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Section 8 – Other Events

Item 8.01  Other Events.

In March 2011, we issued $200.0 million of 7.00% senior notes maturing on March 15, 2019 in a private placement not registered with the Securities and Exchange
Commission (the "SEC"). The Company’s obligations under the notes are jointly and severally guaranteed on a full and unconditional basis by all of our existing and future direct
and indirect subsidiaries that guarantee any of our other indebtedness (the “Guarantors”).

 
We are filing this Form 8-K to (i) provide investors with historical condensed financial information for the Guarantors and (ii) incorporate by reference the recasted

historical financial statements into our filings with the SEC. The recasted historical information contained in Exhibit 99.1 to this Form 8-K does not represent a restatement of
previously issued financial statements and has no impact on our historical consolidated financial position, results of operations or cash flows.

The following Condensed Note to Unaudited Consolidated Financial Statements (included in Exhibit 99.1 to this Form 8-K) was added to the notes previously contained
in our Quarterly Report on Form 10-Q for the quarter ended March 31, 2011:

 · Note 16: Supplemental guarantor financial information

The information contained in Exhibit 99.1 to this Form 8-K does not reflect events occurring after the filing of the Form 10-Q for the quarter ended March 31, 2011 and
does not modify or update disclosures in the Form 10-Q, except as specifically noted above. Significant developments with respect to these disclosures, as well as other changes in
our business, may have occurred and would have been described in filings we made with the SEC subsequent to the filing of the Form 10-Q.
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Section 9 – Financial Statements and Exhibits

Item 9.01  Financial Statements and Exhibits.

 (d) Exhibits
 
 99.1 Item 1. Financial Statements
 
 101 Interactive data files pursuant to Rule 405 of Regulation S-T: (i) Consolidated Balance Sheets as of March 31, 2011 and December 31, 2010, (ii) Consolidated

Statements of Income for the quarters ended March 31, 2011 and 2010, (iii) Consolidated Statements of Cash Flows for the quarters ended March 31, 2011 and
2010 and (vi) Condensed Notes to Unaudited Consolidated Financial Statements, tagged as blocks of text

 
* Submitted electronically with this report
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly
authorized.

Date: November 22, 2011

 DELUXE CORPORATION  
   
    /s/ Terry D. Peterson   
   
 Terry D. Peterson  
 Senior Vice President,  
 Chief Financial Officer  
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INDEX TO EXHIBITS

Exhibits  
  

99.1 Item 1. Financial Statements
  

101 Interactive data files pursuant to Rule 405 of Regulation S-T: (i) Consolidated Balance Sheets as of March 31, 2011 and December 31, 2010, (ii) Consolidated
Statements of Income for the quarters ended March 31, 2011 and 2010, (iii) Consolidated Statements of Cash Flows for the quarters ended March 31, 2011 and 2010
and (vi) Condensed Notes to Unaudited Consolidated Financial Statements, tagged as blocks of text

 
 

-5-

https://content.equisolve.net/deluxe/sec/0001140361-11-054645/for_pdf/ex99_1.htm


Exhibit 99.1
 

PART I − FINANCIAL INFORMATION
 
Item 1. Financial Statements.
 

DELUXE CORPORATION
CONSOLIDATED BALANCE SHEETS

(in thousands, except share par value)
(Unaudited)

 

  
March 31,

2011   
December 31,

2010  
ASSETS       
Current Assets:       

Cash and cash equivalents  $ 31,852  $ 17,383 
Trade accounts receivable (net of allowances for uncollectible accounts of $4,065 and $4,130, respectively)   61,396   66,471 
Inventories and supplies   20,703   21,660 
Deferred income taxes   9,205   9,390 
Funds held for customers   49,343   35,720 
Other current assets   20,745   20,613 

Total current assets   193,244   171,237 
Long-Term Investments (including $2,309 and $2,283, respectively, of investments at fair value)   37,947   37,410 
Property, Plant, and Equipment (net of accumulated depreciation of $340,086 and $338,419, respectively)   119,657   120,221 
Assets Held for Sale   3,937   4,527 
Intangibles (net of accumulated amortization of $428,440 and $413,412, respectively)   145,522   155,112 
Goodwill   725,993   725,937 
Other Non-Current Assets   90,318   94,247 

Total assets  $ 1,316,618  $ 1,308,691 
         
LIABILITIES AND SHAREHOLDERS’ EQUITY         
Current Liabilities:         

Accounts payable  $ 59,487  $ 60,478 
Accrued liabilities   147,269   144,034 
Short-term debt   —   7,000 

Total current liabilities   206,756   211,512 
Long-Term Debt   739,204   748,122 
Deferred Income Taxes   49,416   46,752 
Other Non-Current Liabilities   73,637   76,107 
Commitments and Contingencies (Notes 10, 11 and 14)         
Shareholders’ Equity:         

Common shares $1 par value (authorized: 500,000 shares; outstanding: 2011 – 51,395; 2010 – 51,338)   51,395   51,338 
Additional paid-in capital   63,031   62,915 
Retained earnings   181,632   161,957 
Accumulated other comprehensive loss   (48,453)   (50,012)

Total shareholders’ equity   247,605   226,198 
Total liabilities and shareholders’ equity  $ 1,316,618  $ 1,308,691 

 
See Condensed Notes to Unaudited Consolidated Financial Statements
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DELUXE CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)
(Unaudited)

 
  Quarter Ended March 31,  
  2011   2010  
Revenue  $ 349,752  $ 335,120 

Cost of goods sold, including restructuring charges   120,163   118,363 
Gross Profit   229,589   216,757 
         

Selling, general and administrative expense   160,817   148,045 
Net restructuring charges (reversals)   1,427   (243)
Net gain on sale of facility   (110)   — 

Operating Income   67,455   68,955 
         

Loss on early debt extinguishment   (6,995)   — 
Interest expense   (12,038)   (10,535)
Other income (expense)   155   (356)

Income Before Income Taxes   48,577   58,064 
         

Income tax provision   16,021   24,281 
Income from Continuing Operations   32,556   33,783 
         
Net Loss from Discontinued Operations   —   (399)
Net Income  $ 32,556  $ 33,384 
         
Basic Earnings per Share:         

Income from continuing operations  $ 0.63  $ 0.66 
Net loss from discontinued operations   —   (0.01)
Basic earnings per share   0.63   0.65 

         
Diluted Earnings per Share:         

Income from continuing operations  $ 0.63  $ 0.66 
Net loss from discontinued operations   —   (0.01)
Diluted earnings per share   0.63   0.65 

         
Cash Dividends per Share  $ 0.25  $ 0.25 
         
Total Comprehensive Income  $ 34,115  $ 35,097 
 

See Condensed Notes to Unaudited Consolidated Financial Statements
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  DELUXE CORPORATION
  CONSOLIDATED STATEMENTS OF CASH FLOWS

  (in thousands)
  (Unaudited)

  
Quarter Ended

 March 31,  
  2011   2010  
Cash Flows from Operating Activities:       

Net income  $ 32,556  $ 33,384 
Adjustments to reconcile net income to net cash provided by operating activities of continuing operations:         

Net loss from discontinued operations   —   399 
Depreciation   5,159   5,053 
Amortization of intangibles   14,584   10,394 
Amortization of contract acquisition costs   4,427   5,007 
Deferred income taxes   2,241   4,699 
Employee share-based compensation expense   1,554   1,599 
Loss on early debt extinguishment   6,995   — 
Other non-cash items, net   3,508   2,174 
Changes in assets and liabilities, net of effect of acquisition:         

Trade accounts receivable   4,524   7,386 
Inventories and supplies   746   (395)
Other current assets   (2,496)   (2,589)
Non-current assets   2,910   1,594 
Accounts payable   (2,437)   (573)
Contract acquisition payments   (4,515)   (583)
Other accrued and non-current liabilities   (8,716)   (14,857)

Net cash provided by operating activities of continuing operations   61,040   52,692 
         
Cash Flows from Investing Activities:         

Purchases of capital assets   (8,422)   (9,799)
Payment for acquisition   —   (700)
Purchases of customer lists   —   (70)
Proceeds from sales of marketable securities   —   1,970 
Other   41   (159)

Net cash used by investing activities of continuing operations   (8,381)   (8,758)
         
Cash Flows from Financing Activities:         

Net payments on short-term debt   (7,000)   (26,000)
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   (3,280)   (2,065)
Change in book overdrafts   (825)   (1,454)
Proceeds from issuing shares under employee plans   5,633   1,357 
Excess tax benefit from share-based employee awards   752   277 
Payments for common shares repurchased   (5,986)   — 
Cash dividends paid to shareholders   (12,881)   (12,835)

Net cash used by financing activities of continuing operations   (38,617)   (40,720)
         
Effect of Exchange Rate Change on Cash   427   325 
         
Net Change in Cash and Cash Equivalents   14,469   3,539 
Cash and Cash Equivalents: Beginning of Period   17,383   12,789 
 End of Period  $ 31,852  $ 16,328 

 
See Condensed Notes to Unaudited Consolidated Financial Statements
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DELUXE CORPORATION
CONDENSED NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

 
Note 1: Consolidated financial statements

The consolidated balance sheet as of March 31, 2011, the consolidated statements of income for the quarters ended March 31, 2011 and 2010 and the consolidated statements of
cash flows for the quarters ended March 31, 2011 and 2010 are unaudited. The consolidated balance sheet as of December 31, 2010 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 consolidated annual 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, 2010 (the “2010
Form 10-K”).

Note 2: Supplemental balance sheet information

Inventories and supplies – Inventories and supplies were comprised of the following:

(in thousands)  
March 31,

2011   
December 31,

 2010  
Raw materials  $ 4,792  $ 4,879 
Semi-finished goods   8,113   8,393 
Finished goods   4,799   5,083 

Total inventories   17,704   18,355 
Supplies, primarily production   2,999   3,305 

Inventories and supplies  $ 20,703  $ 21,660 

Marketable securities – Available-for-sale marketable securities included within funds held for customers and other current assets were comprised of the following:

  March 31, 2011  

(in thousands)  Cost   

Gross
 unrealized

gains   

Gross
unrealized

losses   Fair value  
Corporate investments:             

Money market securities  $ 2,092  $ —  $ —  $ 2,092 
Funds held for customers:(1)                 

Money market securities   5,230   —   —   5,230 
Canadian and provincial government securities   5,332   —   (46)   5,286 

Marketable securities – funds held for customers   10,562   —   (46)   10,516 
Total marketable securities  $ 12,654  $ —  $ (46)  $ 12,608 

(1) Funds held for customers, as reported on the consolidated balance sheet as of March 31, 2011, also included cash and cash equivalents of $38,827.
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  December 31, 2010  

(in thousands)  Cost   

Gross
unrealized

 gains   

Gross
unrealized

 losses   
 

Fair value  
Corporate investments:             

Money market securities  $ 2,029  $ —  $ —  $ 2,029 
Funds held for customers:(1)                 

Money market securities   5,078   —   —   5,078 
Canadian and provincial government securities   5,148   23   —   5,171 

Marketable securities – funds held for customers   10,226   23   —   10,249 
Total marketable securities  $ 12,255  $ 23  $ —  $ 12,278 

(1) Funds held for customers, as reported on the consolidated balance sheet as of December 31, 2010, also included cash and cash equivalents of $25,471.

Expected maturities of available-for-sale securities as of March 31, 2011 were as follows:

(in thousands)  Fair value  
Due in one year or less  $ 7,655 
Due in one to three years   1,411 
Due in three to five years   714 
Due after five years   2,828 

Total marketable securities  $ 12,608 

Further information regarding the fair value of marketable securities can be found in Note 6: Fair value measurements.

Intangibles – Intangibles were comprised of the following:

  March 31, 2011   December 31, 2010  
 
 
(in thousands)  

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   384,116   (322,274)   61,842   378,269   (314,267)   64,002 
Customer lists/relationships   71,838   (49,125)   22,713   72,292   (43,660)   28,632 
Distributor contracts   30,900   (26,846)   4,054   30,900   (26,396)   4,504 
Trade names   59,360   (22,880)   36,480   59,361   (22,009)   37,352 
Other   8,648   (7,315)   1,333   8,602   (7,080)   1,522 

Amortizable intangibles   554,862   (428,440)   126,422   549,424   (413,412)   136,012 
Intangibles  $ 573,962  $ (428,440)  $ 145,522  $ 568,524  $ (413,412)  $ 155,112 
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Total amortization of intangibles was $14.6 million for the quarter ended March 31, 2011 and $10.4 million for the quarter ended March 31, 2010. Based on the intangibles in
service as of March 31, 2011, estimated future amortization expense is as follows:

(in thousands)    
Remainder of 2011  $ 31,697 
2012   26,979 
2013   16,762 
2014   8,053 
2015   5,141 

Goodwill – Changes in goodwill during the quarter ended March 31, 2011 were as follows:

(in thousands)  

Small 
Business 
Services   

Financial
Services   

Direct 
Checks   

 
Total  

Balance, December 31, 2010:             
Goodwill  $ 596,534  $ 897  $ 148,506  $ 745,937 
Accumulated impairment charges   (20,000)   —   —   (20,000)

   576,534   897   148,506   725,937 
Currency translation adjustment   56   —   —   56 

Balance, March 31, 2011:                 
Goodwill   596,590   897   148,506   745,993 
Accumulated impairment charges   (20,000)   —   —   (20,000)

  $ 576,590  $ 897  $ 148,506  $ 725,993 

Other non-current assets – Other non-current assets were comprised of the following:

(in thousands)  
March 31,

2011   
December 31,

2010  
Contract acquisition costs  $ 53,107  $ 57,476 
Deferred advertising costs   15,305   15,832 
Other   21,906   20,939 

Other non-current assets  $ 90,318  $ 94,247 

See Note 14 for a discussion of market risks related to contract acquisition costs. Changes in contract acquisition costs during the quarters ended March 31, 2011 and 2010 were as
follows:

  Quarter Ended March 31,  
(in thousands)  2011   2010  
Balance, beginning of year  $ 57,476  $ 45,701 

Additions(1)   143   14,083 
Amortization   (4,427)   (5,007)
Other   (85)   — 

Balance, end of period  $ 53,107  $ 54,777 

(1) Contract acquisition costs are accrued upon contract execution. Cash payments made for contract acquisition costs were $4,515 for the quarter ended March 31, 2011 and $583 for the
quarter ended March 31, 2010.
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Accrued liabilities – Accrued liabilities were comprised of the following:

(in thousands)  
March 31,

2011   
December 31,

2010  
Funds held for customers  $ 49,130  $ 35,475 
Customer rebates   18,483   19,201 
Interest   13,233   5,227 
Employee profit sharing/cash bonus and pension   10,590   34,109 
Wages, including vacation   8,226   5,898 
Restructuring due within one year (see Note 7)   4,415   6,435 
Contract acquisition costs due within one year   4,203   8,550 
Other   38,989   29,139 

Accrued liabilities  $ 147,269  $ 144,034 

Note 3: Earnings per share

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

  Quarter Ended March 31,  
(in thousands, except per share amounts)   2011       2010  
Earnings per share – basic:       

Income from continuing operations  $ 32,556  $ 33,783 
Income allocated to participating securities   (114)   (187)
Income available to common shareholders  $ 32,442  $ 33,596 

         
Weighted-average shares outstanding   51,298   51,041 

Earnings per share – basic  $ 0.63  $ 0.66 
         
Earnings per share – diluted:         

Income from continuing operations  $ 32,556  $ 33,783 
Income allocated to participating securities   —   (187) 
Re-measurement of share-based awards classified as liabilities   36   55 
Income available to common shareholders  $ 32,592  $ 33,651 

         
Weighted-average shares outstanding   51,298   51,041 
Dilutive impact of potential common shares   555   178 
Weighted-average shares and potential common shares outstanding   51,853   51,219 

         
Earnings per share – diluted  $ 0.63  $ 0.66 
         
Antidilutive options excluded from calculation   1,536   2,391 
 
Note 4: Assets held for sale and discontinued operations

Assets held for sale as of March 31, 2011 consisted of our facility located in Thorofare, New Jersey, which was closed in April 2009. Assets held for sale as of December 31, 2010
also included our facility located in Greensboro, North Carolina, which was closed in July 2009. Both facilities previously housed manufacturing operations, while the Thorofare location
also housed a customer call center. The Greensboro facility was sold in January 2011 for net cash proceeds of $0.7 million, realizing a pre-tax gain of $0.1 million. We are actively
marketing the Thorofare property and expect its selling price to exceed its carrying value.
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Net loss from discontinued operations for the quarter ended March 31, 2010 related to the finalization of purchase consideration related to a previously divested business.

Note 5: Derivative financial instruments

In September 2009, we entered into interest rate swaps with a notional amount of $210.0 million to hedge against changes in the fair value of a portion of our ten-year bonds due
in 2012. 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 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 income. Hedge ineffectiveness was not significant during the quarters ended March 31, 2011
and 2010.

The fair value of the interest rate swaps as of December 31, 2010 was an asset of $5.5 million, which is included in other non-current assets on the consolidated balance sheet.
During the first quarter of 2011, we retired $195.5 million of our ten-year bonds due in 2012 (see Note 10). In conjunction with this debt retirement, a portion of the interest rate swaps was
settled and we received cash payments of $2.5 million. We classify the cash flows from derivative instruments that have been designated as fair value or cash flow hedges in the same
category as the cash flows from the items being hedged. As such, the $2.5 million cash received upon settlement of a portion of the interest rate swaps is included in net cash provided by
operating activities of continuing operations on the consolidated statement of cash flows for the quarter ended March 31, 2011.

The fair value adjustment to the hedged debt increased the debt’s carrying value by $4.9 million as of December 31, 2010. In conjunction with the debt retirement during the
quarter ended March 31, 2011, we recognized $3.1 million of the fair value adjustment, decreasing the loss on early debt extinguishment. The remainder of the fair value adjustment to the
hedged debt as of the date hedge accounting was discontinued was $1.4 million, which will be recorded as a decrease to interest expense over the term of the remaining debt.

Remaining interest rate swaps as of March 31, 2011 with a notional amount of $84.8 million were redesignated as fair value hedges during March 2011. The fair value of the
interest rate swaps as of March 31, 2011 was an asset of $1.9 million, which is included in other non-current assets on the consolidated balance sheet. The fair value adjustment to the
hedged debt increased the debt’s carrying value by $1.1 million as of March 31, 2011.

See Note 6 for further information regarding the fair value of these instruments.

Note 6: Fair value measurements

Recurring fair value measurements – We held an investment in a Canadian money market fund of $2.1 million as of March 31, 2011 and $2.0 million as of December 31, 2010.
This investment is included in other current assets on the consolidated balance sheets. The money market 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. 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 ended March
31, 2011 and 2010.

Funds held for customers included available-for-sale marketable securities of $10.5 million as of March 31, 2011 and $10.2 million as of December 31, 2010. A portion of these
assets represents an investment in a Canadian money market fund. The remainder of the assets relates to a mutual fund investment which invests in Canadian and provincial government
securities. These funds are not traded in active markets and their fair values are determined by obtaining quoted prices in active markets for the underlying securities held by the funds.
Unrealized gains and losses on these investments, net of tax, are included in other comprehensive loss on the consolidated balance sheets. Realized gains and losses are included in revenue
on the consolidated statements of income and were not significant for the quarters ended March 31, 2011 and 2010. The cost of securities sold is determined using the average cost method.
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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 cash surrender values of insurance contracts. 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 in the consolidated statements of 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 in the consolidated statements of 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 income. The cost of securities sold is determined using the average cost method. We recognized a net unrealized gain on the investment in
mutual funds of $0.2 million during the quarter ended March 31, 2011. Net unrealized gains recognized during the quarter ended March 31, 2010 and realized gains recognized during the
quarters ended March 31, 2011 and 2010 were not significant.

The fair value of interest rate swaps (see Note 5) 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. During the quarter ended March 31, 2011, we recognized a loss
on these derivative instruments of $1.0 million, which was partially offset by a gain of $0.6 million related to a decrease in the fair value of the hedged long-term debt. During the quarter
ended March 31, 2010, we recognized a gain on these derivative instruments of $2.5 million, which was largely offset by a loss of $2.3 million related to an increase in the fair value of the
hedged long-term debt. These changes in fair value are included in interest expense in the consolidated statements of income.

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

     Fair value measurements using  

 
(in thousands)  

Fair value
as of

March 31, 2011   

Quoted prices in
active markets

for identical
assets

 (Level 1)   

Significant other
observable inputs

(Level 2)   

Significant
unobservable

inputs
(Level 3)  

Marketable securities – funds held for customers  $ 10,516  $ —  $ 10,516  $ — 
Marketable securities – corporate investments   2,092   —   2,092   — 
Long-term investment in mutual funds   2,309   2,309   —   — 
Derivative assets   1,863   —   1,863   — 

     Fair value measurements using  

 
(in thousands)  

Fair value
as of

December 31,
2010   

Quoted prices in
active markets

for identical
assets

(Level 1)   

Significant other
observable

inputs
(Level 2)   

Significant
unobservable

inputs
(Level 3)  

Marketable securities – funds held for customers  $ 10,249  $ —  $ 10,249  $ — 
Marketable securities – corporate investments   2,029   —   2,029   — 
Long-term investment in mutual funds   2,283   2,283   —   — 
Derivative assets   5,456   —   5,456   — 
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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 equivalents, cash and cash equivalents included within funds held for customers, and short-term debt – The carrying amounts reported in the consolidated balance
sheets approximate fair value because of the short-term nature of these items.

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 (Level 1 fair value measurement),
with the exception of the debt issued in March 2011 which is not currently traded in an active market. The fair value of this debt is determined at each reporting date by means of a pricing
model utilizing readily observable market interest rates (Level 2 fair value measurement). The fair value is estimated as the present value of estimated future cash flows discounted using
the LIBOR rate. 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.

The estimated fair values of these financial instruments were as follows:

  March 31, 2011   December 31, 2010  
(in thousands)  Carrying amount  Fair value   Carrying amount  Fair value  
Cash and cash equivalents  $ 31,852  $ 31,852  $ 17,383  $ 17,383 
Cash and cash equivalents – funds held for customers   38,827   38,827   25,471   25,471 
Short-term debt   —   —   7,000   7,000 
Long-term debt   739,204   749,467   748,122   751,978 

 
Note 7: Restructuring charges

Net restructuring charges for each period consisted of the following components:

  Quarter Ended March 31,  
(in thousands)  2011   2010  
Severance accruals  $ 796  $ 681 
Severance reversals   (738)   (820)
Operating lease obligations   —   415 

Net restructuring accruals   58   276 
Other costs   1,416   102 

Net restructuring charges  $ 1,474  $ 378 

2011 restructuring charges – During the quarter ended March 31, 2011, the net restructuring accruals included severance charges related to employee reductions in various
functional areas as we continue to reduce costs, primarily within our fulfillment and shared services organizations. The restructuring accruals included severance benefits for approximately
20 employees. These charges were reduced by the reversal of restructuring accruals recorded primarily in 2010 as fewer employees received severance benefits than originally estimated.
Other restructuring costs, which were expensed as incurred, included items such as employee and equipment moves, training and travel related to our restructuring activities. The net
restructuring charges were reflected as net restructuring charges of $0.1 million within cost of goods sold and net restructuring charges of $1.4 million within operating expenses in the
consolidated statement of income for the quarter ended March 31, 2011.

2010 restructuring charges – During the quarter ended March 31, 2010, the net restructuring accruals included severance charges related to employee reductions in various
functional areas as we continued our cost reduction initiatives, primarily within the fulfillment function, as well as an additional charge for an operating lease related to a facility closed in
2008. The restructuring accruals included severance benefits for 30 employees. These charges were reduced by the reversal of restructuring accruals recorded in 2008 and 2009 as fewer
employees received severance benefits than originally estimated. Other restructuring costs, which were expensed as incurred, included items such as equipment moves, training and travel
related to our restructuring activities. The net restructuring charges were reflected as net restructuring charges of $0.6 million within cost of goods sold and net restructuring reversals of
$0.2 million within operating expenses in the consolidated statement of income for the quarter ended March 31, 2010.
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Restructuring accruals of $4.7 million as of March 31, 2011 are reflected in the consolidated balance sheet as accrued liabilities of $4.4 million and other non-current liabilities of
$0.3 million. Restructuring accruals of $6.8 million as of December 31, 2010 are reflected in the consolidated balance sheet as accrued liabilities of $6.4 million and other non-current
liabilities of $0.4 million. The majority of the employee reductions are expected to be completed by the end of 2011. We expect most of the related severance payments to be fully paid by
mid-2012, utilizing cash from operations. The remaining payments due under operating lease obligations will be paid through May 2013. As of March 31, 2011, approximately 245
employees had not yet started to receive severance benefits. Further information regarding our restructuring accruals can be found under the caption “Note 8: Restructuring charges” in the
Notes to Consolidated Financial Statements appearing in the 2010 Form 10-K.

As of March 31, 2011, our restructuring accruals, by company initiative, were as follows:

(in thousands)  2008 initiatives   2009 initiatives   2010 initiatives   2011 initiatives   Total  
Balance, December 31, 2010  $ 117  $ 652  $ 6,029  $ —  $ 6,798 

Restructuring charges   —   —   69   727   796 
Restructuring reversals   (10)   (55)   (673)   —   (738)
Payments, primarily severance   (64)   (225)   (1,764)   (103)   (2,156)

Balance, March 31, 2011  $ 43  $ 372  $ 3,661  $ 624  $ 4,700 
                     
Cumulative amounts:                     

Restructuring charges  $ 27,545  $ 11,015  $ 9,709  $ 727  $ 48,996 
Restructuring reversals   (5,880)   (1,668)   (937)   —   (8,485)
Payments, primarily severance   (21,622)   (8,975)   (5,111)   (103)   (35,811)
Balance, March 31, 2011  $ 43  $ 372  $ 3,661  $ 624  $ 4,700 

As of March 31, 2011, the components of our restructuring accruals, by segment, were as follows:
 

  Employee severance benefits    Operating lease obligations     

(in thousands)  
Small Business

Services   
Financial
Services   Direct Checks   

 
Corporate   

Small Business
Services   Direct Checks   Total  

Balance, December 31, 2010  $ 1,248  $ 1,954  $ 252  $ 2,616  $ 236  $ 492  $ 6,798 
Restructuring charges   91   7   8   690   —   —   796 
Restructuring reversals   (559)   (45)   —   (134)   —   —   (738)
Inter-segment transfer   16   234   2   (252)   —   —   — 
Payments   (405)   (550)   (68)   (1,020)   (62)   (51)   (2,156)

Balance, March 31, 2011  $ 391  $ 1,600  $ 194  $ 1,900  $ 174  $ 441  $ 4,700 
                             
Cumulative amounts(1):                             

Restructuring charges  $ 14,101  $ 6,708  $ 2,827  $ 23,041  $ 1,810  $ 509  $ 48,996 
Restructuring reversals   (2,326)   (879)   (125)   (4,762)   (393)   —   (8,485)
Inter-segment transfer   805   619   63   (1,487)   —   —   — 
Payments   (12,189)   (4,848)   (2,571)   (14,892)   (1,243)   (68)   (35,811)

Balance, March 31, 2011  $ 391  $ 1,600  $ 194  $ 1,900  $ 174  $ 441  $ 4,700 
 

(1) Includes accruals related to our cost reduction initiatives for 2008 through 2011.
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Note 8: Pension and other postretirement benefits

We have historically provided certain health care benefits for a large number of retired employees. In addition to our retiree health care plan, we also have a supplemental
executive retirement plan. Further information regarding our postretirement benefit plans can be found under the caption “Note 12: Pension and other postretirement benefits” in the Notes
to Consolidated Financial Statements appearing in the 2010 Form 10-K. See Note 14 for discussion of the risks associated with the plan assets of our postretirement benefit plan.

Pension and postretirement benefit expense for the quarters ended March 31, 2011 and 2010 consisted of the following components:
 

 

  
Postretirement benefit

 plan   Pension plan  
(in thousands)  2011   2010   2011   2010  
Interest cost  $ 1,667  $ 1,820  $ 41  $ 45 
Expected return on plan assets   (1,963)   (1,806)   —   — 
Amortization of prior service credit   (936)   (936)   —   — 
Amortization of net actuarial losses   1,354   1,352   —   — 

Net periodic benefit expense  $ 122  $ 430  $ 41  $ 45 
 

Note 9:  Income tax provision

Our effective tax rate for the quarter ended March 31, 2011 was 33.0%, compared to our 2010 annual effective tax rate of 35.0%. The 2011 effective tax rate was favorably
impacted 1.0 point by actions taken to restore a portion of the deferred tax asset attributable to the receipt of Medicare Part D subsidies after 2012. Our 2011 tax rate also included a number
of minor discrete items which collectively decreased our tax rate by 0.6 points.

Our 2010 effective tax rate included a $4.1 million charge resulting from the Health Care and Education Reconciliation Act of 2010, which was signed into law in March 2010 and
requires that certain tax deductions after 2012 be reduced by the amount of the Medicare Part D subsidy payments. Prior to this law change, the subsidy was to be disregarded in all future
years when computing tax deductions. This resulted in a reduction in the deferred tax asset associated with our postretirement benefit plan and increased our 2010 effective tax rate 1.7
points. Our 2010 effective tax rate also included favorable adjustments related to accruals for uncertain tax positions, which lowered our effective tax rate 1.3 percentage points.

Note 10: Debt

Debt outstanding was comprised of the following:
 

(in thousands)  
March 31,

2011   
December 31,

2010  
5.0% senior, unsecured notes due December 15, 2012, net of discount, including cumulative change in fair value of hedged debt: 2011 - $1,147

increase; 2010 - $4,879 increase  $ 85,903  $ 284,843 
5.125% senior, unsecured notes due October 1, 2014, net of discount   253,301   263,279 
7.375% senior notes due June 1, 2015   200,000   200,000 
7.0% senior notes due March 15, 2019   200,000   — 

Long-term portion of debt   739,204   748,122 
Amounts drawn on credit facility   —   7,000 

Total debt  $ 739,204  $ 755,122 

Discounts from par value are being amortized ratably as increases to interest expense over the term of the related debt.

All of our notes, with the exception of those due in 2012, include covenants that place restrictions on the issuance of additional debt and limitations on certain liens. The notes due
in 2019 and 2015 also include limitations on our ability to issue redeemable stock and preferred stock, make loans and investments, and consolidate, merge or sell all or substantially all of
our assets.
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In March 2011, we issued $200.0 million of 7.0% senior notes maturing on March 15, 2019. The notes were issued via a private placement under Rule 144A of the Securities Act
of 1933. We anticipate registering the notes with the Securities and Exchange Commission (SEC) via a registration statement within 340 days of March 15, 2011. Interest payments are due
each March and September. The notes are fully and unconditionally guaranteed by certain of our subsidiaries and place a limitation on restricted payments, including increases in dividend
levels and share repurchases. The limitation on restricted payments does not apply if the notes are upgraded to an investment-grade credit rating. At any time prior to March 15, 2014, we
may on any one or more occasions redeem up to 35% of the original principal amount of the notes with the proceeds of one or more equity offerings at a redemption price of 107% of the
principal amount of the notes, together with accrued and unpaid interest. At any time prior to March 15, 2015, we may also redeem some or all of the notes at a price equal to 100% of the
principal amount plus accrued and unpaid interest and a make-whole premium. At any time on or after March 15, 2015, we may redeem some or all of the notes at prices ranging from
100% to 103.5% of the principal amount. If at any time we sell certain of our assets or experience specific types of changes in control, we must offer to purchase the notes at 101% of the
principal amount. Proceeds from the offering, net of offering costs, were $196.7 million. These proceeds were used to retire a portion of our senior, unsecured notes due in 2012. The fair
value of the notes issued in March 2011 was $197.6 million as of March 31, 2011, based on a pricing model utilizing readily observable market interest rates.

In May 2007, we issued $200.0 million of 7.375% senior notes maturing on June 1, 2015. The notes were issued via a private placement under Rule 144A of the Securities Act of
1933. These notes were subsequently registered with the SEC via a registration statement which became effective on June 29, 2007. Interest payments are due each June and December.
The notes place a limitation on restricted payments, including increases in dividend levels and share repurchases. This limitation does not apply if the notes are upgraded to an investment-
grade credit rating. Principal redemptions may be made at our election at any time on or after June 1, 2011 at redemption prices ranging from 100% to 103.688% of the principal amount. In
addition, at any time prior to June 1, 2011, we may redeem some or all of the notes at a price equal to 100% of the principal amount plus accrued and unpaid interest and a make-whole
premium. If we sell certain of our assets or experience specific types of changes in control, we must offer to purchase the notes at 101% of the principal amount. Proceeds from the
offering, net of offering costs, were $196.3 million. These proceeds were used on October 1, 2007 as part of our repayment of $325.0 million of unsecured notes plus accrued interest. The
fair value of the notes issued in May 2007 was $208.2 million as of March 31, 2011, based on quoted prices for identical liabilities when traded as assets.

In October 2004, we issued $275.0 million of 5.125% senior, unsecured notes maturing on October 1, 2014. The notes were issued via a private placement under Rule 144A of the
Securities Act of 1933. These notes were subsequently registered with the SEC via a registration statement which became effective on November 23, 2004. Interest payments are due each
April and October. Proceeds from the offering, net of offering costs, were $272.3 million. These proceeds were used to repay commercial paper borrowings used for the acquisition of New
England Business Service, Inc. in 2004. During the quarter ended March 31, 2011, we retired $10.0 million of these notes, realizing a pre-tax loss of $0.2 million. As of March 31, 2011,
the fair value of the $253.5 million remaining notes outstanding was $256.3 million, based on quoted prices for identical liabilities when traded as assets.

In December 2002, we issued $300.0 million of 5.0% senior, unsecured notes maturing on December 15, 2012. These notes were issued under our shelf registration statement
covering up to $300.0 million in medium-term notes, thereby exhausting that registration statement. Interest payments are due each June and December. Principal redemptions may be
made at our election prior to the stated maturity. Proceeds from the offering, net of offering costs, were $295.7 million. These proceeds were used for general corporate purposes, including
funding share repurchases, capital asset purchases and working capital. During the quarter ended March 31, 2011, we completed a tender offer and retired $195.5 million of these notes,
realizing a pre-tax loss of $6.8 million. As of March 31, 2011, the fair value of the $84.8 million remaining notes outstanding was $87.4 million, based on quoted prices for identical
liabilities when traded as assets. As discussed in Note 5, we have entered into interest rate swaps to hedge these notes. The fair value of long-term debt disclosed here does not reflect the
impact of these fair value hedges. The carrying amount of long-term debt has increased $1.1 million since the inception of the interest rate swaps due to changes in the fair value of the
hedged long-term debt.

As of March 31, 2011, we had a $200.0 million credit facility, which expires in March 2013. Borrowings under the credit facility are collateralized by substantially all personal
property. Our commitment fee ranges from 0.40% to 0.50% based on our leverage ratio. The credit agreement governing the credit facility contains customary covenants regarding limits
on levels of subsidiary indebtedness and capital expenditures, liens, investments, acquisitions, certain mergers, certain asset sales outside the ordinary course of business, and change in
control as defined in the agreement. The agreement also contains financial covenants regarding our leverage ratio, interest coverage and liquidity.
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The daily average amount outstanding under our credit facility during the quarter ended March 31, 2011 was $0.7 million at a weighted-average interest rate of 5.14%. As of
March 31, 2011, no amounts were outstanding under our credit facility. During 2010, the daily average amount outstanding under our credit facility was $50.0 million at a weighted-
average interest rate of 3.20%. As of December 31, 2010, $7.0 million was outstanding at a weighted-average interest rate of 5.25%. As of March 31, 2011, amounts were available for
borrowing under our credit facility as follows:

(in thousands)  
Total

available  
Credit facility commitment  $ 200,000 
Outstanding letters of credit   (8,762)

Net available for borrowing as of March 31, 2011  $ 191,238 

Absent certain defined events of default under our debt instruments, and as long as our ratio of earnings before interest, taxes, depreciation and amortization (EBITDA) to interest
expense is in excess of two to one, our debt covenants do not restrict our ability to pay cash dividends at our current rate, although we are limited to an annual amount of $70 million under
the terms of our credit facility. If our ratio of EBITDA to interest expense falls below two to one, there would also be limitations on our ability to issue additional debt.

Note 11:  Other commitments and contingencies

Information regarding indemnifications, environmental matters and self-insurance can be found under the caption “Note 14: Other commitments and contingencies” in the Notes
to Consolidated Financial Statements appearing in the 2010 Form 10-K.  No significant changes in these items occurred during the quarter ended March 31, 2011.

Note 12: Shareholders’ equity

We have an outstanding authorization from our board of directors to purchase up to 10 million shares of our common stock. This authorization has no expiration date, and 6.0
million shares remain available for purchase under this authorization as of March 31, 2011. During the quarter ended March 31, 2011, we repurchased 0.2 million shares for $6.0 million.
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Changes in shareholders’ equity during the quarter ended March 31, 2011 were as follows:
 

  Common shares   Additional   Retained   
Accumulated

other   
Total

shareholders’  
(in thousands)  Number of shares  Par value   paid-in capital   earnings   comprehensive loss  equity  
Balance, December 31, 2010   51,338  $ 51,338  $ 62,915  $ 161,957  $ (50,012)  $ 226,198 

Net income   —   —   —   32,556   —   32,556 
Cash dividends   —   —   —   (12,881)   —   (12,881)
Common shares issued   342   342   5,452   —   —   5,794 
Tax impact of share-based awards   —   —   306   —   —   306 
Common shares repurchased   (232)   (232)   (5,754)   —   —   (5,986)
Other common shares retired   (53)   (53)   (1,311)   —   —   (1,364)
Fair value of share-based compensation   —   —   1,423   —   —   1,423 
Amortization of postretirement prior service

credit, net of tax   —   —   —   —   (582)   (582)
Amortization of postretirement net actuarial

losses, net of tax   —   —   —   —   841   841 
Amortization of loss on derivatives, net of tax(1)   —   —   —   —   757   757 
Net unrealized loss on marketable securities, net

of tax   —   —   —   —   (51)   (51)
Currency translation adjustment   —   —   —   —   594   594 

Balance, March 31, 2011   51,395  $ 51,395  $ 63,031  $ 181,632  $ (48,453)  $ 247,605 
 

(1) Relates to interest rate locks executed in 2004 and 2002. See the caption “Note 6: Derivative financial instruments” in the Notes to Consolidated Financial Statements appearing in the
2010 Form 10-K.

Accumulated other comprehensive loss was comprised of the following:

(in thousands)  
March 31,

2011   
December 31,

2010  
Postretirement and defined benefit pension plans:       

Unrealized prior service credit  $ 15,069  $ 15,651 
Unrealized net actuarial losses   (67,502)   (68,343)

Postretirement and defined benefit pension plans, net of tax   (52,433)   (52,692)
Loss on derivatives, net of tax   (3,765)   (4,522)
Unrealized (loss) gain on marketable securities, net of tax   (38)   13 
Currency translation adjustment   7,783   7,189 

Accumulated other comprehensive loss  $ (48,453)  $ (50,012)

Note 13: Business segment information

We operate three reportable business segments: Small Business Services, Financial Services and Direct Checks. Small Business Services sells personalized printed products, which
include business checks, printed forms, promotional products, marketing materials and related services, as well as retail packaging supplies and a suite of business services, including web
design and hosting, fraud protection, payroll, logo design, search engine marketing and business networking, to small businesses. These products and services are sold through direct
response advertising via mail and the internet, referrals from financial institutions and telecommunications clients, independent distributors and dealers, and outbound telemarketing groups.
Financial Services’ products and services for financial institutions include comprehensive check programs for both personal and business checks, fraud prevention and monitoring services,
customer acquisition campaigns, marketing communications, regulatory program services, customer loyalty programs and profitability offers that provide insight into financial institution
financial performance. These products and services are sold through multiple channels, including a direct sales force. Direct Checks sells personal and business checks and related products
and services directly to consumers through direct response marketing and the internet. All three segments operate primarily in the United States. Small Business Services also has
operations in Canada and portions of Europe.

 
15



 

The accounting policies of the segments are the same as those described in the Notes to Consolidated Financial Statements included in the 2010 Form 10-K. We allocate corporate
costs for our shared services functions to our business segments, including costs of our executive management, human resources, supply chain, finance, information technology and legal
functions. Generally, where costs incurred are directly attributable to a business segment, primarily within the areas of information technology, supply chain and finance, those costs are
charged directly to that segment. Because we use a shared services approach for many of our functions, certain costs are not directly attributable to a business segment. These costs are
allocated to our business segments based on segment revenue, as revenue is a measure of the relative size and magnitude of each segment and indicates the level of corporate shared
services consumed by each segment. Corporate assets are not allocated to the segments and consist of property, plant and equipment, internal-use software, inventories and supplies related
to our corporate shared services functions of manufacturing, information technology and real estate, as well as long-term investments.

We are an integrated enterprise, characterized by substantial intersegment cooperation, cost allocations and the sharing of assets. Therefore, we do not represent that these
segments, if operated independently, would report the operating income and other financial information shown.

The following is our segment information as of and for the quarters ended March 31, 2011 and 2010: 
 
   Reportable Business Segments        

(in thousands)   
Small Business

Services   
Financial
Services   

Direct
Checks   

 
Corporate   

 
Consolidated  

Revenue from external customers: 2011  $ 200,003  $ 88,014  $ 61,735  $ —  $ 349,752 
 2010   192,326   101,445   41,349   —   335,120 
Operating income: 2011   35,770   15,697   15,988   —   67,455 
 2010   29,070   23,988   15,897   —   68,955 
Depreciation and amortization 2011   11,135   2,753   5,855   —   19,743 

expense: 2010   11,438   2,901   1,108   —   15,447 
Total assets: 2011   785,647   60,654   176,207   294,110   1,316,618 
 2010   783,556   66,248   94,538   287,628   1,231,970 
Capital asset purchases: 2011   —   —   —   8,422   8,422 
 2010   —   —   —   9,799   9,799 

Note 14: Market risks

Due to the downturn in the U.S. economy, including the liquidity crisis in the credit markets, as well as failures and consolidations of companies within the financial services
industry since 2008, we have identified certain market risks which may affect our future operating performance.

Economic conditions –During the quarter ended March 31, 2009, we recorded a goodwill impairment charge of $20.0 million in our Small Business Services segment related to
one of our reporting units, as well as an impairment charge of $4.9 million in our Small Business Services segment related to an indefinite-lived trade name. These charges resulted from
the continuing negative impact of the economic downturn on our expected operating results. The annual impairment analyses completed during the quarter ended September 30, 2010
indicated that the calculated fair values of our reporting units’ net assets exceeded their carrying values by amounts between $43 million and $546 million, or by amounts between 55% and
442% above the carrying values of their net assets. The calculated fair value of our indefinite-lived trade name exceeded its carrying value of $19.1 million by $5.0 million based on the
analysis completed during the quarter ended September 30, 2010. Due to the ongoing uncertainty in market conditions, which may negatively impact our expected operating results or share
price, we will continue to monitor whether additional impairment analyses are required with respect to the carrying value of goodwill and the indefinite-lived trade name.
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Postretirement benefit plan – The fair value of our postretirement benefit plan assets is subject to various risks, including credit, interest and overall market volatility risks. During
2008, the equity markets experienced a significant decline in value. As such, the fair value of our plan assets decreased significantly during the year, resulting in a $29.9 million increase in
the unfunded status of our plan as compared to the end of the previous year. This affected the amounts reported in the consolidated balance sheet as of December 31, 2008 and also
contributed to an increase in postretirement benefit expense of $2.4 million in 2009, as compared to 2008. The fair value of our plan assets later recovered, increasing $21.6 million during
2009 and $11.0 million during 2010. If the equity and bond markets decline in future periods, the funded status of our plan could again be materially affected. This could result in higher
postretirement benefit expense in the future, as well as the need to contribute increased amounts of cash to fund the benefits payable under the plan, although our obligation is limited to
funding benefits as they become payable. We did not use plan assets to make benefit payments during the quarter ended March 31, 2011 or during 2010. Rather, we used cash provided by
operating activities to make these payments.

Financial institution clients – Continued turmoil in the financial services industry, including further bank failures and consolidations, could have a significant impact on our
consolidated results of operations if we were to lose a significant amount of business and/or we were unable to recover the value of an unamortized contract acquisition cost or account
receivable. As of March 31, 2011, unamortized contract acquisition costs totalled $53.1 million, while liabilities for contract acquisition costs not paid as of March 31, 2011 were $14.0
million. The inability to recover amounts paid to one or more of our larger financial institution clients could have a significant negative impact on our consolidated results of operations.

Note 15: Subsequent event

During April 2011, we acquired substantially all of the assets of Banker’s Dashboard, LLC, for cash of $35 million plus 193,498 shares of our common stock to be issued at a later
date. We funded the acquisition with cash on hand and a draw on our credit facility. Banker’s Dashboard is a provider of online financial management tools that provide banks with daily
access to their financial position and general ledger information. This acquisition extends the range of products and services we offer to our financial institution clients. Its results of
operations will be included in our Financial Services segment. Related transaction costs expensed during the quarter ended March 31, 2011 were not significant.
 
Note 16: Supplemental guarantor financial information

In March 2011, we issued $200.0 million of long-term notes due in March 2019. The notes were issued under a private placement under Rule 144A of the Securities Act of 1933. We
anticipate registering the notes with the Securities and Exchange Commission via a registration statement within 340 days of March 15, 2011. These notes are jointly and severally
guaranteed on a full and unconditional basis, subject to the release provisions described herein, by certain 100%-owned subsidiaries that guarantee any of our other indebtedness. These
subsidiaries also guarantee our obligations under our credit facility and our long-term notes due in 2015. The subsidiary guarantees with respect to the notes due in March 2019 are subject
to release upon the sale of all or substantially all of a subsidiary’s assets, when the requirements for legal defeasance of the guaranteed securities have been satisfied, when the subsidiary is
declared an unrestricted subsidiary, or upon satisfaction and discharge of the indenture.

The following condensed supplemental consolidating financial information reflects the summarized financial information of Deluxe Corporation, the guarantors on a combined basis
and the non-guarantor subsidiaries on a combined basis. Separate financial statements of the guarantors are not presented because the guarantors are jointly, severally, fully and
unconditionally liable under the guarantees, subject to the release provisions described herein, and we believe that the condensed consolidating financial statements presented are sufficient
to provide an understanding of the financial position, results of operations and cash flows of the guarantors.

We are an integrated enterprise, characterized by substantial intersegment cooperation, cost allocations and the sharing of assets. Therefore, we do not represent that the financial
information presented is indicative of the financial position, results of operations or cash flows which the entities would have reported if they had operated independently. The condensed
consolidating financial statements should be read in conjunction with our consolidated financial statements.
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Deluxe Corporation
Condensed Consolidating Balance Sheet

 
  March 31, 2011  

(in thousands)  
Deluxe

Corporation   
Guarantor
subsidiaries   

Non-
guarantor

subsidiaries   Eliminations   Total  
ASSETS                
Current Assets:                

Cash and cash equivalents  $ 12,945  $ 3,665  $ 15,242  $ —  $ 31,852 
Trade accounts receivable, net   —   49,283   12,113   —   61,396 
Inventories and supplies   —   18,574   2,129   —   20,703 
Deferred income taxes   2,648   6,303   254   —   9,205 
Funds held for customers   —   —   49,343   —   49,343 
Other current assets   8,393   8,520   3,832   —   20,745 

Total current assets   23,986   86,345   82,913   —   193,244 
Long-term Investments   35,233   2,714   —   —   37,947 
Property, Plant and Equipment, net   —   101,988   17,669   —   119,657 
Assets Held for Sale   —   3,937   —   —   3,937 
Intangibles, net   —   142,295   3,227   —   145,522 
Goodwill   —   723,937   2,056   —   725,993 
Investments In Consolidated Subsidiaries   1,031,041   6,008   —   (1,037,049)   — 
Intercompany (Payable) Receivable   (96,146)   141,658   (45,512)   —   — 
Other Non-Current Assets   11,652   66,367   12,299   —   90,318 

Total assets  $ 1,005,766  $ 1,275,249  $ 72,652  $ (1,037,049)  $ 1,316,618 
                     
LIABILITIES AND SHAREHOLDERS’ EQUITY                  
Current Liabilities:                     

Accounts payable  $ 11,678  $ 42,718  $ 5,091  $ —  $ 59,487 
Accrued liabilities   25,899   66,671   54,699   —   147,269 

Total current liabilities   37,577   109,389   59,790   —   206,756 
Long-Term Debt   739,204   —   —   —   739,204 
Deferred Income Taxes   (23,189)   68,749   3,856   —   49,416 
Other Non-Current Liabilities   4,569   66,070   2,998   —   73,637 
Total Shareholders’ Equity   247,605   1,031,041   6,008   (1,037,049)   247,605 

Total liabilities and shareholders’ equity  $ 1,005,766  $ 1,275,249  $ 72,652  $ (1,037,049)  $ 1,316,618 
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Deluxe Corporation
Condensed Consolidating Balance Sheet

 
  December 31, 2010  

(in thousands)  
Deluxe

Corporation   
Guarantor
subsidiaries   

Non-
guarantor

subsidiaries   Eliminations   Total  
ASSETS                
Current Assets:                

Cash and cash equivalents  $ 3,197  $ 683  $ 13,503  $ —  $ 17,383 
Trade accounts receivable, net   —   53,679   12,792   —   66,471 
Inventories and supplies   —   19,350   2,310   —   21,660 
Deferred income taxes   2,854   6,303   233   —   9,390 
Funds held for customers   —   —   35,720   —   35,720 
Other current assets   9,463   8,047   3,103   —   20,613 

Total current assets   15,514   88,062   67,661   —   171,237 
Long-term Investments   34,905   2,427   78       37,410 
Property, Plant and Equipment, net   —   102,427   17,794   —   120,221 
Assets Held for Sale   —   4,527   —   —   4,527 
Intangibles, net   —   151,512   3,600   —   155,112 
Goodwill   —   723,938   1,999   —   725,937 
Investments In Consolidated Subsidiaries   986,484   615   —   (987,099)   — 
Intercompany (Payable) Receivable   (68,348)   114,299   (45,951)   —   — 
Other Non-Current Assets   12,337   71,032   10,878   —   94,247 

Total assets  $ 980,892  $ 1,258,839  $ 56,059  $ (987,099)  $ 1,308,691 
                     
LIABILITIES AND SHAREHOLDERS’ EQUITY                  
Current Liabilities:                     

Accounts payable  $ 11,697  $ 42,798  $ 5,983  $ —  $ 60,478 
Accrued liabilities   9,440   92,038   42,556   —   144,034 
Short-term debt   7,000   —   —   —   7,000 

Total current liabilities   28,137   134,836   48,539   —   211,512 
Long-Term Debt   748,122   —   —   —   748,122 
Deferred Income Taxes   (25,898)   68,794   3,856   —   46,752 
Other Non-Current Liabilities   4,333   68,725   3,049   —   76,107 
Total Shareholders’ Equity   226,198   986,484   615   (987,099)   226,198 

Total liabilities and shareholders’ equity  $ 980,892  $ 1,258,839  $ 56,059  $ (987,099)  $ 1,308,691 
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Deluxe Corporation
Condensed Consolidating Statement of Income

 
  Quarter Ended March 31, 2011  

(in thousands)  
Deluxe

Corporation   
Guarantor
subsidiaries   

Non-
guarantor

subsidiaries   Eliminations   Total  
Revenue  $ 2,128  $ 313,595  $ 71,447  $ (37,418)  $ 349,752 

Total cost of goods sold   —   111,346   41,636   (32,819)   120,163 
Gross Profit   2,128   202,249   29,811   (4,599)   229,589 
                     

Selling, general and administrative expense, including net restructuring
charges   4,451   139,526   22,866   (4,599)   162,244 

Net gain on sale of facility   —   (110)   —   —   (110)
Operating (Loss) Income   (2,323)   62,833   6,945   —   67,455 
                     

Loss on early debt extinguishment   (6,995)   —   —   —   (6,995)
Interest expense   (12,005)   (2,177)   (294)   2,438   (12,038)
Other income   1,763   459   371   (2,438)   155 

(Loss) Income Before Income Taxes   (19,560)   61,115   7,022   —   48,577 
                     

Income tax (benefit) provision   (8,102)   21,952   2,171   —   16,021 
(Loss) Income From Continuing Operations Before Equity In Earnings Of

Consolidated Subsidiaries   (11,458)   39,163   4,851   —   32,556 
                     
Equity In Earnings Of Consolidated Subsidiaries   44,014   4,851   —   (48,865)   — 
Income From Continuing Operations   32,556   44,014   4,851   (48,865)   32,556 
                     
Net Loss From Discontinued Operations   —   —   —   —   — 
Net Income  $ 32,556  $ 44,014  $ 4,851  $ (48,865)  $ 32,556 
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Deluxe Corporation
Condensed Consolidating Statement of Income

 
  Quarter Ended March 31, 2010  

(in thousands)  
Deluxe

Corporation   
Guarantor
subsidiaries   

Non-
guarantor

subsidiaries   Eliminations   Total  
Revenue  $ 2,329  $ 301,692  $ 70,029  $ (38,930)  $ 335,120 

Total cost of goods sold   —   110,274   42,516   (34,427)   118,363 
Gross Profit   2,329   191,418   27,513   (4,503)   216,757 
                     

Selling, general and administrative expense, including net restructuring
charges   229   127,189   24,887   (4,503)   147,802 

Operating Income   2,100   64,229   2,626   —   68,955 
                     

Interest expense   (10,522)   (1,143)   (189)   1,319   (10,535)
Other income (expense)   528   (119)   554   (1,319)   (356)

(Loss) Income Before Income Taxes   (7,894)   62,967   2,991   —   58,064 
                     

Income tax provision   563   22,592   1,126   —   24,281 
(Loss) Income From Continuing Operations Before Equity In Earnings Of

Consolidated Subsidiaries   (8,457)   40,375   1,865   —   33,783 
                     
Equity In Earnings Of Consolidated Subsidiaries   41,841   1,865   —   (43,706)   — 
Income From Continuing Operations   33,384   42,240   1,865   (43,706)   33,783 
                     
Net Loss From Discontinued Operations   —   (399)   —   —   (399)
Net Income  $ 33,384  $ 41,841  $ 1,865  $ (43,706)  $ 33.384 
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Deluxe Corporation
Condensed Consolidating Statement of Cash Flows

 
  Quarter Ended March 31, 2011  

(in thousands)  
Deluxe

Corporation   
Guarantor
subsidiaries   

Non-
guarantor

subsidiaries   Total  
Net Cash Provided By Operating Activities of Continuing Operations  $ 18,519  $ 39,874  $ 2,647  $ 61,040 
                 
Cash Flows From Investing Activities:                 

Purchases of capital assets   —   (8,080)   (342)   (8,422)
Other   (84)   644   (519)   41 

Net cash used by investing activities of continuing operations   (84)   (7,436)   (861)   (8,381)
                 
Cash Flows From Financing Activities:                 

Net payments on short-term debt   (7,000)   —   —   (7,000)
Payments on long-term debt, including costs of debt reacquisition   (215,030)   —   —   (215,030)
Proceeds from issuing long-term debt   200,000   —   —   200,000 
Payments for debt issue costs   (3,280)   —   —   (3,280)
Change in book overdrafts   (264)   (561)   —   (825)
Proceeds from issuing shares under employee plans   5,633   —   —   5,633 
Excess tax benefit from share-based employee awards   752   —   —   752 
Payments for common shares repurchased   (5,986)   —   —   (5,986)
Cash dividends paid to shareholders   (12,881)   —   —   (12,881)
Advances from (to) consolidated subsidiaries   29,369   (28,895)   (474)   — 

Net cash used by financing activities of continuing operations   (8,687)   (29,456)   (474)   (38,617)
                 
Effect Of Exchange Rate Change on Cash   —   —   427   427 
                 
Net Change In Cash And Cash Equivalents   9,748   2,982   1,739   14,469 
Cash And Cash Equivalents: Beginning Of Period   3,197   683   13,503   17,383 

End Of Period  $ 12,945  $ 3,665  $ 15,242  $ 31,852 
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Deluxe Corporation

Condensed Consolidating Statement of Cash Flows
 

  Quarter Ended March 31, 2010  

(in thousands)  
Deluxe

Corporation   
Guarantor
subsidiaries   

Non-
guarantor

subsidiaries   Total  
Net Cash Provided (Used) By Operating Activities of Continuing Operations  $ 19,886  $ 33,612  $ (806)  $ 52,692 
                 
Cash Flows From Investing Activities:                 

Purchases of capital assets   —   (9,606)   (193)   (9,799)
Payment for acquisition   —   (700)   —   (700)
Purchases of customer lists   —   (70)   —   (70)
Proceeds from sales of marketable securities   —   —   1,970   1,970 
Other   (86)   (71)   (2)   (159)

Net cash (used) provided by investing activities of continuing operations   (86)   (10,447)   1,775   (8,758)
                 
Cash Flows From Financing Activities:                 

Net payments on short-term debt   (26,000)   —   —   (26,000)
Payments for debt issue costs   (2,065)   —   —   (2,065)
Change in book overdrafts   (1,270)   (184)   —   (1,454)
Proceeds from issuing shares under employee plans   1,357   —   —   1,357 
Excess tax benefit from share-based employee awards   277   —   —   277 
Cash dividends paid to shareholders   (12,835)   —   —   (12,835)
Advances from (to) consolidated subsidiaries   24,081   (23,135)   (946)   — 

Net cash used by financing activities of continuing operations   (16,455)   (23,319)   (946)   (40,720)
                 
Effect Of Exchange Rate Change on Cash   —   —   325   325 
                 
Net Change In Cash And Cash Equivalents   3,345   (154)   348   3,539 
Cash And Cash Equivalents: Beginning Of Period   2,725   497   9,567   12,789 

End Of Period  $ 6,070  $ 343  $ 9,915  $ 16,328 
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