ) 65,760
Customer lists/relationships 58,872 (25,873 ) 32,999 52,542 (26,059 ) 26,483
Distributor contracts 30,900 (29,098 ) 1,802 30,900 (28,198 ) 2,702
Trade names 68,561 (28,017 ) 40,544 67,661 (25,958 ) 41,703
Other 8,500 (7,270 ) 1,230 9,566 (7,975 ) 1,591
Amortizable intangibles 593,863 (451,472 ) 142,391 571,574 (433,335 ) 138,239
Intangibles $612,963 $(451,472 ) $161,491 $590,674 $(433,335 ) $157,339

Total amortization of intangibles was $11,315 for the quarter ended June 30, 2012 and $13,515 for the quarter ended
June 30, 2011. Amortization of intangibles was $23,304 for the six months ended June 30, 2012 and $28,099 for the
six months ended June 30, 2011. Based on the intangibles in service as of June 30, 2012, estimated future amortization
expense is as follows:

Estimated
amortization
expense

Remainder of 2012 $21,415
2013 34,218
2014 22,156
2015 10,906
2016 7,728

Goodwill – Changes in goodwill during the six months ended June 30, 2012 were as follows:
Small
Business
Services

Financial
Services

Direct
Checks Total

Balance, December 31, 2011:
Goodwill, gross $621,314 $27,178 $148,506 $796,998
Accumulated impairment charges (20,000 ) — — (20,000 )
Goodwill, net of accumulated impairment charges 601,314 27,178 148,506 776,998
Acquisition of OrangeSoda, Inc. (see Note 5) 12,735 — — 12,735
Currency translation adjustment 9 — — 9
Balance, June 30, 2012:
Goodwill, gross 634,058 27,178 148,506 809,742
Accumulated impairment charges (20,000 ) — — (20,000 )
Goodwill, net of accumulated impairment charges $614,058 $27,178 $148,506 $789,742

8
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Other non-current assets – Other non-current assets were comprised of the following:
June 30,
2012

December 31,
2011

Contract acquisition costs $48,906 $55,076
Loans and notes receivable from distributors 14,314 11,148
Deferred advertising costs 14,043 15,599
Other 18,266 18,775
Other non-current assets $95,529 $100,598

Changes in contract acquisition costs during the six months ended June 30, 2012 and 2011 were as follows:
Six Months Ended June 30,
2012 2011

Balance, beginning of year $55,076 $57,476
Additions(1) 2,668 1,770
Amortization (8,546 ) (8,665 )
Other (292 ) (170 )
Balance, end of period $48,906 $50,411

(1) Contract acquisition costs are accrued upon contract execution. Cash payments made for contract acquisition costs
were $10,516 for the six months ended June 30, 2012 and $5,615 for the six months ended June 30, 2011.

Accrued liabilities – Accrued liabilities were comprised of the following:
June 30,
2012

December 31,
2011

Funds held for customers $41,284 $43,829
Employee profit sharing/cash bonus 22,297 23,783
Customer rebates 20,122 20,969
Wages, including vacation 12,657 4,995
Interest 8,737 8,760
Contract acquisition costs due within one year 5,152 13,070
Restructuring due within one year (see Note 8) 3,766 5,946
Other 28,969 28,746
Accrued liabilities $142,984 $150,098

Other non-current liabilities – Other non-current liabilities were comprised of the following:
June 30,
2012

December 31,
2011

Pension and postretirement benefit plans $36,458 $48,859
Contract acquisition costs 7,305 7,455
Unrecognized tax benefits, including interest and penalties 6,750 7,570
Other 12,667 15,931
Other non-current liabilities $63,180 $79,815

9
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Note 4: Earnings per share

The following table reflects the calculation of basic and diluted earnings per share. During each period, certain stock
options, as noted below, were excluded from the calculation of diluted earnings per share because their effect would
have been antidilutive. 

Quarter Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011

Earnings per share – basic:
Net income $42,262 $35,473 $86,341 $68,029
Income allocated to participating securities (287 ) (211 ) (575 ) (325 )
Income available to common shareholders $41,975 $35,262 $85,766 $67,704
Weighted-average shares outstanding 50,737 51,175 50,796 51,221
Earnings per share – basic $0.83 $0.69 $1.69 $1.32

Earnings per share – diluted:
Net income $42,262 $35,473 $86,341 $68,029
Income allocated to participating securities (286 ) (98 ) (573 ) (160 )
Re-measurement of share-based awards classified as
liabilities 23 (23 ) 35 13

Income available to common shareholders $41,999 $35,352 $85,803 $67,882
Weighted-average shares outstanding 50,737 51,175 50,796 51,221
Dilutive impact of potential common shares 249 513 273 489
Weighted-average shares and potential common shares
outstanding 50,986 51,688 51,069 51,710

Earnings per share – diluted $0.82 $0.68 $1.68 $1.31

Antidilutive options excluded from calculation 2,010 1,449 2,010 1,449

Note 5: Acquisitions

In May 2012, we acquired all of the outstanding stock of OrangeSoda, Inc., a provider of internet marketing services
specializing in search, mobile and social media campaign strategies for small businesses, in a cash transaction for
$26,634, net of cash acquired. We funded the acquisition with cash on hand. The preliminary allocation of the
purchase price based upon the estimated fair values of the assets acquired and liabilities assumed resulted in goodwill
of $12,735. We expect to finalize the allocation of the purchase price during the third quarter of 2012 when the
working capital adjustment required by the purchase agreement and our valuation of deferred income taxes is
finalized. This acquisition resulted in the recognition of goodwill as we expect to accelerate revenue growth in
marketing solutions and other services by combining our capabilities with OrangeSoda's solutions, tools, platform and
market presence. Transaction costs related to this acquisition were expensed as incurred and were not significant to
our consolidated statements of comprehensive income for the quarter and six months ended June 30, 2012. The results
of operations of this business from its acquisition date are included in our Small Business Services segment.

Intangible assets acquired in the OrangeSoda acquisition consisted primarily of customer relationships with an
aggregate value of $10,200 and a weighted-average useful life of 9 years, internal-use software valued at $3,300 with
a useful life of 5 years, and a trade name valued at $900 with a useful life of 5 years. Further information regarding the
calculation of the estimated fair values of these assets can be found in Note 7.
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During the six months ended June 30, 2012, we acquired the operations of small business distributors for aggregate
cash payments of $1,825. The assets acquired consisted primarily of customer lists and inventory, a portion of which
was sold to Safeguard® distributors during the six months ended June 30, 2012. We entered into notes receivable
upon the sale of the assets, and we recognized no gains or losses on these dispositions.
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Note 6: Derivative financial instruments

We have entered into interest rate swaps to hedge against changes in the fair value of a portion of our long-term debt.
We entered into these swaps, which we designated as fair value hedges, to achieve a targeted mix of fixed and variable
rate debt, where we receive a fixed rate and pay a variable rate based on the London Interbank Offered Rate (LIBOR).
Changes in the fair value of the interest rate swaps and the related long-term debt are included in interest expense in
the consolidated statements of comprehensive income. When the change in the fair value of the interest rate swaps and
the hedged debt are not equal (i.e., hedge ineffectiveness), the difference in the changes in fair value affects the
reported amount of interest expense in our consolidated statements of comprehensive income. Information regarding
hedge ineffectiveness in each period is presented in Note 7. The fair value of the interest rate swaps related to our debt
due in 2012 is included in other current assets on the consolidated balance sheets. The fair value of the interest rate
swaps related to our debt due in 2014 is included in other non-current assets on the consolidated balance sheets.

Information regarding interest rate swaps as of June 30, 2012 was as follows:

Notional
amount

Fair value of
interest rate
swaps

Increase in
debt due to fair
value
adjustment

Fair value hedge related to long-term debt due in 2012 $84,847 $913 $474
Fair value hedge related to long-term debt due in 2014 198,000 4,190 3,475
Total fair value hedges $282,847 $5,103 $3,949

Information regarding interest rate swaps as of December 31, 2011 was as follows:

Notional
amount

Fair value of
interest rate
swaps

Increase in
debt due to fair
value
adjustment

Fair value hedge related to long-term debt due in 2012 $84,847 $1,309 $780
Fair value hedge related to long-term debt due in 2014 198,000 3,230 2,788
Total fair value hedges $282,847 $4,539 $3,568

During the first quarter of 2011, we retired a portion of our long-term debt due in 2012 (see Note 10). In conjunction
with this debt retirement, we settled a portion of the interest rate swaps and received cash payments of $2,548. Interest
rate swaps remaining after the settlement were redesignated as fair value hedges during March 2011. In conjunction
with the debt retirement, we recognized $3,094 of the fair value adjustment to the hedged debt, decreasing the loss on
early debt extinguishment recognized during the first quarter of 2011. The $1,355 remaining fair value adjustment to
the hedged debt as of the date hedge accounting was discontinued is being recorded as a decrease to interest expense
over the term of the remaining debt.

Note 7: Fair value measurements

2012 acquisitions – For all business combinations, we are required to measure the fair value of the net identifiable
tangible and intangible assets and liabilities acquired, excluding goodwill and deferred income taxes. The identifiable
net assets acquired during the quarter ended June 30, 2012 (see Note 5) were comprised primarily of customer
relationships, a trade name and internal-use software associated with the acquisition of OrangeSoda, Inc. The fair
value of the customer relationships was estimated using the multi-period excess earnings method and the cost method.
Assumptions used in these calculations included same-customer revenue growth rates, management's estimates of the
costs to obtain and retain customers, and estimated annual customer retention rates based on the acquiree's historical
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information. The aggregate calculated fair value of the customer relationships was $10,200, which is being amortized
over a weighted-average useful life of 9 years using an accelerated method. The fair value of the internal-use software
was estimated using a cost of reproduction method. The primary components of the software were identified and the
estimated cost to reproduce the software was calculated based on estimated time and labor rates derived from our
historical data from previous upgrades of similar size and nature. The calculated fair value of the internal-use software
was $3,300, which is being amortized on the straight-line basis over 5 years. The fair value of the trade name was
estimated using a relief from royalty method, which calculates the cost savings associated with owning rather than
licensing the trade name. An assumed royalty rate was applied to forecasted revenue and the resulting cash flows
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were discounted. The assumed royalty rate was based on market data and an analysis of the expected margins for the
acquired operations. The calculated fair value of the trade name was $900, which is being amortized on the
straight-line basis over 5 years.

Recurring fair value measurements – Cash and cash equivalents as of June 30, 2012 include available-for-sale
marketable securities (see Note 3). These securities consist of investments in various money market funds which are
traded in active markets. As such, the fair value of these investments is determined based on quoted market prices.
Because of the short-term nature of the underlying investments, the cost of these securities approximates their fair
value. The cost of securities sold is determined using the average cost method. No gains or losses on sales of these
marketable securities were realized during the quarters or six months ended June 30, 2012.

Funds held for customers include available-for-sale marketable securities (see Note 3). These securities consist
primarily of a mutual fund investment which invests in Canadian and provincial government securities. The fund is
not traded in an active market and its fair value is determined by obtaining quoted prices in active markets for the
underlying securities held by the fund. Unrealized gains and losses, net of tax, are included in accumulated other
comprehensive loss on the consolidated balance sheets. Realized gains and losses are included in revenue on the
consolidated statements of comprehensive income and were not significant for the quarters or six months ended
June 30, 2012 and 2011. The cost of securities sold is determined using the average cost method.

Other current assets include available-for-sale marketable securities (see Note 3). These securities consist of a
Canadian money market fund which is not traded in an active market. As such, the fair value of this investment is
determined by obtaining quoted prices in active markets for the underlying securities held by the fund. Because of the
short-term nature of the underlying investments, the cost of these securities approximates their fair value. The cost of
securities sold is determined using the average cost method. No gains or losses on sales of these marketable securities
were realized during the quarters or six months ended June 30, 2012 and 2011.

We have elected to account for a long-term investment in domestic mutual funds under the fair value option for
financial assets and financial liabilities. The fair value option provides companies an irrevocable option to measure
many financial assets and liabilities at fair value with changes in fair value recognized in earnings. The investment is
included in long-term investments on the consolidated balance sheets. Long-term investments also include the cash
surrender values of company-owned life insurance policies. Realized and unrealized gains and losses, as well as
dividends earned by the mutual fund investment, are included in selling, general and administrative (SG&A) expense
on the consolidated statements of comprehensive income. This investment corresponds to a liability under an officers’
deferred compensation plan which is not available to new participants and is fully funded by the investment in mutual
funds. The liability under the plan equals the fair value of the investment in mutual funds. Thus, as the value of the
investment changes, the value of the liability changes accordingly. As changes in the liability are reflected within
SG&A expense on the consolidated statements of comprehensive income, the fair value option of accounting for the
investment in mutual funds allows us to net changes in the investment and the related liability in the statements of
comprehensive income. The cost of securities sold is determined using the average cost method. Realized gains
recognized during the quarters and six months ended June 30, 2012 and 2011 were not significant. We recognized a
net unrealized loss on the investment in mutual funds of $105 during the quarter ended June 30, 2012 and a net
unrealized gain of $63 during the quarter ended June 30, 2011. We recognized a net unrealized gain of $6 during the
six months ended June 30, 2012 and $243 during the six months ended June 30, 2011.

The fair value of interest rate swaps (see Note 6) is determined at each reporting date by means of a pricing model
utilizing readily observable market interest rates. The change in fair value is determined as the change in the present
value of estimated future cash flows discounted using the LIBOR rate. Changes in the fair value of the interest rate
swaps, as well as changes in the fair value of the hedged debt, are included in interest expense in the consolidated
statements of comprehensive income and were as follows:
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Quarter Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011

Gain (loss) from derivatives $322 $771 $563 $(274 )
Loss from change in fair value of hedged debt (288 ) (928 ) (769 ) (323 )
Net decrease (increase) in interest expense $34 $(157 ) $(206 ) $(597 )

12
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Information regarding recurring fair value measurements completed during each period was as follows:
Fair value measurements using

Fair value as of
June 30, 2012

Quoted prices in
active markets
for identical
assets

Significant
other observable
inputs

Significant
unobservable
inputs

(Level 1)  (Level 2) (Level 3)
Marketable securities (cash equivalents) $21,180 $21,180 $— $—
Marketable securities (funds held for
customers) 5,505 — 5,505 $—

Marketable securities (other current assets) 2,024 — 2,024 —
Long-term investment in mutual funds 2,035 2,035 — —
Derivative assets 5,103 — 5,103 —

Fair value measurements using

Fair value as of
December 31,
2011

Quoted prices
in active
markets for
identical assets

Significant other
observable inputs

Significant
unobservable
inputs

(Level 1) (Level 2) (Level 3)
Marketable securities (funds held for
customers) $5,418 $— $ 5,418 $—

Marketable securities (other current assets) 2,001 — 2,001 —
Long-term investment in mutual funds 2,165 2,165 — —
Derivative assets 4,539 — 4,539 —

Fair value measurements of other financial instruments – The following methods and assumptions were used to
estimate the fair value of each class of financial instrument for which it is practicable to estimate fair value.

Cash and cash included within funds held for customers – The carrying amounts reported in the consolidated balance
sheets approximate fair value because of the short-term nature of these items.

Loans and notes receivable from distributors – We have receivables for loans made to our Safeguard® distributors. In
addition, during both 2012 and 2011, we acquired the operations of several small business distributors which we then
sold to our Safeguard distributors. In most cases, we entered into notes receivable upon the sale of the assets to the
distributors. The fair value of these receivables is calculated as the present value of expected future cash flows,
discounted using an estimated interest rate based on published bond yields for companies of similar risk.

Long-term debt – The fair value of long-term debt is based on quoted prices for identical liabilities when traded as
assets in an active market. As of December 31, 2011, our long-term debt issued in March 2011 was not traded in an
active market. As such, its fair value as of December 31, 2011 was determined by means of a pricing model utilizing
readily observable market interest rates and data from trades executed by institutional investors. The fair value of
long-term debt included in the table below does not reflect the impact of hedging activity. The carrying amount of
long-term debt includes the change in fair value of hedged long-term debt.
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The estimated fair values of these financial instruments were as follows:
Fair value measurements using

June 30, 2012

Quoted prices
in active
markets for
identical assets

Significant
other
observable
inputs

Significant
unobservable
inputs

Carrying value Fair value (Level 1) (Level 2) (Level 3)
Cash $23,951 $23,951 $23,951 $— $—
Cash (funds held for customers) 36,495 36,495 36,495 — —
Loans and notes receivable from
distributors
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